Ingles Markets, Inc. (NASDAQ: IMKTA)
Recommend Buy at 5%| PT: $96.00
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Ingles: A Southeastern Supermarket Chain

Ingles Markets (IMKTA) is a regional supermarket chain primarily based in the southeastern
region of the United States. With just over 200 stores, Ingles focuses on offering a broad
selection of products that include basic groceries like fresh produce, meat and seafood, deli
and bakery items, dairy items, frozen foods and pantry staples. Ingles offers dedicated sections
of their stores to organic, gluten free, and natural products, as an effort to broaden their
horizons to include more health-conscious customers. Within these grocery offerings, they
have their private label brands like Laura Lynn, Harvest Farms, and Ingles Best: all of which
offer different products at different price points. Aside from their grocery offerings, many
Ingles locations have an in-store pharmacy, fuel stations, liquor stores, floral services, and
cafés and coffee shops. Ingles also provides an online shopping service with curbside pickup,
offering a level of convenience for shoppers who prefer to not enter the store.

Investment Thesis

Margins Expansion Will Come from Low-Income Consumers and their Proved Differentiation:
Weak consumers and higher costs have affected Ingles’ margins due more inflation in 2023
and 2024. We believe that these consumers will rebound as inflation begins to subside, and
ultimately bring margins back up to the 8% where Ingles held it in 2022. In addition to
watching these low-income consumers, we think margin expansion can also come from their
proved differentiation with the internal sourcing of products. In 2023, Ingles sourced 55% of
their own materials, and in 2024 they have increased this to 57%. If Ingles continues to source
more and more from their own network, they will ultimately edge out and have higher
margins than larger competitors like Walmart, Publix, and Kroger. Ingles’ vertical integration
helps control costs and manage supply chain challenges better than competitors who rely on
3rd parties. Management thinks that their ability to stock its stores more efficiently during the
current periods of inflation can result in these better margins that we discussed above.

The Understatement of Real Estate Holdings Makes for Good Competition: Ingles is a family-
founded company, and the majority is still owned by the Ingle family. Robert P. Ingle Il is the
largest shareholder in the company, which means they not only stand out from other grocery
store competitors for this reason, but they also stand out due to the vast amount of real estate
they own. Ingles has implemented a successful strategy of real estate investment in the
Southeastern communities as they own two-thirds of the real estate on which they operate.
We think that because these properties have been purchased over the last 40 years, the true
amount of land to the street is unknown, and the value of said properties is much higher than
the book value listed within the company’s balance sheet. Regardless of what happens with
this land in the future, value will be returned to shareholders. Whether Ingles builds on the
land, or the land is sold, it will eventually have to produce a cash flow.

Private Equity in the Grocery Space: Over the past few years, there has been a lot of private
equity activity within the grocery sector. Apollo bought Cardenas Market in July 2022 from KKR
through $512mm in financing, which equates to about 59 stores. The Kroger/Albertsons deal
has also rocked the grocery space as Kroger has been a largely Midwest chain but bought
Albertsons in hopes to expand the brand nationwide. The reason a PE firm or larger
competitor would want to follow in the footsteps of this deal and buy Ingles is for all the same
reasons: steady growth and margins, tons of owned property, little debt, all in a blooming part
of the country. With this recent activity and the fact that the Ingle family still owns most of the
company, we think there is a possibility that the board is preparing for a PE buyout, which will
flow through to other shareholders, like us.
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Figure 1: IMKTA 2 Year Stock Chart
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Ingles is an Undervalued Sleeper Stock, but for How Much Longer? We have seen a continued outperformance in net income margin
compared to the industry average, while the company’s founding family and board members continue to buy back stock in large
amounts. Over half a decade, Ingles has managed to grow its EPS at 17% a year, which is more impressive that the yearly share price
gain of 13% over the same period. Despite all of this, the market is relatively pessimistic about the company, therefore now is the
timel!

Valuation

We are recommending a buy of IMKTA with a PT of $96, representing an upside of 30.75% at a 5% weight. A chunk of this upside
comes from the fluctuation of EBIT figures and margins over the past 6 years. In 2019, Ingles was able to capitalize on the lower
supply chain costs before COVID-19 headwinds hit, allowing their margins to rise to ~8%. 2019 was the year that Ingles dug deep into
vertical integration, and that’s what really set them apart from competitors. Within the next 4 years, we think these margins will
drive the valuation of the company as they return closer to the 8%.



