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The “Rewards Programme” Battle: Don’t Discount Clicks Just Yet

Clicks has come under notable pressure following a period of intensified competition from Dis-Chem,
particularly driven by Dis-Chem's aggressive “Better Rewards” programme. While this has weighed
on sentiment and near-term performance, we believe the market reaction has been excessive. Beneath
the noise of promotional competition and short-term disruptions, Clicks retains a high-quality business
model with strong cash generation, resilient margins, and a disciplined strategic response, supporting

our continued bullish stance.

Who doesn’t enjoy a good rewards
programme? From “buy 3, pay for 2”
deals to cashback offers, consumers
have become accustomed to getting
something extra in return for their
spend. With an abundance of options
available, the competition between
retailers has intensified, largely to
the benefit of shoppers. However, for
some companies, including Clicks,
this competitive dynamic has come
at a cost, weighing on festive season
footfall and, in turn, the share price.

In this article, we unpack the evolving rewards battle and
explain why we remain bullish on Clicks. In our view, the
recent share price weakness, particularly for a stock that
has historically traded at a significant premium, presents an
attractive opportunity to build positions in portfolios.

CLS VS DCP: RELATIVE PERFORMANCE
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The chart above illustrates how CLS has fallen out of favour over
the past year, while DCP experienced a sharp sell-off following the
release of its latest results.

SPEED READ
Dis-Chem’s discount-led push disrupted the market,
but at a cost: Aggressive promotions drove footfall
gains for DisChem but are now placing pressure on
margins and raising questions around long-term
sustainability.
Regulatory and structural risks may narrow the gap:
Increased scrutiny of pharmacy-linked incentives and
rising supplier costs could force DisChem to scale back
discounts, bringing pricing closer to Clicks.
Clicks remains fundamentally strong: Despite short-
term challenges, CLS continues to deliver earnings
growth above inflation, supported by strong cash
generation and industry-leading returns on equity.
Valuation opportunity emerging: Recent share price
weakness has created an attractive entry point into a
high-quality retailer offering a superior dividend yield
and a more shareholder-friendly payout profile.

Dis-Chem’s Discount Strategy Disrupts Clicks
Before Clicks’ (“CLS”) interim results for the period ending
28 February 2026 were released, investors had already
been cautioned about mounting pressure from Dis-Chem’s
(“DCP”) new “Better Rewards” programme. Unlike the
traditional points-based cashback model most consumers
are familiar with, DCP retired its legacy green Benefit Card
and introduced an instant-discount model in partnership with
Capitec, launched in late October last year.

The programme not only impacted CLS’s festive trading, but
also ran for longer than expected, extending through to the end
of February. It offered discounts of up to 20%, made up of
an approximate 10% base discount (half of which was funded
by DCP), a 5% pharmacy boost (also DCP-funded), and an
additional 5% Capitec benefit.

Compared to CLS’s average discounting of around 14%, it
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is clear why footfall shifted away from CLS towards DCP.
CLS was further disadvantaged by inventory availability
issues at its Western Cape distribution centre, stemming from
the rollout of a new warehouse management system. When
CLS released its interim results, the market reacted sharply.
In my view, this was an overreaction. Firstly, both the impact
of DCP’s rewards programme and the warehouse challenges
had been well flagged ahead of the results. Secondly, the
warehouse disruption accounted for only 0.6% of Group sales.
Thirdly, aggressive promotional activity inevitably comes
at the expense of margins, something that became evident
when DCP reported its own results, prompting analysts to
subsequently downgrade DCP to a Sell rating.

Maintaining Conviction in Clicks
There was significant market reaction following Clicks’s
results, as investors recognised the extent to which Dis-
Chem’s rewards programme had encroached on its pharmacy
and front-of-store health segment.

However, there are two important considerations:

o Regulatory risk: South Africa’s pharmacy sector is tightly
regulated to ensure pharmacists remain impartial and do
not influence consumer behaviour through incentives.
Increasing scrutiny is now being placed on loyalty
programmes, particularly those linked to prescription
fulfilment. Government has raised concerns that offerings
such as the “Pharmacy Boost” may be non-compliant, as
they could unduly influence where customers fill their
prescriptions. At the same time, potential regulatory
changes could limit medicine delivery and constrain
online pharmacy models. Rising supplier costs are
also placing pressure on the funding of these discounts.
Should regulators intervene, these promotions are likely
to be scaled back - potentially reducing DCP’s maximum
discount from 20% to around 15%, narrowing the gap
with CLS’s 14%.

e Margin pressure and sustainability: Sustained
discounting at levels of 10% - 20% is beginning to erode
profitability in what has historically been a stable and
resilient sector. Suppliers are becoming increasingly
reluctant to fund these promotions as input costs - such
as packaging and fuel - continue to rise. There is also a
structural risk: once consumers become accustomed to
ongoing discounts, it becomes difficult to reverse them.
If this trend persists, the industry risks entering a “race
to the bottom,” where shrinking margins could ultimately
impact service quality.

The key question is whether DCP’s instant rewards model is
sustainable? CLS has intentionally refrained from aggressively
responding to preserve its strong profitability, with returns
on equity exceeding 45%. As DCP’s margins begin to come
under pressure, CLS now sees an opportunity to reposition and
regain momentum.

Clicks has begun a measured counter-offensive built on three

strategic pillars:

e Supplier-supported discounting: CLS is engaging
suppliers to co-fund its “up to 14%” discount offering,
reducing the burden on its own margins while ensuring
parity with supplier support extended to DCP.

e Resolving distribution inefficiencies: Following
challenges during the festive season, Clicks is prioritising
stabilisation of its Cape Town distribution centre. Upgrades
to the Durban facility have been deferred to mid-2026,
while the larger Centurion distribution centre, responsible
for the bulk of inventory, will only be upgraded by early
2027.

e Accelerating pharmacy expansion: Clicks estimates
it is approximately a year behind in rolling out in-store
pharmacies and plans to add 40 - 45 additional locations.
This is a proven growth lever, with store sales typically
increasing by 25% - 40% following the introduction of a
pharmacy.

Conclusion
CLS provided a conservative forward outlook, in contrast to
DCP’s more aggressive earnings growth target of 20%. Even
on these cautious assumptions, CLS is still expected to grow
earnings well ahead of inflation.

Its strong cash generation underpins a robust balance sheet,
enabling continued investment in growth while maintaining
an attractive return to shareholders. CLS currently offers a
forward dividend yield of 4.4%, with a payout ratio of 64% of
headline earnings. By comparison, DCP distributes only 40%
of earnings, with a dividend yield of just 1.3%.

From our perspective at Harvard House, Clicks aligns more
closely with our investment philosophy: delivering higher
returns and a more meaningful cash yield to shareholders.
The recent share price weakness, particularly given Clicks’
historical premium valuation, has presented an attractive
opportunity to accumulate the stock in portfolios.

RELATIVE DIVIDEND GROWTH: CLS LEADS DCP
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Rebased to 2021, the relative dividend per share growth of
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CLS versus DCP highlights CLS’s outperformance in
delivering shareholder returns.
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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 @ 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 rnqllncf fromthe manager.
HARVARDSZ;;asrd House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License n(‘)l.
HOUSE Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS
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