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Turners Automotive Group Ltd
Core Auto Retailing Continues to Drive Results

JAMES LINDSAY WILL TWISS
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+64 9 368 0145 +64 9 3680129

Turners Automotive's (TRA) FY24 trading update and commentary from management at its ASM highlight the continued
resilience of its businesses and the success of its strategy, despite a challenging operating backdrop. TRA now expects FY24
profit before tax (PBT) to surpass the record NZ$45.5m it achieved in FY23. Given the ongoing decline in New Zealand
used car transactions and general consumer weakness amidst rising interest rates and cost of living pressures, this will be
an impressive outcome. TRA expects total FY24 fully-imputed dividends to be at least NZ24cps (+4% on FY23), with the
1Q24 dividend of NZécps payable on 27 October 2023. Management continues to execute its strategy of generating
market share gains (and shortly achieve its target of 10% market share) and cross-selling its Finance and Insurance
products via its retail network. On the back of this strong execution, we raise our FY24 estimate for PBT by +11%, driven
primarily by lifts to our revenue and margin assumptions in TRA's core Auto Retail segment. This flows through to +6% and
+5% increases in PBT for FY25 and FY26 respectively. Our blended spot valuation increases by +8% to NZ$4.25.

NZX Code TRA Financials: Mar/ 23A  24E 25E 26E Valuation (x) 23A 24E 25E 26E
Share price NZz$3.71 Rev (NZ$m) 335.8 358.8 375.9 392.0 PE 10.0 9.6 8.8 8.3
Spot Valuation NZ$4.25 (from 3.95) NPAT* (NZ$m) 326 338 366 389 EV/EBIT 582 47.1 455 405
Risk rating Medium EPS* (NZc) 37.1 387 419 445 EV/EBITDA 293 246 243 227
Issued shares 87.4m DPS (NZc) 230 240 285 290 Price / NTA 3.1 2.8 2.5 2.3
Market cap NZ$324m Imputation (%) 100 100 100 100 Cashdivyld (%) 6.2 6.5 7.7 7.8
Avg daily turnover 22.9k (NZ$80k) *Based on normalised profits Gross div yld (%) 8.6 9.0 10.7 109
What's changed?

= Earnings: PBT increases by +11%/+6%/+5% in FY24/FY25/FY26.
= Spot valuation: Our blended spot valuation rises +NZ30cps to NZ$4.25.

Solidifying its position as a leader in the used car market

TRA has thus far been able to successfully insulate its core Auto Retail business from general economic weakness by generating
significant market share gains in New Zealand's used car market. This has been made possible by (1) investing in new sites, (2)
expanding existing sites, and (3) successful advertising campaigns which have enhanced TRA's brand position. The Auto Retail
business has also benefitted from favourable supply and demand dynamics in the wake of government restrictions on importing
second-hand vehicles. TRA's focus on domestic sourcing has been a major competitive advantage in this regard. Two new branches in
Timaru and Napier are expected to contribute in the second half of FY24, continuing the positive momentum. The company said its
shortly to achieve its target of a 10% market share in used car sales.

Exposure to both sides of the credit cycle

As expected, arrears in TRA's Finance book have begun to increase as consumers are squeezed by rising interest rates and
intensifying cost of living pressures. However, TRA's shift towards premium lending has continued and further protected the loan
book from the ongoing credit cycle. The 'premium' proportion of TRA's finance book has grown from ~2% in FY19 to >50% in FY23.
Further, TRA's credit management business benefits from heightened credit stress, providing a partial hedge. Commentary from
management suggests the debt load in the credit management business is starting to increase, which should lead to a recovery in this
segment and is in line with our forecasts.

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.
Forsyth Barr has been engaged and paid by the company covered in this report for ongoing research coverage. Please refer to the full disclaimers and disclosures.
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Turners Automotive Group Ltd (TRA)

Market Data (NZ$)

Priced as at 23 Aug 2023

52 week high/ low

Market capitalisation (NZ$m)

Key WACC assumptions
Risk free rate

Equity beta

WACC

Terminal growth

Profit and Loss Account (NZ$m)
Revenue

Normalised EBITDA
Depreciation and amortisation
Normalised EBIT

Net interest

Associate income

Tax

Minority interests

Normalised NPAT
Abnormals/other

Reported NPAT

Normalised EPS (cps)

DPS (cps)

Growth Rates
Revenue (%)

EBITDA (%)

EBIT (%)

Normalised NPAT (%)
Normalised EPS (%)
Ordinary DPS (%)

Cash Flow (NZ$m)

EBITDA

Working capital change
Interest & tax paid

Other

Operating cash flow

Capital expenditure
(Acquisitions)/divestments
Other

Funding available/(required)
Dividends paid

Equity raised/(returned)
(Increase)/decrease in net debt

Balance Sheet (NZ$m)
Working capital

Fixed assets
Intangibles

Right of use asset
Other assets

Total funds employed
Net debt/(cash)

Lease liability

Other liabilities
Shareholder's funds
Minority interests
Total funding sources

2022A
298.5
18.8
(10.7)
8.1
35.1

(11.8)

313

313
36.3
230

2022A
14.7
12.1
517
27.5
267
15.0

2022A
18.8
(83.1)
257
(4.2)
(42.7)
(15.5)
3.4
(5.6)
(60.4)
(13.8)
12
(72.9)

2022A
4123
67.6
164.5
235
94.4
762.2
399.4
25.9
84.6
2524

762.2

2023A
335.8
231
(11.5)
11.6
33.9
0
(13.0)
0
326
0
326
37.1
23.0

2023A
12.5
231
44.1
4.1

21

0.0

2023A
231
9.9
235
12.3
68.7
(43.2)
0
(7.5)
18.0
(19.9)
14
(0.4)

2023A
402.5
106.0
163.6
222
89.8
784.1
400.2
271
84.5
2723
0
784.1

2024E
358.8
27.2
(13.0)
14.2
327
0
(13.1)
0
33.8
0
33.8
38.7
24.0

2024E
6.9
17.6
223
3.8
4.3
4.3

2024E
27.2
9.2
19.6
0
56.0
(16.0)
0
(7.9)
321
(20.9)
0
11.2

2024E
3932
117.3
162.6
210
93.5
787.7
389.0
220
85.6
2911
0
787.7

2025E
375.9
271
(12.6)
14.5
364
0
(14.3)
0
36.6
0
36.6
419
285

2025E
48
-0.3
1.9
8.4
8.4
18.8

2025E
271
(2.8)
222
0
46.4
(15.5)
0
(8.1)
228
(22.2)
0

0.6

2025E
396.0
126.7
162.6
20.8
95.1
801.3
388.3
218
86.7
304.5
0
801.3

371

3.82/3.12

324.1

4.50%
1.00
9.1%
1.5%

2026E
392.0
29.0
(12.8)
16.2
37.8

(15.1)

38.9

38.9
44.5
29.0

2026E
4.3
7.3
12.2
6.1
6.1

18

2026E
29.0
(20.5)
226

312
(16.2)

(8.3)
6.8
(25.1)

(18.3)

2026E
416.5
136.1
162.5
213
96.6
833.0
406.6
222
87.8
316.3

833.0
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Spot valuation (NZ$)
Discounted cash flow (DCF)
Peers multiples

Discounted dividend model (DDM)

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash

Less: Capitalised operating leases

Value of equity

Valuation Ratios

EV/Sales (x)

EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Adj. free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Capital Structure
Interest cover EBIT (x)
Interest cover EBITDA (x)
Net debt/ND+E (%)

Net debt/EBITDA (x)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Operating Performance
Automotive Retail
Revenue

Revenue growth (%)
Operating margin (%)

Finance

Revenue

Revenue growth (%)
Operating margin (%)

Insurance

Revenue

Revenue growth (%)
Operating margin (%)

Credit Management
Revenue

Revenue growth (%)
Operating margin (%)

2022A

21
n/a
n/a

10.2

3.8

-17.5
-13.3

6.2
8.6

2022A

n/a
n/a

617
213

2022A

6.5

12.6

2022A

2425
207
8.0

519
84
34.7

40.4
-37
28.7

9.7
-24.2
314

3.9
6.3
27
52
179
100
63

2023A
20

n/a

n/a
10.0
3.1

4.5
153
6.2

8.6

2023A
n/a

n/a
60.0
17.3

2023A
77
12.2
3.9

6.9

3.5
12.9
439
100
62

2023A

2782
14.7
9.0

58.6
130
255

43.6
7.9
28.9

9.2
-4.6
311

2024E
1.9

n/a

n/a

9.6
28
8.1
12.2
6.5
9.0

2024E
n/a
n/a
58.1
14.3

2024E
9.3
121
4.0
7.6
4.0
4.5
142
100
62

2024E

300.4
8.0
9.9

67.4
15.0
18.0

46.1
57
29.8

10.6
154
311

MST
Access

4.25

4.42

4.30

4.10

882

(400)

(101)

387

2025E 2026E
1.8 17

n/a n/a

n/a n/a

8.8 8.3

25 23

5.9 17

9.9 5.9

77 7.8
10.7 10.9
2025E 2026E
n/a n/a

n/a n/a
57.1 57.1
14.3 14.0
2025E 2026E
9.6 9.7
12.6 12.7
4.2 4.3

7.2 7.4

3.9 4.1
4.1 4.1
133 136
100 100
68 65
2025E 2026E
315.2 328.2
4.9 4.1
9.3 9.0
713 734
58 2.9
220 240
46.9 47.7
17 1.9
30.3 30.3
12.8 14.9
20.0 17.0
311 310
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Earnings revisions

TRA's FY24 guidance underscores the strong market share gains and brand strength which lead us to upgrade our earnings estimates.
We increase our revenue estimates by +5% in FY24, +4% in FY25 and +5% in FY26, primarily due to higher volumes in Auto Retail.
The success of TRA's strategic shift towards premium lending means arrears in its Finance book continue to track behind our
expectations. As such, we reduce our impairment provision expense by -11% in FY24 and -6% in FY25 respectively. However,
commentary from management that higher interest rates are squeezing Finance margins leads us to increase our interest expense by
+7% across the board in FY24, FY25 and FY26. We also make upwards revisions to Auto Retail margins and Insurance premium
growth in FY24. In aggregate, these changes see our PBT forecasts increase by +11%, +6% and +5% in FY24, FY25 and FY26
respectively.

We now see TRA achieving its three year FY25 target of >NZ$50m in PBT with our increased estimate of NZ$50.9m in that year.

Figure 1. Earnings revision table

FY24E FY25E FY26E
Old New Change Old New Change Old New Change

Operating Revenue 404.3 424.5 +5% 426.9 446.1 +4% 443.6 464.2 +5%
Other Income 0.1 0.1 0.1 0.1 0.1 0.1

Total Income 404.5 424.6 +5% 427.0 446.2 +4% 443.8 464.3 +5%
Cost of goods sold 176.7 185.3 +5% 188.1 199.1 +6% 196.3 207.8 +6%
Interest expense 30.8 33.1 +7% 31.6 33.8 +7% 32.1 34.5 +7%
Impairment provision expense 5.6 5.0 (11%) 5.3 5.0 (6%) 4.5 4.9 +8%
Subcontracted service expense 124 13.0 +5% 13.0 134 +3% 134 13.9 +4%
Employee benefits 63.0 66.2 +5% 63.7 65.9 +3% 65.9 68.3 +4%
Commission 14.5 15.3 +5% 14.8 15.3 +3% 15.3 15.8 +4%
Advertising expense 5.6 5.6 +0% 6.1 6.1 +0% 6.5 6.5 +0%
Depreciation & amortisation expense 12.5 13.0 +4% 13.1 12.6 (4%) 13.3 12.8 (4%)
Systems maintenance 5.4 5.4 +0% 5.4 54 +0% 5.6 5.6 +0%
Claims 21.6 221 +3% 217 223 +3% 220 22.6 +3%
Other expenses 14.2 13.7 (3%) 16.1 16.4 +2% 17.2 17.5 +2%
Total Expenses 362.3 377.7 +4% 378.8 395.3 +4% 392.2 410.3 +5%
Profit before taxation (PBT) 422 46.9 +11% 48.2 50.9 +6% 515 54.0 +5%
Taxation (expense)/benefit 11.8 13.1 +11% 135 14.3 +6% 14.4 15.1 +5%
Net profit after tax (NPAT) 30.4 33.8 +11% 34.7 36.6 +6% 371 38.9 +5%
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The Colonial Motor Company — FY23 result summary

Who is the Colonial Motor Company?

Colonial Motor Company (CMO) is a prominent player in the NZ automotive industry and relevant peer to TRA, with diverse
operations spanning light vehicle dealerships, tractor dealerships and heavy truck dealerships. CMO is a public company listed on the
NZX with a market capitalisation of NZ$302m. It is one of NZ's largest motor vehicle dealerships, with 12 dealerships nationwide.
CMQO's primary focus is Ford vehicles, and seven of its dealerships also sell Mazda vehicles. CMO has dealerships selling heavy trucks
and tractors. The company also develops property, offers financing options and provides maintenance and repair services for all
vehicle makes and models.

See more information at https://www.colmotor.co.nz/

Financial results

On 22 August 2023, CMO announced its results for the financial year ending 30 June 2023 with a trading profit after tax of
NZ$30.3m, -9% on the NZ$33.3m achieved in FY22. This was achieved on total revenue down -0.6% to NZ$1.0b. Regarding SMQO's
revenue segments, the results were:

= Products revenue decreased by -1% to NZ$914m

= Services revenue increased by +11% to NZ81m

= Other income declined -50% to NZ$2m

Total dividends for the year amounted to 57 cents per share (cps), constituting 61% of the after-tax trading profit. The company noted
that, "Light vehicle trading conditions have been inconsistent through the second half of the financial year. In particular, this has been due to
changes in the Clean Car Scheme and taxes on higher emitting vehicles; driving short-term, artificial demand". Despite light vehicle trading
and a challenging quarter for tractor dealerships, overall results were robust, with heavy truck dealerships' results remaining steady
"with strong demand persisting throughout the year". The company has also reported increased inventory levels (lifting from NZ$137m
to NZ$206m) resulting from volatile supply chains and local building capacity constraints. On the property front, escalating building
costs have led to a focus on committed refurbishment projects, with some major developments still in the planning stages.

Outlook or industry comments

CMO anticipates the FY24 year to be affected by higher fuel prices, inflation, government interventions and a cooling economy. CMO
says these factors could pressure customers and the business in 2024 and potentially beyond. However, management said that new
product refreshes from Ford and Mazda and the improving availability of hybrid and electrified vehicles could support customer
interest in a weakening market. The Group is also actively exploring new opportunities to expand its core competencies, aiming to
provide resilience to its overall operations. Management's focus will include carefully considering capital investment requirements
and the potential returns that new opportunities may present.

Figure 2. Share price movements for TRA, CMO and 2CC Figure 3. Results comparison for TRA, CMO and 2CC
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Figure 4. New Zealand auto retail FY23 results comparison

TRA 2CC CcMO
Balance date 31/03/2023 31/03/2023 30/06/2023
Operating Revenue 389.0 82.7 995.3
Other Income 0.6 0.0 1.9
Total Income 389.6 82.7 997.2
Cost of goods sold (174.0) (67.9) (801.9)
Interest expense (19.9) (1.1) (9.3)
Impairment provision expense (3.7)
Subcontracted service expense (11.9)
Employee benefits (60.7) (4.1) (93.8)
Commision (12.0)
Advertising expense (4.9) (1.7)
Depreciation & amortisation expense (11.5) (2.1) (8.2)
Systems maintenance (5.1)
Claims (21.8)
Other expenses (18.5) (3.9) (39.0)
Total Expenses (344.1) (80.9) (952.1)
Profit before taxation (PBT) 45.5 1.8 45.1
Taxation (expense)/benefit (13.0) (0.5) (12.6)
Non controlling interest (2.1)
Profit for the year year (NPAT) 32.6 1.3 30.3
One year revenue growth +14% +28% -1%
One year NPAT growth +6% -50% -9%
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Figure 5. Price performance Figure 6. Substantial shareholders
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Figure 7. International valuation comparisons

Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT Cash YId
(metrics re-weighted to reflect TRA's balance date - March) (m) 2024E 2025E 2024E 2025E 2024E 2025E 2025E
Turners Automotive TRANZ NZz$3.71 NZz$324 9.6x 8.8x 24.8x 24.5x 47.5x  45.9x 7.7%
KMD Brands * KMD Nz NZ$0.84 NZ$598 12.5x 9.7x 4.1x 3.7x 9.7x 8.1x 6.5%
The Warehouse Group * WHS NZ NZ$1.67 NZ$579 12.9x 9.4x 5.2x 4.7x 13.5x  11.0x 7.7%
Briscoe Group BGP NZ NZ$4.49 NZ$1,000 12.4x  12.0x 7.3x 7.1x 9.3x 9.0x 6.2%
Michael Hill International L MHJNZ A$0.97 A$368 n/a 8.4x 3.6x 3.4x 6.8x 6.4x 8.0%
Eagers Automotive APE AT A$14.16 A$3,638 12.9x  13.6x 9.7x 9.9x 114x  11.8x 4.6%
Autosports Group ASG AT A$2.39 A$480 7.3x 8.2x 6.3x 6.7x 8.4x 9.1x 7.1%
Motorcycle Holdings MTO AT A$1.73 A$127 6.0x 5.9x 5.7x 5.6x 7.6x 7.5x 9.3%
Peter Warren Automotive Hold PWR AT A$2.61 A$449 8.6x 8.9x 7.3x 7.5x 9.5x 9.8x 7.7%
Kamux Corp KAMUX €5.95 €238 16.0x  11.0x 9.6x 7.4x 15.1x  10.2x 4.0%
FH

America'S Car-Mart Inc CRMT US US$103.18 US$657 21.5x 15.2x 10.5x  10.4x 17.1x  16.7x n/a
Idom Inc 7599 JP ¥794.00 ¥84,869 6.9x 6.3x 5.2x 4.7x 5.7x 5.2x 4.6%

Compco Average:  11.7x 9.9x 6.8x 6.5x 10.4x 9.5x 6.6%
EV = Mkt cap+net debt+lease liabilities+min interests-investments TRA Relative: -18%  -10% 267% 279% 358% 382% 17%
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Important information about this publication

Forsyth Barr Limited (“Forsyth Barr”) holds a licence issued by the Financial Markets Authority to provide financial advice services. In making this publication
available, Forsyth Barr (and not any named analyst personally) is giving any financial advice it may contain. Some information about us and our financial
advice services is publicly available. You can find that on our website at www.forsythbarr.co.nz/choosing-a-financial-advice-service Please note the
limitations in relation to distribution generally, and in relation to recipients in Australia in particular, as set out under those headings below.

This publication has been commissioned by Turners Automotive Group Ltd (“Researched Entity”) and prepared and issued by Forsyth Barr in consideration
of a fee payable by the Researched Entity. Forsyth Barr follows a research process (including through the Analyst certification below) designed to ensure that
the recommendations and opinions in our research publications are not influenced by this arrangement and the other interests of Forsyth Barr and related
parties disclosed below. However, entities may not be willing to continue to pay for research coverage that includes unfavourable views.

Any recommendations or opinions in this publication do not take into account your personal financial situation or investment goals, and may not be suitable
for you. If you wish to receive personalised financial advice, please contact your Forsyth Barr Investment Adviser.

Past performance is not indicative of future performance. Estimates of future performance are based on assumptions that may not be realised. If provided,
and unless otherwise stated, the closing price provided is that of the primary exchange for the issuer’s securities or investments.

This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that information
has not been independently verified or investigated by Forsyth Barr. If there are material inaccuracies or omissions in the information it is likely that our
recommendations or opinions would be different. Any analyses or valuations will also typically be based on numerous assumptions (such as the key WACC
assumptions); different assumptions may yield materially different results.

Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you.
In giving financial advice, Forsyth Barr is bound by duties under the Financial Markets Conduct Act 2013 (“FMCA”) to:

e exercise care, diligence, and skill,

e give priority to the client’s interests, and

e when dealing with retail clients, comply with the Code of Professional Conduct for Financial Advice Services, which includes standards relating to
competence, knowledge, skill, ethical behaviour, conduct, and client care.

There are likely to be fees, expenses, or other amounts payable in relation to acting on any recommendations or opinions in this publication. If you are
Forsyth Barr client we refer you to the Advice Information Statement for your account for more information.

Analyst certification: The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first
page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
expressed in this publication accurately reflect their personal views about each issuer and financial product referenced; and (ii) no part of the Analyst’s
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that Analyst in this publication.

Analyst holdings: The following Analyst(s) have a threshold interest in the financial products referred to in this publication: N/A.For these purposes, a
threshold interest is defined as being a holder of more than $50,000 in value or 1% of the financial products on issue, whichever is the lesser.

Other disclosures: Forsyth Barr and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr Group") may have
long or short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide
(or be intending to provide) corporate advisory or other services to, the issuer of those financial products (and may receive fees for so acting). Members of
the Forsyth Barr Group may buy or sell financial products as principal or agent, and in doing so may undertake transactions that are not consistent with any
recommendations contained in this publication. Other Forsyth Barr business units may hold views different from those in this publication; any such views will
generally not be brought to your attention. Forsyth Barr confirms no inducement has been accepted from the issuer(s) that are the subject of this publication,
whether pecuniary or otherwise, in connection with making any recommendation contained in this publication. In preparing this publication, non-financial
assistance (for example, access to staff or information) may have been provided by the issuer(s) being researched.

Corporate advisory engagements:: Other than confidential engagements, Forsyth Barr has not within the past 12 months been engaged to provide
corporate advisory services to the Researched Entity.

Complaints:Information about Forsyth Barr’s complaints process and our dispute resolution process is available on our website - www.forsythbarr.co.nz.

Disclaimer: Where the FMCA applies, liability for the FMCA duties referred to above cannot by law be excluded. However to the maximum extent permitted
by law, Forsyth Barr otherwise excludes and disclaims any liability (including in negligence) for any loss which may be incurred by any person acting or relying
upon any information, analysis, opinion or recommendation in this publication. The information contained within this publication is published solely for
information purposes and is not a solicitation or offer to buy or sell any financial instrument or participate in any trading or investment strategy.

Distribution: This publication is not intended to be distributed or made available to any person in any jurisdiction where doing so would constitute a breach
of any applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction.

Recipients in Australia: This publication is only available to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001 (Cth) (“
wholesale clients”). In no circumstances may this publication be made available to a “retail client” within the meaning of section 761G. Further, this
publication is only available on a limited basis to authorised recipients in Australia. Forsyth Barr is a New Zealand company operating in New Zealand that is
regulated by the Financial Markets Authority of New Zealand and NZX. This publication has been prepared in New Zealand in accordance with applicable
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