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03 July 2024

Premier Investments (PMV)

Synergising non-core brands

Proposal to divest non-core Apparel Brands to Myer

Premier Investments (PMV) recently announced the proposal received from Myer
Holdings (MYR) to divest PMV’s non-core Apparel Brands (AB) to MYR via an all-script
sale. We consider few scenarios on how the move could provide revenue/margin/cost
savings outcomes for the combined group if the potential merger between Myer and
AB succeeds. We see various opportunities for revenue/earnings incrementality up to
$3/share within our current PMV valuation.

Earnings accretion up to $3/share upside to PT

While MYR shareholders could benefit from an EPS accretion, we see upside to PMV
shareholders given the ~64% post-merger ownership in MYR’s upsized earnings base
from a previous 31%. While the higher earnings base yielding higher operating
margins (BPe ~9% vs MYR’s current 6%) warrants a re-rate, this could see unlocking
of significant value in post-merger MYR shares that PMV shareholders will own via the
distribution of shares from PMV. While our current sum-of-the-parts (SOTP) driven PT
for PMV reflects MYR’s current market value and AB on an implied valuation of
~$500m, a potential re-rate in post-merger MYR could add an incremental $3/share to
PMV’s valuation.

Investment View: PT unchanged at $35.00, Maintain BUY

Our estimates and A$35.00 PT remain unchanged as we view the potential MYR/AB
demerger as an upside to our base case. Our PT is based on a SOTP with a 13x
multiple for core brands, 5x for Apparel Brands and a current market valuation for
MYR. We view PMV’s P/E multiple of ~15x (FY25e, BPe) as attractive, considering the
value that we see emerging from the potential demerger of PMV’s two key brands,
Smiggle and Peter Alexander which are global roll-out worthy somewhat similar to
some of the dominant players such as LOV and LULU, highly profitable in comparison
to the peer group (EBIT margins wise). With the Smiggle spin-off due in Jan-25, we
await updates on the leadership transition. PMV remains a key preference for us within
the Consumer Discretionary sector.

Earnings Forecast

Year end 2023a 2024e 2025e 2026e
»35.0 Premier Retail Sales (A$m) 1,643.5 1,640.8 1,723.5 1,825.4
330.0 Total Group Revenue (A$m) 1,645.9 1,647.2 1,731.8 1,835.6
3250 EBITDA (A$m) 526.3 509.3 532.2 570.5
5200 NPAT (reported) (A$m) 294.6 303.2 313.1 341.9
$15.0 NPAT (underlying) (A$m) 294.6 303.2 313.1 341.9
$10.0 EPS underlying (cps) 184.2 189.6 195.7 2137
$5.0 EPS underlying growth (%) 13.3% 2.9% 3.2% 9.2%
$0.0 T T T T PER (on underlying EPS) (x) 16.3 15.8 15.3 14.0
Jul22  Jan23 Jul23  Jan24 Jul24 EV/EBITDA (x) 10.7 111 10.6 99
— P NV S&P 300 Rebased Dividend (¢ps) 114.0 120.8 125.4 136.9
Yield (%) 3.8% 4.0% 4.2% 4.6%
Franking (%) 100% 100% 100% 100%
ROE (%) 16.9% 16.7% 16.3% 17.2%
SOURCE: IRESS SOURCE: COMPANY REPORTS, BELL POTTER SECURITIES ESTIMATES
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Key takeaways and BP estimates

EPS accretion in MYR. In a likely merger scenario between Myer Holdings (MYR) and
PMV’s Apparel Brands (AB), we estimate the combined revenue base to grow ~25%, while
AB’s ~100% vertical brands which benefit from higher gross margins to drive margin
accretion from current 36% to ~40% for MYR. Applying a re-based cost base with cost
savings up to $100m, we think operating earnings (Pre-AASB16 EBITDA) could see
~100% upside to more than offset the ~90% dilution (BPe) in the MYR share base from the
script issue in exchange of the merger.

Figure 1 — Sales mix of post potential merger Myer (FY23 based)

Figure 2 — Exclusive brand penetration and Gross margin uplift
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Figure 3 — BPe MYR revenue & headline earnings uplift from Figure 4 — BPe higher sales concentration of Premier Apparel
merger Brands vs Myer: Sales per Sgm by brand (FY23 based)
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MYR/PMV accretion, $3/share upside to PT. While MYR shareholders could benefit via
an EPS accretion, we see upside to PMV shareholders given the ~64% post-merger
ownership in MYR’s upsized earnings base from a previous 31%. While the higher
earnings base yielding higher operating margins (BPe ~9% vs MYR’s current 6%) warrants
a re-rate, this could see unlocking of significant value in post-merger MYR shares that
PMV shareholders will own via the distribution of shares from PMV. While our current sum-
of-the-parts valuation (SOTP) driven blended PT for PMV reflects MYR’s current market
value and AB on an implied valuation of ~$500m, a potential re-rate in post-merger MYR
could add an incremental $3/share to PMV's valuation.
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Could AB be re-channelled through Myer? We also consider a scenario where ~50% of
the AB store base which we identify as up to 55 stores per AB brand could be re-
channelled to the Myer department store (DS) model, resulting in store closures up to 330
in total across AB. While we factor in a 75% revenue retention rate of the revenue passed
through via the DS model, we see attractive rental cost savings of $30-40m and yielding
higher margins. We have seen Myer recycling floor space to accommodate higher margin
brands up to ~5% of total floor space in the past and we think that a similar move would be
sufficient to stock the 5 AB brands in majority of the Myer stores. A scenario similar to this
could see up to 90% of the AB revenue retained with ~40% of that revenue re-channelled
via Myer providing a ~40% upside to the current AB earnings base.

Further upside via more AB sales into Myer. Our analysis into Myer's ~55 stores and
co-location mapping of the current AB store network identifies that AB could see an
opportunity to take floor space in ~10 Myer stores given the limited AB brand penetration in
the vicinity. However, we see minimal potential for this move given AB stores are well
penetrated/co-located at Myer tenanted shopping centres, with 28 shopping centres
carrying all 5 brands of AB while only 9 centres carrying 2 or less and 1 without any AB
stores in the vicinity. We identify an incremental ~$15m revenue opportunity given the
higher revenue per Sgm of AB and an earnings upside driven by higher gross margins
inherent to AB (vs MYR third party margins).

Figure 5 — Apparel Brands EBITDA margin uplift for 50% of AB Figure 6 — Shopping centre exposure of Premier’s Apparel Brands
store closures and ~40% AB sales re-channelled via Myer VS Myer (Australia based)
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Cost synergies. Further upside catalysts remain in the removal of duplicate costs and
utilising of the MYR distribution centre to drive synergies to both businesses while leaning
on PMV’s direct sourcing partnerships and supply chain. We note that Myer’s 40,000 Sgqm
large scale national distribution centre (NDC) in Victoria which was fully operational from
Mar-23 is ~2x as the largest of PMV’'s owned DC. MYR management has guided to a
capacity of a further ~$1.5b in sales with majority towards online order fulfilment. At a BPe
combined ~$850m online sales across MYR and AB, we expect cost synergies from AB
utilizing Myer’s NDC to service majority of the online orders.

Sourcing benefits. In line with enhanced direct sourcing capabilities flagged by Myer as
an outcome of the merger, we identify a ~2x larger purchasing power which could see
better direct sourcing capabilities from China & HK led by the Just Group (PMV). While the
post-merger private label sales at Myer would be ~150% larger at $1.4b, we estimate the
China & HK sourced revenue base to increase ~170% to $1.2b providing better opportunity
to leverage on the Just Group’s direct sourcing capabilities. We also see better gross
margin outcomes for both Myer Exclusive Brands and Apparel Brands driven by a larger
shift to direct sourcing. We see the strong case for driving these synergies given PMV’s
largest shareholder, Solomen Lew as the single largest shareholder to join the MYR board
post a successful merger.

BELL POTTER Page 3
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Figure 7 — Myer NDC capacity for online order fulfillment ($m): Figure 8 — Revenue ($m) & Sourcing mix of Myer Exclusive

FY23 based Brands vs Apparel Brands*
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Proposal to

divest non-core Apparel

Brands to Myer

Premier Investments (PMV) announced that the company have received a proposal from
Myer Holdings (MYR) to divest PMV’s non-core Apparel Brands (AB) to MYR via an all-
script sale.

Key points

» The combination of MYR with AB for all script based on maintainable EBIT and on the
same EV/EBIT multiple

« AB would be contributed together with sufficient cash to ensure a consistent capital
structure for each of the businesses and to drive growth in the consolidated entity, MYR

* PMV shareholders to own listed MYR stock as the company notes “The separation of
Myer from Premier — Premier would distribute all of its shares in Myer to Premier
shareholders. As a result, Premier would cease to own shares in Myer. After the proposed
transaction, Premier shareholders would become Myer shareholders directly, whilst also
retaining their existing Premier shareholding”

* Shared services and transitional services arrangements s would apply for a period of time
following completion of the proposed transaction

» The transaction subject to approval of MYR/PMV board/shareholders, ACCC and ATO;
PMV current determining the proposal as needing further consideration and currently
conducting reciprocal due diligence with MYR

» Myer has indicated that it expects Century Plaza Investments Pty Ltd and its Associates
(“Century Plaza”) would be represented on the Board of Myer if the proposal proceeds,
Solomon Lew proposed by PMV

BELL POTTER
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Earnings changes and Valuation

Earnings changes. We make no changes to our forecasts as our overall comparable store
sales growth estimates, new store and margin assumptions remain unchanged.

Valuation. Our Price Target remains unchanged at $35.00/share. In terms of the demerger
of AB with MYR, we see this as an upside to our base case sum-of-the-parts (SOTP)
valuation. While our current SOTP driven blended PT for PMV reflects MYR’s current
market value and AB on an implied valuation of ~$500m, a potential re-rate in post-merger
MYR could add an incremental $3/share to PMV’s valuation.

Preview for FY24 Result in September. PMV last updated the market in Mar-24 reporting
that the first 8 weeks of 2H24 was back to the pcp levels implying positive comps. The
Easter trading period, Mothers’ Day and the EOFY trading would be key to the 2H Premier
Retail topline performance and the promotional intensity/shift to value in a weak consumer
backdrop key to 2H margins. We expect a return to positive like-for-like sales in 2H given
the supportive comps during the highly seasonal 4Q and remain broadly in line with market
consensus at the FY24e overall revenue/EBIT line.

We believe the key areas of focus for the results will be,

e 2H24 trading trends. We see overall industry data points into Apparel spend as a
category remaining in decline into end of June. However, we also see a healthy
seasonality lift in Smiggle Australia web traffic in May driven by store & online
sales campaigns during the time and with momentum retained into mid-June. We
also note a good uplift in Peter Alexander Australia web traffic into early June post
a modest month of May.

e New stores additions. Our FY24e estimates see 1,161 company owned global
stores driven by ~7 net new store additions and we expect PMV to close the yar
broadly in line with BPe. Our latest analysis into the UK store network has seen
one net add in line with recent management commentary for minimal closures in
the region during the recent past.

e Gross margins & CODB. We expect gross margins to remain broadly similar to
the pcp while cost control to remain broadly in line with the usual 2H seasonality

impact.
Figure 9 — PMV FY24 Preview (BPe)
Jun YE / $m 1H23 2H23 FY23 1H24 2H24e FY24e Consensus (FY24e)
Smiggle
Revenue 190.7 129.1 319.8 183.9 135.5 319.4
Growth % 30% 12% 22% -4% 5% 0%
Peter Alexander
Revenue 261.7 217.2 478.9 279.3 237.4 516.7
Growth % 15% 8% 12% 7% 9% 8%
Apparel Brands
Revenue 453 392 845 416 388 805
Growth % 14% -5% 5% -8% -1% -5%
Premier Retail Revenue 905 738 1,644 880 761 1,641 1,631
Gross Profit 576 446 1,023 559 460 1,019 1,014
% margin of sales 63.7% 60.4% 62.2% 63.5% 60.4% 62.1%
Underlying EBIT (Pre-AASB) 220 136 357 210 124 334 342
% margin of sales 24.3% 18.4% 21.7% 23.9% 16.2% 20.3%

SOURCE: COMPANY DATA, VISIBLE ALPHA, BELL POTTER SECURITIES ESTIMATES
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Premier Investments (PMV)

Company Description

Premier Investments (PMV) is a leading multi-brand retailer based in an expanding number
of international markets. PMV’s brands focus on apparel, and its range includes mid-tier
fashion, sleepwear and back-to-school goods. Due to PMV’s product range, the target
customer age is anywhere from 10 up to 45. The company operates a multi-channel
strategy focused on proprietary stores, wholesaling and online, in markets such as APAC,
UK, Europe and the Middle East. Overall the largest market is APAC, but PMV has an
established presence in the UK through back-to-school brand Smiggle, with sleepwear
brand Peter Alexander set to open 2 stores at the end of CY24.

The company recently underwent a strategic review, to understand the value that could be
unlocked from its two leading brands, Smiggle and Peter Alexander. PMV announced that
it expects to demerge Smiggle into a separate listed entity by the end of January 2025, and
that it is exploring a demerger of Peter Alexander during CY25.

Valuation

Our $35.00 12-month target price is based on a sum-of-the-part valuation. We utilize a
relative valuation on CY24e based EBIT for Premier Retail brands, with a multiple of 13x
for Smiggle & Peter Alexander and 5x for Apparel Brands. We value PMV’s associate
investments, Myer Holdings (MYR) and Breville Group (BRG) at market value (as of
market close on 02-Jul-24), while we include PMV’s land bank & property investments as
carried in the financials.

Key risks

e Slowdown in consumer spending and rise in unemployment - Just Group’s product
portfolio is mainly clothing and accessories which are highly discretionary items.

e Rising competition from international peers — Impingement of market share arising
from increased competition from global retailers such as Zara, Top Shop and H&M.

e Brand positioning and product offering — It is crucial to keep up with the latest
fashion trends and right product mix for the targeted customer group. Failure to do so
can result in declining sales and loss of customer loyalty.

e Inventory risk — As a retailer, the company is exposed to inventory risk and in a period
of store closures or demand weakness, the inventory position could be higher than
expected which could lead to aged stock.

e Movements in the foreign exchange rates - PMV directly imports majority of their
products from overseas. The greatest currency sensitivity is to the AUD/USD.

e Management risk - Loss of Just Group Management. Key person risk in PMV
Chairman, Solomon Lew who has substantial retail experience.

e Evolving fashion trends and consumer preferences — Demand for PMV’s products
is sensitive to successful range development and product selection by the team.
Significant misjudgements in interpreting product and fashion trends could adversely
affect demand for their brands.

BELL POTTER
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Premier Investments
as at 03 July 2024

Table 1 - Financial summary

Jul Year end Price 29.97
Profit & Loss (A$m) 2022 2023 2024e 2025e 2026e Recommendation Buy
Premier Retail Revenue 14975 16435 16408 17235 18254 Diluted issued capital (m) 160.0
... Change 3.8% 9.7% -0.2% 5.0% 5.9% Market cap ($m) 4,794.0
Other reviincome (4.4) 24 6.4 8.3 10.3 Target Price (A$ps) 35.00
Total Group Revenues 14931 16459 16472 17318 18356
... Change 3.4% 10.2% 0.1% 5.1% 6.0% Jul Year end
EBITDA 510.8 526.3 509.3 532.2 570.5 Valuation Ratios 2022 2023 2024e 2025 2026e
... Change -4.6% 3.0% -3.2% 4.5% 7.2% Underlying EPS (¢ps) 162.5 184.2 189.6 195.7 2137
Deprec. & amort. (166.2)  (160.2)  (166.0)  (173.2)  (180.9) ... % change -10%  13.3% 2.9% 3.2% 9.2%
EBIT 344.6 366.1 3434 359.0 389.6 PE (on underlying EPS) (x) 184 16.3 15.8 15.3 14.0
Net Interest (4.7) 8.7 (0.9) (5.5) (5.0) EV/EBITDA (X) 11.02 10.70 11.05 10.58 9.87
Pre-tax profit 339.9 374.8 342.4 3535 384.6 EVIEBIT (x) 16.34 15.38 16.40 15.68 14.45
Tax expense (107.5) (111.1) (98.3) (105.5) (114.3)
... taxrate 32% 30% 29% 30% 30% NTA ($ps) 5.32 5.75 6.72 711 7.63
Associates 27.1 30.9 59.1 65.0 715 PINTA (x) 5.64 5.22 4.46 422 3.93
Minorities/Prefs - - - - - Book Value ($ps) 10.49 10.89 11.86 12.25 1277
Underlying Net Profit 259.5 294.6 303.2 313.1 341.9 Price/Book (X) 2.86 2.75 2.53 2.45 2.35
... Change -1.2% 13.5% 2.9% 3.2% 9.2%
Abs. & extras. - - - - - DPS (¢ps) 100.0 114.0 120.8 125.4 136.9
Reported Profit 259.5 294.6 303.2 3131 3419 ... % pay-out 77.0%  706%  63.7%  64.1%  64.0%

Special DPS (¢ps) 25.0 16.0 - -
EBIT, Premier Retail (Pre-AASB16) 335.1 356.5 333.6 3475 376.5 Yield (%) 3.3% 3.8% 4.0% 4.2% 4.6%

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

ashflow (A$m) 2022 2023 A 2025e 2026€| Performance Ratios 2022 2023 2024 2025 2026e

EBITDA 510.8 526.3 509.3 532.2 570.5 Revenue growth (%) 34%  10.2% 0.1% 5.1% 6.0%
Working capital changes (38.0) (36.8) 15.0 5.7 (7.0) EBIT growth (%) -3.5% 6.2%  -6.2% 4.6% 8.5%
Net Interest Expense (2.5) 79 0.8 (5.5) (5.0) EBIT margin (%) 231% 222%  20.8%  20.7% @ 21.2%
Tax (125.7) (14400  (102.2)  (1042)  (111.0)
Other operating items 10.9 5.7 3.0 6.7 8.2 Gross cash conversion (%) 89.9%  88.9%  92.8%  91.2%  89.1%
Operating Cash Flow 355.5 359.1 426.0 434.9 455.8 Free cash-flow yield (%) 7.2% 7.1% 8.3% 8.4% 8.8%
Capex 8.7) (16.3) (29.4) (30.9) (32.8) ROE (%) 16.1%  16.9%  16.7%  16.3%  17.2%
Free Cash Flow 346.8 342.7 396.5 404.0 423.0 ROIC (%) 221%  21.2%  21.3%  216% @ 22.3%
Acquisitions - - - - - Capex/Depn (x) 0.4 0.9 19 18 17
Disposals - - - - -
Payment of leases (169.6) (161.8) (187.8) (195.2) (202.8) Net interest cover (X) 74.1 na 370.1 65.4 71.6
Dividends paid (146.3)  (237.2)  (196.4) (1945  (210.3) Core Net Debt/EBITDA (pre-AASB16) (x) na na na na na
Other investing items (2.5) (1.9) (8.3) - Net debt/equity (%) -9.7% 4.7% -3.1% -2.0% -1.1%
Equity - - - - - Net debt/net debt + equity (%) -10.8% 4.5% -3.2% -2.0% -1.2%
Core debt increase/(reduction) (77.8) - 56.2 (14.2) 9.9

Half yearly (A$m) 1H22 2H22 1H23 2H23 1H24
Balance Sheet (A$m) 2022 2023 2024e 2025e 2026€| Sales revenue 769.9 723.2 907.0 738.9 885.1
Cash 4714 418.2 478.3 478.3 478.3 EBITDA 303.7 207.0 3054 2209 297.0
Receivables 11.0 24.9 219 18.9 20.0 Deprec. & amort. (83.1) (83.1) (80.3) (80.0) (82.1)
Inventories & WIP 224.4 231.2 2155 218.0 2303 EBIT 220.7 123.9 225.1 141.0 214.9
Other current assets 10.3 13.0 14.0 14.0 14.0 Interest expense (3.4) (13 34 53 34
Current Assets 7171 687.3 729.6 729.1 7426 Pre-tax profit 217.3 122.6 2285 146.3 218.3
Assoc & investments 3122 458.8 518.3 583.3 654.9 Tax expense (65.7) (41.8) (68.5) (42.5) (61.1)
Fixed Assets (PP&E) 1253 1285 142.2 156.0 170.0 ... taxrate 30% 34% 30% 29% 28%
Right-of-use Assets 195.6 389.7 380.2 395.4 4104 Associates 203 6.7 20.1 10.7 35.7
Intangibles 827.2 8224 822.4 822.4 8224 Minorities - - - - -
Other non-curr assets 127.4 314 85 85 8.5 Underlying Net Profit 172.0 87.6 180.1 1145 192.9
Non Current Assets 1587.7 18308 18717 19657  2,066.2 Abs. & extras. - - - - -
Total Assets 23047 25181 2,601.3 26948 28088 Reported Profit 172.0 87.6 180.1 1145 192.9
ST and LT Debt (incl. Leases) 308.3 499.3 419.1 439.2 454.8
Creditors 1435 1273 1236 128.8 1353 Segments (A$m) 2022 2023 2024e  2025e  2026e
Provisions 159.4 135.9 146.3 153.0 161.2 Total Stores 1,154 1,146 1,161 1,177 1,190
Other liabilities 16.1 14.3 14.8 14.8 14.8 Smiggle 306 301 311 320 329
Total Liabilities 627.2 776.8 703.8 735.7 766.1 Peter Alexander 122 127 138 152 163
Net Assets 16775 17413 18975 19591 20427 Apparel Brands 726 718 712 705 698
Share Capital 608.6 608.6 608.6 608.6 608.6
Reserves (4.3 25.7 17.0 17.0 17.0 Premier Retail Revenue 14975 16435 16408 17235 18254
Retained Earnings 1,073.2 1,107.0 1,271.9 1,333.5 1,417.1 Smiggle 261.2 319.8 319.4 346.2 393.0
Shareholders Equity 16775 17413 18975 19591 20427 Peter Alexander 4285 4789 516.7 577.2 646.3
Outside Equity Interests - - - - - Apparel Brands 807.8 844.8 804.6 800.1 786.0
Total Equity 16775 17413 18975 19591 20427

Group NPAT 2595 2946 303.2 3131 3419
Core Net debt/(cash) $m (402.4) (349.2) (470.4) (466.8) (467.3) Premier Retail EBIT (Pre-AASB) 335.1 356.5 333.6 3475 376.5
Net debt/(cash) [incl. leases] $m (163.1) 81.1 (59.2) (39.1) (23.5) Associate income 271 309 59.1 65.0 715

SOURCE: COMPANY REPORTS, BELL POTTER SECURITIES ESTIMATES
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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 Rob Crookston Strategy 612 8224 2813 rcrookston
as ‘Speculative’ a return of >30% is Analysts
expected. John Hester Healthcare 612 8224 2871 jhester
Expect total return between - Martyn Jacobs Healthcare 613 9235 1683 mjacobs
5% and 15% on a 12 month view Thomas Wakim Healthcare 612 8224 2815 twakim
Michael Ardrey Industrials 613 9256 8782 mardrey
Expect <-5% total return on a Marcus Barnard Industrials 618 9326 7673 mbarnard
12 month view Sam Brandwood Industrials 612 8224 2850 sbrandwood
. . Joseph House Industrials 613 9325 1624 jhouse
Specu"’_"t've "_WesFmemS are either _Stan'u’) Baxter Kirk Industrials 61392351625  bkirk
enterprises with il or only prospective Daniel Laing Industrials 612 8224 2886 dlaing
operations or recently commenced
P Hont ;/ o Hayden Nicholson Industrials 613 9235 1757 hnicholson
operations with only forecast cash flows, or . .
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