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Famous Brands: a beacon for recovery

Last week, Jana used several statistics to gauge the health of the South African consumer, revealing
that consumer confidence is improving in the country as we head into 2025. Subsiding inflation, lower
interest rates, and improving consumer sentiment are expected to result in increased disposable income
and subsequent discretionary spending. In this weeks article, we review recent results from Famous
Brands, South Africas largest restaurant company, to illustrate how consumer-facing South African

companies are poised to recover in the changing tide.

Famous Brands is a leading South
Arican restaurant company known
for its diverse portfolio of iconic
brands, including Steers, Debonairs
Pizza, Wimpy, and Mugg & Bean,
among others. The company
employs a vertically integrated
business model, which involves the
ownership and management of its
own manufacturing and logistics
operations. Like many companies
in SA, Famous Brands have
experienced a strong pullback in discretionary spending as
inflation and high interest rates have weighed on disposable
income.

Recent interim results released by Famous Brands for the
period March to August *24 were lackluster, weighed down
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First quarter sales for FY25 were suppressed due to pre-
election uncertainty and ongoing economic pressure on
disposable income. However, a positive trend has emerged in
the company’s second quarter sales, aligning with consumer
confidence trends in the economy.

SPEED READ
Despite a muted sales performance in its recent
results, Famous Brands is an illustration of a
South African company that has performed
resiliently given the conditions, showing signs
of recovery that align with improving consumer
confidence in the country.
Several tailwinds associated with the turning
of the interest rate cycle and positive
developments in South Africa are expected to
result in increased fast-food spending.
Key distinctions between Famous Brands
and Spur Corp have helped substantiate our
preference for the former in the recovery
environment, including their quick-service
restaurant portfolio, higher leveraged balance
sheet, favourable load shedding dynamics, and
liquidity considerations.
While recoveries often take time, we remember
that markets are forward looking. Famous
Brand'’s share price already indicates the hopes
of a gradual recovery.

by low sales volumes. Lower restaurant sales impacted the
company’s manufacturing and logistics segments, resulting
in low volumes that dragged down overall topline figures.
Despite a muted sales performance, we recognize the
notable resilience in these results given the conditions faced
and highlight the nuanced signs of recovery. Bear in mind,
the first three months of the reporting period concurred with
heightened uncertainty prior to our national election and
suppressed disposable income due to ongoing economic
pressure.

Like-for-like sales growth in the first three months of the
reporting period fell by -1.6% and -0.1% for the company’s
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quick-service and casual dining restaurants, respectively.
However, the second half of the period showed an improving
trend, aligning with rising consumer confidence in the
economy. While green shoots of confidence are yet to result
in improved economic growth, the uptick in trade in the
second quarter signals emerging confidence. We expect to
see continued momentum in this trend across South African
consumer companies as further rate cuts and declines in the
fuel price provide additional relief for consumers.

Last week, Jana highlighted several tailwinds that are
expected to increase disposable income and subsequent
discretionary spending, including improving consumer
confidence, real-wage growth due to subsiding inflation,
lower fuel costs, retirement fund withdrawals under the new
two-pot system, and lower interest rates. These tailwinds
will have a direct impact on Famous Brands through
increased restaurant spending, lower food costs, and
reduced fuel expenses related to the company’s logistics
operation.

A gradual resurgence in discretionary spending is also
expected to be manifested through increased travel in
the country, which is another integral part of the Famous
Brand’s business. Many of Famous Brand’s stores are
located on South Africa’s highways, making them a
beneficiary of improved domestic tourism. This highlights
the positive effects associated with a turn in the economic
cycle and improved consumer confidence in the country
under our new government.

Undisrupted energy supply over the past 220+ days has
been another positive transformation in the country,
tangibly experienced across homes and businesses alike.
Load shedding has impacted Famous Brands in many ways
over the past few years, particularly 2023, including lost
revenue on restaurants without alternative power solutions,
large capital expenditure on energy independence, diesel
costs for non-fleet usage,
generator equipment repairs,
and franchisee fee relief.

To quantify the impact,
Famous Brands spent R25m
on diesel costs and a total of
R20.6m on franchisee fee
relief over their 2024 financial year, representing 0.6% of
revenue. Additionally, capital expenditure spent on energy
independence totaled R30m over FY22, FY23, and FY24.
While it may seem like a marginal amount when contrasted
with total revenue, the reversal in electricity disruptions
provides significant windfall for companies like Famous
Brands.

“‘We perceive liquidity risk in
Spur Corp”

Our preference for Famous Brands over Spur

As illustrated, Famous Brands is an example of a company
that is expected to recover in South Africa’s improving
economic environment. Evidently, the recent share price
rally has already started to reflect the hopes of a turnaround.
While we believe that a rising tide can lift all boats, we
remain active in our investment analysis to determine
whether certain companies stand to benefit more within the
turning cycle. Several key factors have helped substantiate
our preference for Famous Brands over its local competitor,
Spur Corp, in the recovery environment:

1. Firstly, we prefer quick-service restaurants in a
consumer recovery cycle as they often sell lower-priced
menu options, making them more appealing to budget-
conscious consumers during economic recoveries.

2. Secondly, Famous Brands has a more leveraged balance
sheet. As interest rates recede, we expect Famous
Brands to experience a better incremental effect on
earnings growth as debt costs fall, compared with Spur
Corp.

3. Thirdly, we believe that Spur Corp performed better
in the load shedding environment due to their family-
orientated catering style and a larger percentage of
their restaurant portfolio with backup power. Many of
Spur Corp’s stores are located in regional malls that
generally attract high footfall during load shedding
hours. As a result, improved load shedding dynamics
position Famous Brands to benefit more given the base
effect.

4. Lastly, we perceive a liquidity risk in Spur Corp as its
daily liquidity compares unfavourably with most JSE-
listed shares.

The consumer recovery is underway. While improving
sentiment and the tailwinds associated with an improved
economic outlook may take time to translate into better
results, we remember that markets are forward looking. In
our opinion, Famous Brands
provides a good analogy
against which to compare the
country as a whole — namely
that a recovery is underway,
green shoots are evident, but
we shouldn’t expect Rome
to be built in a day. It will
take time to build momentum. Nonetheless, markets are
forward looking. The JSE as a whole, and Famous Brands
in particular, are starting to price in better times ahead. It
is a reminder that investors can’t wait until the good news
is reflected in newspaper headlines to build positions. By
the times that happens, it is too late. We are confident that
SA, and Famous Brands, are on a positive trajectory — the
benefits of which will manifest over time.
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Topic: Outlook for 2025. Is that
SA Story Intact?

Natal Midlands
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The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.
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