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Brand decay in Tiger Brands
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Analyst

In this article we explore the trajectory of brand decay at Tiger Brands, how other companies have managed to
buck this global trend and lastly, whether there is any hope now for the once-mighty Tiger Brands.

Tiger Brands is one of SA’s largest packaged goods companies and owns some of the country’s
favourite brands, including Oros, Purity, Koo, Jungle Oats, Black Cat, Albany Bread
and Fattis & Monis pasta. The performance of the share however, does not reflect
the popularity of these brands. As of 6 August 2020, Tiger Brands was trading at
R173.88, little changed from the R178.05 it traded at exactly ten years ago. In 2010,
the company delivered headline earnings per share (HEPS) of R13.93. In September
2019, it reported HEPS for the year of R13.49.

The power of brands

Brands have value if they have an inherent differentiator that provides pricing power. This could be in the form of
superior quality, taste, status, reliability, durability or after-sale services. These brands become intangible assets
backed by future cash flows that (hopefully) cover their costs by a significant margin.

At their best, brands represent a competitive advantage for a company that competitors cannot replicate, like
the taste of Coca-Cola, or the quality and after-sale service of Hansgrohe taps and mixers. Sustaining the cash-
generating power of a brand requires ongoing investment in whatever gives the brand its strength. Coca-Cola
needs to continually invest in marketing to remain front of mind and Hansgrohe will constantly have to invest in
their after-sale service capability and quality of design.

The strength of a brand changes over time and the price premium consumers are willing to pay for branded
goods can evaporate. Price premium and brand value might erode for a number of reasons, including market
penetration, changes in consumer tastes and mismanagement of the brand.

So what happened at Tiger Brands?

Tiger Brands was heavily affected by the Listeria outbreak in 2017/2018, which saw many South Africans tragically
losing their lives. One of Tiger Brands' operating segments (Value Added Meat Products) saw operating profit fall
from R104 million in 2018 to an operating loss of R547 million in 2019.

But there is something else eating Tiger Brands’ profitability

The price premium on Albany bread, the main driver of earnings in the grains segment (which contributed 50%
of EBIT in the first half of the 2020 financial year), fell from just over 20% in 2012 to under 5% in 2019, and all but
evaporated so far in 2020. This dragged operating profit margins in the grains segment down from 19.6% to 7.8%
over the same time period.
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In the case of Albany, competitors and private label producers closed the technology gap in many key products,
making it difficult to differentiate from peers and commoditising the category.

Margins have declined for many global food and beverage companies

A comparison of current gross margins against margins ten years ago across both domestic and global food and
beverage companies, shows that Tiger Brands is not alone in finding it harder to pass prices on to consumers and
defend historic price premiums and gross margins.

Chart 7: Gross profit margin change over 10 years
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Only three of the 13 companies in the comparison managed to buck the trend over the last decade — Mondelez,
Pepsico and AVI. The strategies these companies used to improve margins included pruning their portfolios and
streamlining their operations, or investing in their brands and avoiding the urge to make serial acquisitions.

Chart 8 compares investments in brands and acquisitions over ten years for Pepsico (owner of brands including
Pepsi, Lays, Doritos and Gatorade), and the fallen titan of the packaged goods space, Kraft Heinz (Heinz tomato
ketchup, Jell-O, Kool-Aid). While Pepsico focused on building brands, Kraft Heinz went on an acquisition and cost
reduction drive. Pepsico was rewarded with a share price increase of 88% since the Kraft Heinz merger, while the
latter fell 20% over the same time period.

Chart 8: Offshore packaged goods comparisons
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Mondelez, which owns Cadbury, Nabisco and Oreo cookies, followed a portfolio-pruning approach. Their
rationalisation spree saw them sell off 12.6% of their 2012 asset base that they deemed non-core, streamlining
the business to core brands and boosting margins and returns.

A SA perspective

AVI (Five Roses, Frisco, Bakers, Lacoste, Yardley) invested approximately 44% more in its brands relative to Tiger
Brands over the last decade. Tiger spent nearly four times more than AVI on ill-fated offshore acquisitions rather
than focusing on brands at home. Over the 10 years, Tiger Brands returned -2.3% (R178.05 to R173.88) while AVI
increased from R24.33 to R68.74, a return of 182.5%.

Chart 9: Domestic FMCG comparisons
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One could argue that Tiger Brands should have taken the Mondelez approach of exiting commoditised categories
earlier and redistributing cash flows to stronger, more differentiated brands with profitable growth prospects. Or
it could have simply placed more emphasis on growing and nurturing its own brands, like Pepsico did.

The good news is that all is not lost for Tiger Brands. It used to be known as the branded company that could
deliver returns ahead of its cost of capital and ahead of the market. Poor management decisions and changing
market structures have however, eroded those brands.

A new plan of attack could be fashioned by selling underperforming brands and deploying the healthy chunk of
cash (R1.4 billion) on the balance sheet. The current cost restructuring, rejigging of formulations and smart private
label penetration should lower operating costs relative to revenue. The company could embark on brand strategies
in strong categories such as tiered branding, multi-brand offerings within categories, and unique innovation which
could herald the return of brand premium and sustainably higher profitability. Group operating margins are at
their lowest point since 1997 and the low price to earnings multiple harkens back to the time when Tiger Brands
sold commodities such as chicken and fish.

Whilst we believe that Tiger Brands has the ability to restructure and reconfigure its portfolio, we note that the
execution risk is high.

Tiger Brands still owns some of SA’s most loved brands and we believe that a strategy which can leverage such
product lines would go a long way to improve company margins and returns over time.
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CIS DISCLOSURES

Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the
Collective Investment Schemes Control Act, 2002. Collective investment schemes in
securities are generally medium- to long-term investments. The value of participatory
interests or the investment may go down as well as up. Past performance is not
necessarily a guide to future performance. Sanlam Collective Investments (RF) (Pty)
Ltd (the manager) does not provide any guarantee, either with respect to the capital
or the return of a portfolio. The manager has the right to close certain portfolios
to new investors, in order to manage it more efficiently, in accordance with its
mandate. Collective investment schemes are traded at ruling prices and can engage
in borrowing and scrip lending. The collective investment scheme may borrow up to
10% of the market value of the portfolio to bridge insufficient liquidity. Annualised
returns are period returns re-scaled to a period of one year. This allows investors to
compare returns of different assets that they have owned for different lengths of time.
Actual annual figures are available to the investor on request. Performance is based
on NAV to NAV calculations with income reinvestments done on the ex-div date.
Performance is calculated for the portfolio and the individual investor performance
may differ as a result of initial fees, actual investment date, date of reinvestment
and dividend withholding tax. Investment performance calculations are available for
verification upon request by any person. Different classes of participatory interests
apply to these portfolios and are subject to different fees and charges. Forward
pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for
all other portfolios and the transaction cut-off time is 14h00. The transaction cut-off
time should be 14h00, for portfolios except fund of funds, but execution is not always
guaranteed. If execution could not take place on the same day, it will take place the
next business day, or at the earliest possible opportunity. For fund of funds, the cut-
off time for the execution of trades is 14h00 on the day preceding the pricing date.
Foreign securities within portfolios may have additional material risks, depending on
the specific risks affecting that country, such as: potential constraints on liquidity
and the repatriation of funds; macroeconomic risks; political risks; foreign exchange
risks; tax risks; settlement risks; and potential limitations on the availability of market
information. Fluctuations or movements in exchange rates may cause the value of
underlying international investments to go up or down. Investors are reminded that
an investment in a currency other than their own may expose them to a foreign
exchange risk. The terms and conditions, a schedule of fees, charges and maximum
commissions, performance fee frequently asked questions as well as the minimum
disclosure document (MDD) and quarterly investor report (QIR) for each portfolio
are available on Sanlam Collective Investments’ website at www.sanlaminvestments.
com. Associates of the manager may be invested within certain portfolios and the

details thereof are available from the manager.

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002

Northstar Asset Management Proprietary Limited is an authorised financial services
provider in terms of the Financial Advisory and Intermediary Services Act 2002. All
information contained in this document should not be construed, or relied upon, as
advice. If you require financial and/or investment advice, please engage the services

of an independent financial adviser.

INFORMATION AND CONTENT

The information and content (collectively 'information') accessible in this document
are provided by Northstar as general information about the company and its
products and services. Northstar does not guarantee the suitability or potential value
of any information or particular investment source. Any information in this document
is not intended nor does it constitute financial, tax, legal, investment, or other advice.
Nothing contained in any service or any other content in this document constitutes a
solicitation, recommendation, endorsement or offer by Northstar. Nothing contained
in any service or any other content in this document constitutes a solicitation,
recommendation, endorsement or offer by Northstar. Illustrations, forecasts or
hypothetical data are not guaranteed and are provided for illustrative purposes
only; returns or benefits are dependent on the performance of underlying assets or
other variable market factors; there are risks involved in buying or selling a financial
product; past performances are not necessarily indicative of future performances;

and no guarantees are provided.
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DISCLAIMER

The Management of portfolios is outsourced to Northstar Asset Management
(Pty) Ltd, (FSP) Licence No. 601, an Authorised Financial Services Provider under
the Financial Advisory and Intermediary Services Act, 2002. This information is not
advice, as defined in the Financial Advisory and Intermediary Services Act (No. 37 of
2002). Please be advised that there may be representatives acting under supervision.
The manager retains full legal responsibility for the co-named portfolios. Legal
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