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(3 Inflation is as violent as a mugger, as frightening
as.an armed robber and as deadly as a hit man. 7)Y

- Ronald Reagan (1911-2004), 40th President of the United States
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Amidst 4-decade high inflation, ASX stocks in the consumer discretionary sector have been amongst the
worst hit. Most of them have tried to persuade investors that they'll be immune, arguing their goods really are
essential items that consumers won't cut back on. For the most part, those pleas have fallen on deaf ears and
so it was the case with JB Hi-Fi (ASX: JBH) too. That is, until its FY22 results.
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JB Hi-Fi is one of those companies that needs little introduction, in being Australia's pre-eminent retailers,
selling consumer electronics and home appliances. It was founded in 1974, listed on the ASX in 2003 and
today has over 300 stores in Australia and New Zealand. In addition to the stores bearing its name, it also
owns the Good Guys, having purchased it for $870m in 2016, in an aim to increase its market share.

Defying consensus estimates

This is the third time we have written about JB Hi-Fi. The first of these was in June 2020, when the company
was unexpectedly growing throughout COVID-19. The company was proving its doubters wrong that it could
compete online. And it was seeing an unexpected boom from customers looking through products that
would help them both work and relax at home during lockdowns. Still, we gave it two stars thinking the boom
wouldn't last.

The second time we covered the company was 18 months later, in December 2021, when we observed the
boom had continued for longer than us, or any other analysts, had anticipated. We gave it three stars, thinking
it would grow in the long-term, but not in the short term, judging by consensus estimates.

Now, in August 2022, you could argue investors have reason to fear a similar situation. Consensus estimates
forecast a 2.9% drop in revenue from $9.2bn to $9.0bn. The company’s share price alone at over $40 may
make you think it is expensive but remember that it is only a function of market capitalisation and shares on
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issue. It has just over 100m shares on issue and is capitalized at ~$4.8bn. JBH looks cheap on a multiples
basis at 6.4x EV/EBITDA and 11.7x P/E, although less so if you believe the FY23 consensus estimates of
revenue.

Is it really a ‘discretionary’?

The company has been sold down in CY22, sitting 9% lower than it began the year, but bottomed out in late
June and has grown nearly 20% since then. Yes, the market has been a catalyst, but the company’s results
have also helped. In mid-July, it released unaudited results showing $9.2bn in sales, $794.6m in EBIT and
$544.9m in NPAT, representing growth of 3.5%, 6.9% and 7.7% respectively. As for EBITDA, it came in at
$681.4m, which was up 3.5% from FY21.

The company also released sales figures for 4Q22, which showed 11.6% sales growth for its Australian
franchise and 7.7% for New Zealand. A month later, it delivered these exact results. Further good news for
shareholders was that online sales grew 53% to $1.6bn, which is 4 times higher than just three year ago. With
a ~25% online penetration rate, it beats many retailers, including Bunnings (at under 5%), K-Mart and Big W
(under 15%). It slightly trails David Jones and Myer (at 28%) and is way behind Officeworks (at over 45%). The
company’s final dividend was $3.16 per share, up 10.1%, which represents a yield of over 7%, which is higher
than the rate of inflation.

No formal guidance was given for FY23, but the company reiterated its July sales and told investors that
inflation-hit consumers would ‘gravitate to trusted value-driven retailers’.

Our verdict

There are some reasons to doubt the company. As we already mentioned, consensus estimates suggest
declining revenue. But you could also say that the FY22 result did not reflect the inflationary environment and
forthcoming results will. Whether they will or not depends on to what extent you think consumers will cut
back on their spending on electronics. We think the Good Guys segment could see a retreat, but the JB Hi-Fi
segment could perform enough to make up for it.

Looking to the US, the closest comparable company, Best Buy (NDQ: BBY), is being hit by inflation, expecting
sales for 3Q22 to fall 13%, having estimated just an 8% drop only a few months earlier. But its share price
has held up because it has lacked the inventory glut its peers have experienced and even though sales have
slowed, they are still higher than before the pandemic.

Another worry for JB Hi-Fi is competition from Amazon, but you could argue it is well placed with its
omnichannel business model. That leads us on to one thing you don't have to worry about: supply chain
issues. JBH has historically had low capex and has a healthy balance sheet.

Ultimately, although we would be more encouraged if JB Hi-Fi had issued guidance for FY23, we are willing to
give the company the benefit of the doubt considering it has defied investor pessimism before. We accept it
will all come down to whether consumers cut back their spending on electronics. But assuming that inflation
will peak at its current levels, its four stars from us.



Pitt Street Research Pty Ltd
3 Spring Street, Sydney, NSW 2000, Australia

Stocks Down Under gives you an information advantage to better invest and
trade in ASX-listed stocks!

Stocks Down Under (Pitt Street Research AFSL 1265112) provides actionable
investment ideas on ASX-listed stocks. The Content is financial advice but is
not (and cannot be construed or relied upon as) personal financial advice. No
investment objectives, financial circumstances or needs of any individual have
been taken into consideration in the preparation of the Content. Please make sure
that investing in such products is suitable for your circumstances, and ensure
you obtain, read and understand any applicable offer document.

Financial products are complex, entail risk of loss, may rise and fall, and are
impacted by a range of unpredictable market and economic factors.

All rights reserved. No part of this publication may be reproduced or transmitted
in any form or by any means, electronic, mechanical, photocopying, recording
or otherwise, without prior written permission from Pitt Street Research Ltd Pty.
All intellectual property relating to the Content vests with Pitt Street Research/
Stocks Down Under unless otherwise noted.

Stocks Down Under/Pitt Street Research directors and staff may own shares in
the companies mentioned in our articles, videos, reports and analyses.

You are receiving this email because you subscribed to our newsletter.


https://vimeo.com/user61587290

	Button 8: 
	Button 9: 
	Button 7: 


