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Kathmandu Holdings (KMD): Successful Turnaround Completed

Kathmandu has started to show some market resilience following a disappointing FY15 performance,
weathering a challenging and competitive retail environment. Though in early stages, we believe that
KMD’s growth strategy is promising, and has helped deliver a positive FY16 result. As the roll out
continues, we expect the company to see near and long term benefits.

At the current share price of $1.81, KMD offers 17% upside potential relative to the IRESS consensus
target price of $2.12. Coupled with an IRESS consensus dividend yield forecast of around 6%, KMD
offers a total potenial return of ~ 23%.

Strong Finish to 2016 & Growth Strategy in Place:

- Kathmandu concluded the 2016 fiscal year on a high following successful early stages of its long
term growth strategy.

o The group’s financial performance rebounded from the FY15 downturn, recording increases
to each of its key operating metrics: Sales (+3.96%), EBITDA (+37.6%), NPAT (+64.2%)

o Same store sales grew by 1.6%: +2.6% in Australia, -0.1% in New Zealand, +3.7% in the UK

- This result was driven by the company’s commitment to lowering operating costs and readjusting
its sales strategy, by both its promotional and store network strategy.

o The readjustment of KMD’s sales strategy lead to higher gross margins, enhanced by a
greater proportion of full price sell and overall higher selling prices. The uplift in overall sales
exemplifies growth in the uptake of Kathmandu’s products, driven by an increase in new
product launches.

o Overall operating costs decreased primarily through a reduction in office headcount and
lower promotional spend. However, an increase in capital expenditure was recorded, largely
due to the opening of flagship stores in Melbourne and Adelaide, in addition to the opening
of a new distribution centre in Melbourne and support centre in Christchurch. Whilst there
was _an increase in overall CAPEX due to infrastructure expenditure, the opening of its
flagship stores are in profitable regions and can be seen as long term investments which are
expected to drive future sales. There was an overall reduction in CAPEX with the exclusion of
these one off items, which we expect will contribute to higher margins.

- Kathmandu closed 3 UK stores, leaving 1 store to be closed in FY17 in the region. The company’s
UK operations failed to eventuate as a profitable segment of the company. Thus, we expect the exit
from the UK will allow KMD to focus on its ANZ operations which could potentially benefit KMD in
near to medium term. The timing of the exit is also a positive, as prolonged effects of BREXIT on
consumer confidence in the UK look set to continue.

o Following the unsuccessful move to the UK, international options still remain attractive;
however KMD will attempt to reduce risk through providing franchise, wholesale and online
store options only.

- There remains a focus on driving sales through Kathmandu’s online store. Sales from its online
channel rose 16.5% in FY16 and now represent 6.9% of total group sales. Overall online retail sales
growth in Australia is approximately 30%, which is five times faster than that of traditional brick and
mortar stores. We see online store sales growth as an integral part of the business and future
profitability as the retail landscape changes.

- Whilst the retail trading environment remains challenging and competitive, Kathmandu looks to
have adopted the right strategy in FY16 to turnaround the business.

State One Stockbroking Ltd AFSL 247100




STATE ONE

STOCKBROKING LTD
ABN 95 092 989 083 | AFSL 247 100
Participant of ASX, Chi-X, Sydney Stock Exchange

KMD share price history (2 February 2017 - Present) (A$cps)
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Investment Data

Share Price () 1.81
Ord Shares (m) 201.5
Market Cap ($'m) 370.2
EV ($'m) 4151
Net Debt ($'m) 449
Average Daily Vol (6 mths) 168,363
52 Week High/Low ($) 2.07-1.23
EPS Data FY16 FY17F FY18F FY19F

EPS (c) 16.56 17.84 19.56 20.53

PER (X) 10.92 10.15 9.25 8.82

DPS (c) 11.00 11.68 12.53 14.41

DPS yield (%) 6.08 6.45 6.92 7.96
Substantial Shareholders (%)

Briscoe Group Limited 19.90
Yarra Capital Management 13.34
BNP Paribas Pty Limited 6.88
Challenger Limited 6.19
NovaPort Capital Pty Limited 6.12

Source: IRESS. State One Stockbroking
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Warnings and Disclosures

These Research products and their contents at all times remain the property of State One Stockbroking Ltd (“State One”)
and as such cannot be reprinted, distributed, copied, posted on the internet, in part or whole, without written prior
approval from State One. The contents of this document constitute General Advice and have been prepared without taking
account of your investment objectives, financial situation or needs. Because of that you should, before taking any action to
acquire or deal in, or follow a recommendation (if any) in respect of any of the financial products or information mentioned
in these documents, consult your own investment advisor to consider whether that is appropriate having regard to your
own objectives, financial situation and needs. While State One believes information contained in these documents are
based on information which is believed to be reliable, their accuracy and completeness are not guaranteed and no
warranty of accuracy or reliability is given or implied and no responsibility for any loss or damage arising in any way for
any representation, act or omission is accepted by State One or any officer, agent or employee of State One. If applicable,
you should obtain the Product Disclosure Statement relating to any relevant financial product mentioned in this document
(which contains full details of the terms and conditions of the relevant financial product) and consider it before making any
decision about whether to acquire the financial product. The directors and associated persons of State One may have a
long or short interest in the financial products discussed in these documents and they may earn brokerage, commissions,
fees and advantages, pecuniary or otherwise, in connection with the making of a recommendation or dealing by a client in
such financial products. Additionally, State One may earn fees due to having been appointed advisors to, or may be
undertaking or about to commence research relating to any of the companies mentioned here.
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