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Best & Less Group (BST)

Strong debut result

Strong FY21 result, EBITDA slightly ahead vs 26 July update

BST delivered a strong debut FY21 result that was well ahead of Prospectus forecasts
and slightly ahead of the company’s 26™ July update. FY21 pro-forma EBITDA (pre-
AASB16) was $71.6m, 18.0% ahead Prospectus & well up on pcp of $27.0m. EBITDA
(post-AASB16 basis) was $124.4m, slightly ahead vs BPe $121.3m. The result was
underpinned by +10.8% like-for-like (LFL) sales growth, with total sales up 6.1% to
$663.2m (0.8% ahead vs Prospectus). Of this, 9.2% was online sales (up vs 7.3% in
the pcp). The result was also underpinned by strong margin gains reflecting a clearer
pricing strategy, a heightened focus on inventory management, and continued focus
on cost control. BST exited FY21 with pro-forma net cash of $35.7m.

Lockdowns obviously impacting, although levers to cushion

BST provided a trading update for the first 8 weeks of 1H22. Key points are: 1) total
sales are down -25.7%, with LFL sales down -11.7% on FY21 & flat on FY20; 2) gross
margin is ahead of expectations; and 3) tightly managing inventory, costs & cash flow.

BST reaffirmed its Prospectus pro-forma EBITDA & NPAT forecasts for CY21. For the
1H22 period, achieving Prospectus forecasts remains dependent upon the intensity
and duration of lockdowns. While lockdowns will result in a shortfall in 1H22 sales, this
is expected to be cushioned by: a better-than-expect start for Postie (pre lockdowns); a
favourable FX hedge on COGS; cost saving measures in response to lockdowns; and
an expectation consumer demand will rebound in Nov/Dec should restrictions lift.

Earnings changes & Investment View: Retain Buy, PT $3.30

We already assume a moderate miss vs 1H22 Prospectus EBITDA (due to lockdowns
which we assume will continue to end of October), although expect CY21 Prospectus
EBITDA will be exceeded. We remain comfortable with our forecasts and our PT is
unchanged at $3.30. We believe BST is well positioned in the current environment
given its strength in defensive essentials such as baby / kidswear, value-quality market
position (trading-down behaviour by mums is a likely tailwind), plus opportunities to
expand in womenswear and further strengthen online capabilities. BST trades at an
undemanding FY22 PE of ~8x, with an attractive ff yield of >7%. Buy rating retained.

Earnings Forecast

Jun Year end 2021a 2022e 2023e 2024e

$3.0
Sales (A$m) 663.2 663.8 715.2 7411
$2.5 M EBITDA (A$m) 124.4 119.1 126.3 130.3
$2.0 ‘ NPAT (reported) (A$m) 41.3 41.3 44.2 445
$1.5 NPAT (underlying) (A$m) 41.3 41.3 44.2 44.5
EPS underlying (cps) 329 329 35.1 354
510 EPS underlying growth (%) 250.0% 0.0% 6.9% 0.8%
$0.5 PER (on underlying EPS) (x) 8.4 8.4 7.8 7.8
$0.0 T T T T : EV/EBITDA () 4.1 43 4.0 39
Jul 21 Jul 21 Aug 21 Aug 21 Aug 21 Dividend (¢ps) R 19.7 211 212
Yield (%) - 7.2% 7.7% 7.7%
—BST S&P 300 Rebased Franking (%) 100% 100% 100%
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
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Best & Less Group

Company Description

Best & Less Group (BST) is an omni-channel value apparel retailer with an established
store network in ANZ, plus a growing online platform, across its two brands: Best & Less in
Australia; and Postie in New Zealand. BST’s target consumers are mums on a budget
aged 18-54 years with children under the age of 17 years. BST believes it has established
a strong connection to its target customers built on: trust; a positioning statement of twice
the quality at half the price; being a first choice for baby apparel; and a convenient omni-
channel shopping experience. Approximately 86% of sales was comprised of in-house
brands which leverage BST’s design, sourcing and quality assurance capabilities

Investment Strategy

BST is positioned as a value retailer in the Australian and New Zealand apparel markets.
BST'’s business model is centred on maintaining and growing its strength in its core baby &
kidswear category which creates a “halo” with other categories (i.e. provides opportunity to
grow womenswear, menswear as well as ancillary/impulse items). Being a market leader in
the baby apparel market is the customer acquisition engine of BST and the centrepiece of
the company’s business model.

Valuation

Our 12 month valuation is $3.30 based on a DCF methodology. Major DCF assumptions
are a WACC of 11.4% and a terminal growth rate of 3.0%.

Risks to Investment Thesis
Key downside risks to our valuation include (but are not limited to):

e Retail environment: Factors that may adversely affect BST's sales include rising
interest rates, economic shocks, increased unemployment and declining home values.

e COVID-19: The substantial impact of COVID-19 on the global & domestic economies is
creating volatility& uncertainty in global share markets. Forecasts in the report may be
subject to significant changes if this situation continues for an extended period of time.

e Increased competition: BST operates in a competitive market and there is a risk that
BST may lose market share to new or existing competitors.

e Mismatch between fashion trends vs consumer preferences: Risk that the product
ranges developed/sourced by BST do not align with consumer preferences. Further, a
sustained mismatch in demand between customer preferences and BST stock may
result in stock shortages (leading to lost sales) or excess stock (leading to markdowns).

e Retain/secure suitable store sites: BST’s performance & growth is in part dependent
on its ability to retain/secure store sites in suitable locations and on acceptable terms.

e Product sourcing may be disrupted and/or there may be adverse FX movements:
While BST has a diversified supplier base, the business still relies on Chinese & other
Asian suppliers. Any material adverse changes in these markets may adversely impact
BST's ability to source/sell its products reliably and without material delays. Also, as
most of BST’s overseas purchases are $US denominated, BST’s financial position may
be negatively affected by a severe and/or sustained decline in the $A against the $US.

o Lose of key management personnel: If a key member of the management team were
to resign/leave the business this could have an adverse effect on BST’s performance.
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Best & Less Group
as at 26 August 2021

Table 1 - Financial summary

Jun Year end 2019 2020 2021 2022 2023 2024e Price $2.75

Profit & Loss (A$m) Recommendation Buy

Sales revenue 608.7 625.0 663.2 663.8 715.2 7411 Diluted issued capital (m) 125.7

... Change 2.1% 6.1% 0.1% T.1% 3.6% Market cap ($m) 3455

EBITDA 78.0 837 1244 1191 1263 1303 Target Price (ASps) $ 330

... Change 73%  48.6% -4.2% 6.0% 32%

Deprec. & amort. (59.1) (55.3) (54.9) (51.2) (55.0) (58.1) Jun Year end 2019 2020 2021 2022¢ 2023 2024e

EBIT 189 284 69.5 67.9 713 723 Valuation Ratios

Net Interest (10.9) (115) (10.6) 89 (82) 87 Underlying EPS (¢ps) 94 329 329 351 354

Pre-tax profit 80 16.9 58.9 59.0 63.1 63.6 ... % change 250.0% 0.0% 69%  0.8%

Tax expense (24) (5.1) (17.6) 17.7) (189) (19.1) PE (on underlying EPS) (x) 293 84 84 78 78

... taxrate 30% 30% 30% 30% 30% 30% EV/EBITDA (x) 6.51 6.06 4.08 426 402 389

Associates - - - - - - EVIEBIT (x) 26.85 17.87 730 747 712 7.02

Minorities/Prefs (0.0) - - - - -

Underlying Net Profit 5.6 118 413 413 44.2 45 NTA ($ps) 025 056 061 067

... Change 1114%  250.0% 0.0% 6.9% 0.8% PINTA (x) 11.04 488 448 411

Abs. & extras. 0.7 - - - - - Book Value ($ps) 0.34 0.66 0.71 0.76

Reported Profit 49 118 413 413 442 445 Price/Book (x) 8.01 418 389 360

Assumed AASB16 adjustment to Underlying EBITD (56.7) (52.8) (55.5) (58.9) (61.9) DPS (¢ps) - - - 19.7 211 212

Underlying EBITDA (Pre-AASB16) 21.0 716 63.6 67.4 68.5 ... % pay-out 0.0% 0.0% 0.0% 60.0% 60.0%  60.0%
Yield (%) 0.0% 0.0% 0.0% 7.2% % 1%

Franking (%) : : 100%  100%  100%

EBITDA 780 837 1244 119.1 126.3 130.3

Working capal changes - T I I T R ()]

Net Interest Expense 07 (0.6) (15.8) (89 82 87 Revenue growth (%) 2.1% 6.1% 0.1% 1.7% 3.6%

Tax (59 (6.9 (22.1) 173 (19.4) (19.) EBITDA growth (%) 7.3% 48.6% -4.2% 6.0%  32%

Other operating items (34) 58.7 (45) (25 (L1) (13 EBITDA/sales margin (%) 12.8% 134% 18.8% 17.9% 17.7%  17.6%

Operating Cash Flow 68.0 1349 68.7 59.9 9.2 938 EBIT/sales margin (%) 3.1% 45% 10.5% 10.2% 100%  9.8%

Capex (5.3) (3.9) 4.7) (7.3) (7.9) (8.2) Gross cash conversion (%) 95.6%  170.1% 85.7% 72.3% 94.9%  934%

Free Cash Flow 62.7 1310 64.1 52.6 84.3 85.7 Free cash-flow yield (%) - 31.9% 18.5% 15.2% 20.4%  24.8%

Acquisitions - - 1237 - - - ROE (%) (on adj NPAT) - 190.0% 60.0% 50.0%  46.6%

Disposals - - 03 - - - ROIC (%) - - 21485%  1848%  1052%  86.9%

Payment of leases (61.2) (63.0) (36.9) (35.9) (60.3) (63.3) Capex/Depn () 14 12 12 23 19 18

Dividends paid - - (43.2) (127 (21.2) (26.8)

Other investing items - - - Net interest cover (x) - 25 6.6 76 86 83

Equity 0.0 - - - Core net Debt/EBITDA (pre-AASB16) (x) nfa nfa nla nfa nla na

Core debt increasel(reduction) (72.2) (39 32 45 Net debt/equity (%) - 3755% - 2243%  2254%  225.5%
Net debt/net debt + equity (%) 79.0% 69.2% 69.3%  69.3%

Balance Sheet (A$m)

Cash 3BT 20.0 200 20.0 Half yearly (A$m) 1H20 2H20 1H1  2H21

Receivables 49 14 15 15 Sales revenue 3223 302.7 3336 3296

Inventories & WIP 80.5 98.7 106.3 1137 EBITDA 461 37.6 66.3 58.1

Other current assets 10 10 10 10 Deprec. & amort. (21.1) (282) (280) (269

Current Assets 122.2 1211 1288 136.3 EBIT 19.0 94 383 312

Receivables - - - - Interest expense (5.2) (6.3) (6.9) (3.7)

Assoc & investments . - . . Pre-tax profit 138 31 34 215

Fixed Assets (PP&E) 98 138 176 211 Tax expense 42) (09 94) 82

Right-of-use Assets 186.6 2123 2237 2346 .. laxrate 30% 30% 30% 30%

Intangibles 118 118 118 118 Associates - - - -

Other mom-curr assets 126 12.6 126 126 Minorities - - - -

Non Current Assets 220.8 250.6 265.7 280.1 Underlying Net Profit 9.6 22 220 193

Total Assets 3429 3717 3944 416.4 Abs. & extras. - - . -

Short term debt - - - - Reported Profit 96 22 220 19.3

Creditors 722 56.4 58.6 58.8

Provisions 25.1 23 210 195

Other curr liabilities 312 24 44.6 46.8

Current Liabilities 1345 1210 124.3 125.1

LT debt (incl. leases) 160.4 162.9 175.8 189.7

Creditors . - . -

Provisions 48 52 54 56

Other non curr liabilities - - - -

Non Current Liabilities 165.3 168.1 181.2 195.3

Total Liabilities 299.8 280.1 3055 3204

Net Assets 431 82.6 88.9 96.0

Share Capital 00 00 00 00

Reserves 51 51 51 51

Retained Earnings 38.0 715 83.9 909

Shareholders Equity 431 82.6 88.9 96.0

Outside Equity Interests - - - -

Total Equity 431 82.6 88.9 96.0

Core Net debt/(cash) $m (35.7) (39.7) (36.5) (32.0)

Net debt/(cash) [incl. leases] $m 1619 1852 2005 2165

SOURCE: BELL POTTER SECURITIES ESTIMATES
—V
BELL POTTER Page 3



Best & Less Group (BST)

26 August 2021

Research Team

Staff Member Title/Sector Phone @bellpotter.com.au
Expect >15% total return on a Chris Savage Head of Research/Industrials 612 8224 2835 csavage
12 month view. For stocks regarded Analysts
as ‘Speculative’ a return of >30% is TS Lim Banks 612 8224 2810 tslim
expected. John Hester Healthcare 612 8224 2871 jhester
Expect total return between -5% Tanushree Jain Healthcare 612 8224 2849 tnjain
and 15% on a 12 month view Elyse Shapiro Healthcare 613 9235 1877 eshapiro
Steven Anastasiou Industrials 613 9235 1952 sanastasiou
Expect <-5% total return on a Sam Brandwood Industrials 61282242850  sbrandwood
12 month view James Filius Industrials 61392351612 jfilus
Speculative Investments are either start-up Sam Haddad Industrials 612 8224 2819 shaddad
enterprises with nil or only prospective Alex McLean Industrials 612 8224 2886 amclean
operations or recently commenced Hamish Murray Industrials 613 9235 1813 hmurray
operations with only forecast cash flows, or Jonathan Snape Industrials 613 9235 1601 jsnape
companies that have commenced David Coates Resources 612 8224 2887 dcoates
operations or have been in operation for Stuart Howe Resources 613 9235 1856 showe
some time but have only forecast cash Brad Watson Resources 618 9326 7672 bwatson
flows and/or a stressed balance sheet. Joseph House Resources 613 9235 1624 jhouse
Associates
Such investments may carry an Olivia Hagglund Associate Analyst 61282242813  ohagglund
exceptionally high level of capital risk and Michael Ardrey Associate Analyst 613 9256 8782 mardrey

volatility of returns.
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The following may affect your legal rights. Important Disclaimer:

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities
Limited. In the USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified
countries. In Hong Kong, this research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission,
Hong Kong. In the United States, this research is issued and distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any
person receiving this report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter Securities (US) LLC.

This is general investment advice only and does not constitute personal advice to any person. Because this document has been prepared without consideration of any specific
client’s financial situation, particular needs and investment objectives (‘relevant personal circumstances’), a Bell Potter Securities Limited investment adviser (or the financial
services licensee, or the representative of such licensee, who has provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of
your relevant personal circumstances and consulted before any investment decision is made on the basis of this document.

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained
in the document and Bell Potter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that the
information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views opinions, or
recommendations contained in this document or for correcting any error or omission which may become apparent after the document has been issued.

Except insofar as liability under any statute cannot be excluded. Bell Potter Securities Limited and its directors, employees and consultants do not accept any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, indirect, consequential or
otherwise) suffered by the recipient of this document or any other person.

Research Policies:
For Bell Potter's Research Coverage Decision Making Process and Research Independence Policy, please refer to our company website:

https://bellpotter.com.au/research-independence-policy/
Disclosure of interest:

Bell Potter Securities Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting
and management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from time to time hold interests
in the securities referred to in this document.

Disclosure: Bell Potter Securities acted as joint lead manager and underwriter to BST's IPO in July 2021 and received fees for that service.

ANALYST CERTIFICATION

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that the analyst
covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner
and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the
research report.
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