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As the South African economy narrowly escaped a technical recession in the second quarter of 2019 

and grew by 3.1%, the markets expect a rebound in retail sales. The retail sector is divided into grocery 

and general retailers. We will concentrate on the latter retail market and introduce one of our 

investment approaches, the Jenga Lens. It examines stocks through quality, value and growth metrics.  

General Retailers 

Within this arm of the South African retail sector, companies distribute three main products:  

• Automotive  

• Furniture and Homeware  

• Clothing 

Automotive 

The sub-industry accounts for 6.8% of South Africa’s GDP (4.3% manufacturing and 2.5% retail). With 

a current ranking as the 22nd economy in terms of global volume, automotive has an essential strategic 

and catalytic role in the overall South African Economy.  

 

Automotive Combined 

Motor Holdings 

Motus Holdings 

Limited 

Super Group 

Limited 

  

Clothing Woolworths 

Holdings 

Limited 

Lewis Group 

Limited 

Mr Price Group 

Limited 

Nictus Limited Pepkor 

Holdings 

Limited 

Rex Trueform 

Clothing 

Company 

Taste Holdings 

Limited 

The Foschini 

Group Limited 

Truworths 

International 

Limited 

 

Furniture Italtile Limited     

 

Most companies produce and distribute of all three products, so we have horizontally classified each 

company into the most revenue-generating category. 

Value 

The value metrics ensure that purchased stocks have a lower intrinsic and relative price. Favourable 

value stocks have low periodic enterprise value (EV) to the trailing 12 months EBIT (EV/EBIT) and high 

return on invested capital. Stockbrokers and other investment firms often use the price-to-forward 

earnings (P/E ratio), but the Jenga Lens avoids using these for two main reasons.   

1. The P/E ratio does not take into account the amount of debt a company carries on its balance 

sheet.  

2. Foreward earnings are based on opinions and tend to be overoptimistic in assumptions and 

guesses.  
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Furthermore, EBIT is preferred to EBITDA because the latter fails to take depreciation expense and 

amortization into consideration. Firms can easily manipulate depreciation figures and seem more 

attractive to investors.  

 

 

Name EV/T12M EBIT 

LEWIS GROUP LTD 6.84 

WOOLWORTHS HOLDINGS LTD 12.26 

PEPKOR HOLDINGS LTD 13.70 

  
MR PRICE GROUP LTD 16.92 

THE FOSCHINI GROUP LTD 20.98 

REX TRUEFORM GROUP LTD 49.45 

From our data, we can infer Motus Holdings Limited (MHL) and Lewis Group are relatively cheap 

against industry peers. Whereas, Rex Trueform and Super Group are somewhat more expensive 

compared to industry peers, with Rex Trueform value of 49.45 extremely expensive. However, 

conclusions should not be derived from these values alone. Hence, further value analysis would need 

to be carried out to gain deeper insights into the relative value of the companies.  

 

 

 

Name 

            

ROIC% 

MR PRICE GROUP LTD 31.01 

ITALTILE LTD 21.62 

REX TRUEFORM GROUP LTD 10.04 

  
TRUWORTHS INTERNATIONAL LTD 0.56 

WOOLWORTHS HOLDINGS LTD -2.11 

TASTE HOLDINGS LTD -44.97 

Return on invested capital examines the net operating profit after tax (NOPAT) as a percentage of 

total invested capital. A high figure signifies efficient value creation by the sampled companies. The 

graphs above suggest Combined Motor Holdings, Italtile and Mr Price Group have attractive ROIC, and 

an intelligent investor would place greater focus on these companies. In contrast, Taste Holdings is 

immediately dismissed due to the ROIC of -44.97%.  

Quality 

Many investment reports often neglect quality parameters. However, we place substantial weighting 

on quality indicators while evaluating stocks. A few parameters we consider desired quality stocks 

metrics are:  

• Total Debt to Total Equity (D/E) 
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• Average Executive team tenure and total executive pay as a % of operating expenses 

• Cash conversion cycle (Days) 

• Management insider buys (within 6 months) 

A high D/E ratio increases the risk for businesses, especially businesses operating in emerging markets 

and have smaller market capitalization. A high average executive team tenure may signify a focused 

management team but should never be solely examined, instead coupled with qualitative assessments 

of their track record. As investors, we dislike businesses with excessively high executive pay as a 

proportion of operating expenses. Such salaries should only be justified with near-impossible business 

turnarounds by the current management.  

Furthermore, the cash conversion cycle expresses the duration it takes a business to convert its 

investments in inventory and other resources into cash flow sales. The quicker it takes, the more 

efficient its operations are. To conclude our quality business indicators, we examine insider share buys 

that occurred in the last 6 months. The management could sell their stakes for various reasons; 

however, an addition to stakes usually signifies the current management believes the share price 

would rise.  

 

 

 

 

Name Debt/Equity  

WOOLWORTHS HOLDINGS LTD 152.42 

THE FOSCHINI GROUP LTD 64.40 

PEPKOR HOLDINGS LTD 32.94 

. . 

REX TRUEFORM GROUP LTD 0.00 

LEWIS GROUP LTD 0.00 

NICTUS LTD 0.00 

From our data, Motus and Woolworths have unsustainable debt levels compared to their relative 

industry peers. To further the analysis on this, a comparison to previous years to examine which 

direction the debt level is heading.  

 

 

The chart beside examines Woolworth’s 

Debt/Equity % over the last 5 years. We can 

infer that the company’s debt/equity levels 

have more than doubled over the previous two 

years.

An intelligent investor would assess why this is occurring. In Woolworth’s scenario, the high debt level 

is driven by massive investments in its Australian business, David Jones.  
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Name 

Average 

Executive 

Tenure (Year) 

TRUWORTHS INTERNATIONAL LTD 12.9 

LEWIS GROUP LTD 10.4 

WOOLWORTHS HOLDINGS LTD 7.6 

  
ITALTILE LTD 5.3 

THE FOSCHINI GROUP LTD 4.9 

PEPKOR HOLDINGS LTD 2.0 

 

Name 

Tot Exec Pay 

as % OpEx 

PEPKOR HOLDINGS LTD 0.140 

THE FOSCHINI GROUP LTD 0.220 

TRUWORTHS INTERNATIONAL LTD 0.300 

  
LEWIS GROUP LTD 0.400 

MR PRICE GROUP LTD 0.980 

ITALTILE LTD 2.780 

The average executive tenure often varies across industries, geographies and businesses at different 

stages of the growth cycle. Both metrics serve as reality checks into the current management. A 

company with positive results on both metrics is not necessarily classified as a well-run firm. However, 

abnormally weak figures would need further examination to understand if the executive pay or short 

average tenure is justified. We would look further into qualitative data such as experience, track 

record and history of the company’s management team before any conclusions are made.  

 

Name 

Cash Conversion Cycle 

(Days) 

PEPKOR HOLDINGS LTD 48.90 

ITALTILE LTD 58.52 

MR PRICE GROUP LTD 82.51 

  
THE FOSCHINI GROUP LTD 201.06 

LEWIS GROUP LTD 362.73 

NICTUS LTD 2848.50 

 

 

 

 

The cash conversion cycle evaluates the 

efficiency of a company’s operation and 

management and strongly reflects its balance 

sheet performance.

 

Pepkor has an outstandingly run operations team which quickly turn investments into cash inflows. 

Furthermore, it has marginally decreased by 1 day (50.25 days) over the last 2 years. Nictus operations 

focus more on household furniture (sofas) and appliances in comparison to other company’s whose 

most significant revenue segments are from clothing sales. Hence, we would typically expect a longer 

cash conversion cycle due to the slow frequency consumers purchase such goods. However, when we 

examine the companies previous years data, the cash conversion cycle has increased by 140% over 

the last 4 years. Such an increase is hugely worrying and indicates a problem in the businesses 

operations.  
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Growth 

During the 80s, the topic of growth stocks vs value stocks was frequently debated. Many Wall Street 

analysts preferred growth stocks in favour of value stocks fuelled by the rapid rise in share price by 

these stocks. Shortly after the dot com crash, many views reversed and favoured value stocks instead. 

At Jenga, similar to Warren Buffet views, analysts do not seek to separate growth and value stocks. 

Instead, we aim to identify value stocks with sustainable growth levels. This strategy ensures we have 

an improved margin of safety when compared to value stocks without growth prospects. As such, we 

have developed our metrics to identify sustainable growth businesses.  

The BCG Matrix, developed by BCG’s founder, Bruce Henderson, measures the degree of profitability 

by looking at growth and market share as variables. Jenga’s Matrix similarly seeks to identify 

businesses with sustainable organic growth prospects within the same industry. 

• Organic: We normalize a company’s revenue figure by excluding abnormal sales from its 

income statement. For example, eliminating revenue values from recently acquired firms. 

An emphasis on organic growth ensures that all firms are fairly compared.  

• Sustainable: A business which has high organic growth levels and also a positive free cash 

flow to firm would be classified as sustainable. Firms may have revenue targets and then 

forgo cost or efficiency targets. When management compensation is tied to revenue 

figures, it is more likely for other goals to be relinquished. Positive cash flows indicate that 

a company is fully capable of supporting itself and has the potential for further growth.  

 

 

 

Ticker Company Name 

NCS  NICTUS LTD 

WHL  WOOLWORTHS HOLDINGS LTD 

PPH PEPKOR HOLDINGS LTD 

TFG  THE FOSCHINI GROUP LTD 

TRU  TRUWORTHS INTERNATIONAL LTD 

LEW  LEWIS GROUP LTD 

MRP  MR PRICE GROUP LTD 

ITE  ITALTILE LTD 

RTO  REX TRUEFORM GROUP LTD 

TAS  TASTE HOLDINGS LTD 

The star retail firms would be positioned at the top right quadrant of the Matrix. While relatively good 

firms are at the top left and bottom right quadrants. Unsustainable and negative growth companies 

are at the bottom left quadrant. From the graph, the Foschini Group is the most sustainable organic 

growth firm relative to industry growth levels. Italtile is generating high cash flows but has shown 

weak organic growth figures.  However, there’s a bias to firm generating more cash than firms with 

high organic growth firms. Hence, companies at the top left quadrant are preferred to the bottom 

right.  
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Name 

Normalized 

Net Income 

Growth 

REX TRUEFORM GROUP LTD 494.51 

NICTUS LTD 130.85 

PEPKOR HOLDINGS LTD 40.16 

  
MR PRICE GROUP LTD 2.83 

TRUWORTHS INTERNATIONAL LTD -15.75 

TASTE HOLDINGS LTD -33.35 

Our second growth indicator is the normalized net income (YoY). Similar to the Jenga matrix, net 

income is normalized to remove any unusual sales that may skew the data. Within the automotive 

retail sector, Motus Holding Limited currently shows robust net income growth compared to industry 

peers. Rex Trueform more than quadrupled its normalized net income and is expected to perform 

outstandingly in 2019, driven by positive revenue growth (YoY) data. The Starbucks owned local brand; 

Taste Holdings has consistently shown net income losses over the last 3 years. Its 2019 losses (318 

million Rand) tripled relative to 2017 figures. Remember, Taste Holdings also reported an ROIC of -

44.97%.  

To support our net income data, we assess profit margins which gauge the degree to which sales have 

turned into profits. Typical profit margin varies by industry sub-sector so should only be compared 

against companies that produce similar goods and services.  

 

 

 

Name 

Normalized 

Profit Margin 

ITALTILE LTD 18.05 

MR PRICE GROUP LTD 15.68 

NICTUS LTD 15.33 

  
LEWIS GROUP LTD 4.91 

WOOLWORTHS HOLDINGS LTD 4.86 

TASTE HOLDINGS LTD -32.84 

Similar to the normalized net income data, taste holdings shows poor profit margin figures. An 

intelligent investor would be very reluctant to invest in this company.  

To conclude the Jenga Lens process, a multivariate regression analysis will then be run against all 

indicators to identify stocks that have performed well across all sections of the Jenga Lens indicators. 
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If the lens recognizes a company, further research on qualitative data is carried out. A DCF is run as a 

reality check to ensure the intrinsic value has a wide margin of safety and would perform better than 

stocks in our portfolio before being purchased. 

Final thoughts 

• Net income or revenue figures should be normalized where possible to avoid skewed figures 

and have a fair comparison.   

• There are many metrics in finance which do not truly reflect a business financial performance 

or potential. Some of these are; Return on asset (ROA), Return on equity (ROE) and EV/EBITDA.  

• Forecasted data tend to be overoptimistic and should rarely be used while evaluating data. 

EV/EBIT > P/E.  

• The best investments are companies with outstanding economics, competitive advantage and 

an excellent management team. It is vital to form a process on how each section should be 

fairly measured.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Jenga The Briefings is prepared by and is the property of Jenga Investment Partners and is circulated 

for informational and educational purposes only. Additionally, Jenga’s actual investment positions 

often will, vary from its conclusions discussed herein based on a number of factors, such as portfolio 

rebalancing and transactions costs, among others. Recipients should consult their own advisors, 

including tax advisors, before making any investment decision. This report is not an offer to sell or the 

solicitation of an offer to buy the securities or other instruments mentioned.  

Jenga research utilizes data and information from public and private sources. 

The views expressed herein are solely those of Jenga as of the date of this report and are subject to 

change without notice. 


