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MYR AUD $3.25 Core MED.

Myer is MyStock
The short term fog hovering over Myer will dissipate. Our long term view on the stock is positive and we now
believe the stock is cheap enough to justify adding it to the Fat Prophets Portfolio.

“After an over-hyped listing process, we believe the valuation has reduced to a compelling level for
investors”

Turning to the charts, Myer Holdings reached a high of $3.98 during mid November 2009. Prices have since
retraced lower, forming a down-trend as evident from the series of lower highs and lower lows.

Since finding support at $3.12, Myer Holdings has seen an increase in support, with a minor rally evident
from the daily chart despite the weakness in the broader market. Should prices break above the recent high
of $3.41, we could be in for a swift move higher towards the $3.55 - $3.65 range. These levels also coincide
with the current downtrend, thus a break above the trend line would spark substantial gains in the coming
months.

Myer released its second quarter sales data last week, and although it showed a patchy result across
Christmas, we believe the prognosis is good. After seeing Woolworths report modest sales growth for the
same period, the emerging pattern of the 2009 Christmas season is becoming similar for other retailers,
including Myer.
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The retail environment has been tossed about by two significant factors that have distorted the market –
government cash stimulus payments and rising interest rates.

The government doled out $20 billion in stimulus payments from December 2008 to March 2009, and about
$10 billion of income tax cuts kicked in from July 2009 to add fuel to the spending fire. With the low interest
rates prevailing throughout the GFC, combined with relatively few Australians losing their jobs during the
crisis, consumers generally felt very comfortable and unafraid of spending. At least one economist estimates
that up to 40% of the stimulus payments were spent in the retail sector providing much needed revenue
growth.

As retailers geared up for Christmas 2009, the outlook was cautiously positive. However, promotions
normally timed to blend in to the last week of Christmas were brought forward into November. Like sheep,
every retailer followed, fearful of missing crucial high-season sales. The Australian Bureau of Statistics (ABS)
reported November retail sales had lifted 1.4%, far ahead of market forecasts. As December played out,
promotions disappeared and so did consumers. The traditional post-Christmas sales did a roaring trade as
consumers hunted for the now traditional January bargains. The ABS statistics confirm this and show
December retail sales actually fell 0.7% on the November total.

Retailers have perhaps been hoist by their own petard and must now think smarter about how to attract
profitable sales in a less stop-start manner.

Of course, Myer has been as guilty of this as any retailer, chasing market share and ensuring no excess
inventory would go stale on the racks.

Myer’s second quarter sales release mirrored this experience. The company said November and January
sales were strong but December was negative compared to the same months in 2008. Total sales for the
second quarter were flat on the prior comparable period, while first quarter sales had risen 5.2%. The net
result for the full six month period was total sales growth of 2% and comparable store sales growth of 1.2%.

As the cash stimulus works its way out of Myer’s sales results over the next half year, the distortion of the
comparisons will die down.

Interest rates have also created some artificiality amongst the numbers although the effect is unquantifiable.
Throughout 2009, residential mortgage rates were as low as they have been for many years and as the
commercial banks have haphazardly raised them, vaguely in concert with the Reserve Bank increases, the
impact on household spending will gradually become evident.

So, in our view there have been several major distortions to the retail market over the last year and a half. As
the effects wear off, the focus should return to the more fundamental aspects of the industry.

In that regard, Myer is in good shape. The new management team has done a good job of sorting out the
historical problems that plagued Myer under its previous conglomerate ownership.

Doing the basics right

At the back of the store, Myer has invested in a new point-of-sale system that will be functional early in 2010.
Halving the number of Distribution Centres to four has significantly reduced supply chain costs for the
company. Simplification of the merchandising system has improved inventory management. An upgraded
store security system has lowered ‘shrinkage’ through theft.
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Myer’s loyalty store card program (MYER one) has 3.1 million members who collectively account for about
63% of sales. It also provides the company with a highly targeted audience for promotions and marketing that
is very cost-effective.

The store network is also undergoing a progressive improvement and expansion – a common and essential
element of growth in a retail company. Again, the previous owners had somewhat neglected this key factor,
leaving some low hanging fruit for the new team to harvest. But it is easier said than done, of course.

Under a new long term plan, Myer will refresh its existing network of 65 stores and expand progressively
towards 80 stores over the next three years. The principal store in Melbourne’s central business district is
undergoing a major rebuild, while refurbishments in Sydney, Castle Hill, Blacktown and Doncaster have
already added sales to the group. New stores are under construction at Top Ryde (NSW) and Robina (QLD)
and more refurbishments will commence at the Eastland, Marion and Canberra stores.

Guidance reaffirmed

Chief executive of Myer, Bernie Brookes, reaffirmed the company’s profit guidance for the 2010 financial
year. He said Myer was on track to achieve full year pro forma operating profit (EBIT) of $261 million, a
10.1% increase over the previous year.

He said that operating profit margins were increasing, indicating the on-going improvement in the
management of the company’s cost base.

Valuation now cheap

The fixation with short term sales results has probably led some investors to become pessimistic about the
stock. Since listing at $4.10 per share in November last year, a price we thought too demanding (see FAT
448), the stock has declined to a level that puts it on a PE ratio of 11.8 times FY10 earnings and a fully
franked net yield of 6.3% (gross yield of 9.0%). That represents a 16% PE discount to rival David Jones,
which happens to be on a similar yield to Myer.

Myer has a conservative balance sheet with gearing of 34% and net debt to operating profit (EBITDA) of just
1.3 times.

Summary

After an over-hyped listing process, we believe the valuation has reduced to a compelling level for investors.

Much of the short term noise over sales results overlooks the very strong position Myer’s new management
has put the company into. Much of the early hard work to repair previous damage has been done and the
company has a sensible long term growth plan in place.

Economic conditions are not punitive for Australian households and consumer confidence justifiably remains
high. Unemployment appears to have peaked and residential mortgage rates, though rising, are not
hampering discretionary spending.

In our view, the time is right to add Myer to the Fat Prophets Portfolio and we recommend Members
buy it around $3.25 per share.

DISCLAIMER
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Fat Prophets has made every effort to ensure the reliability of the views and recommendations expressed in the reports published on its websites. Fat
Prophets research is based upon information known to us or which was obtained from sources which we believed to be reliable and accurate at time of
publication. However, like the markets, we are not perfect. This report is prepared for general information only, and as such, the specific needs,
investment objectives or financial situation of any particular user have not been taken into consideration. Individuals should therefore discuss, with their
financial planner or advisor, the merits of each recommendation for their own specific circumstances and realise that not all investments will be
appropriate for all subscribers. To the extent permitted by law, Fat Prophets and its employees, agents and authorised representatives exclude all liability
for any loss or damage (including indirect, special or consequential loss or damage) arising from the use of, or reliance on, any information within the
report whether or not caused by any negligent act or omission. If the law prohibits the exclusion of such liability, Fat Prophets hereby limits its liability, to
the extent permitted by law, to the resupply of the said information or the cost of the said resupply. As at the date at the top of this page, Directors and/or
associates of the Fat Prophets Group of Companies currently hold positions in: ASX-listed Australian stocks: ASX-listed Australian stocks: AAC, AAD,
AGO, AJA, AMP, ANZ, APA, APG, AVG, BCI, BHP, BKN, BOQ, BRL, BRU, BTR, BWP, CBA, CCL, CDD, CFE, CGL, CKF, CNQ, CVO, CWN, DLS, DNX,
DUE, ELD, ENV, EVN, FID, FMG, FXJ, GJT, GMG, GNS, GOR, GPT, GXL, HUB, IAU, IFL, ILU, IMF, JHX, MFG, MGR, MML, MMS, MND, MNF, MPL,
MTR, MTU, NAB, NCM, NMG, NUF, OBS, ORE, OSH, OVH, POS, PPS, PRG, PRT, PXG, QAN,QBE, RIO, RXL, RRS, S32,SDG, SFR, SGP, SIV, SLR,
SPK, STO, SUN, SYD, TAM, TEN, TLS, TME, TTN, WBC, WFD, WES, WHC, WOW, WPL, WSA. International stocks 3i Group, Acacia Mining, Amec
Foster Wheeler, Anglo American, Archipelago Resources, Arian Silver Corp, Aviva, Avocet Mining, Bank of China, Barratt Developments, BMW, Berkeley
Energy, BG Group, BOLSAS Y MERCADOS ESPANOLES,SOCIEDAD, Bovis Homes, BP, Braemar Shipping Group, British American Tobacco, BT
Group, Cairn Energy, Centamin Egypt, China Life Insurance, China Mobile, China Overseas, China Taiping, China Vanke, Country Garden, Daejan
Holdings, Development Securities, Dragon, Enquest, Esure, Euronext, FedEx, Fresnillo, Ibiden, Infosys, Glaxosmithkline, Glencore International,
Goldbridges Global Resources, Google (Alphabet), Grainger, Gulf Keystone Petroleum, Highland Gold Mining, HSBC,ICICI Bank, Ironveld, iShares
Physical Metals, J Sainsbury, JKX Oil & Gas, John Wood Group, Kazakhmys, Legal & General, Lloyds, Low and Bonar, Market Vectors Junior Gold
Miners, Market Vectors Oil Services, Market Vectors Vietnam, Marstons, Medusa Mining, Mitchells & Butlers, Mitsubishi Tokyo Financial, Mitsubishi UFJ,
National Grid, Nippon Telegraph and Telephone, Panasonic, Paragon Group of Companies, Petra Diamonds, Petrofac, Petropavlovsk, PICC Property &
Casualty, PPHE Hotel Group, Randgold Resources, Rank Group, Reckitt Benckiser, Royal Dutch Shell, Solgold, Sony Corporation, Standard Chartered,
STV Group, Sylvania Platinum, Tata Motors, Tencent, Tertiary Minerals, Teva Pharamaceutical, Toyota Motor, Tullow Oil, Unilever, Vedanta Resources,
Vodafone, Walt Disney, Zillow.

Snapshot MYR

Myer

Myer is a major Australian department store retailer. Its history dates back to 1900 when Sidney Myer opened the first store in
Bendigo. With 65 stores and total sales in excess of $3.2 billion, Myer offers a comprehensive range of retail brands across a wide
range of price points designed to appeal to all Australians. 
Over the last three years, Myer has undergone a major transformation and has invested over $400 million to reinvigorate every
aspect of its business.

Market Capitalisation:$1,878m

 FY1 FY2
Price to Earnings 11.7 10.7

Dividend Yield (%) 6.5 7.2

Price to Book 4.9

Return on Equity (%) 28.6

 
Copyright © 2000 - 2016 Fat Prophets. All rights reserved. No portion of this website may be reproduced, copied, or in anyway
reused without written permission from Fat Prophets.


