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21 November 2024

Accent Group (AX1)

A step forward

Strong LFLs, category promo activity weighing on margins

Accent Group (AX1) provided a trading update for the first 20 weeks of FY25 at their
AGM, with Group owned sales +6.8% YTD, (BPe +6.2%) while gross margin was
down -70bps (BPe -10bps), largely impacted by the promotional trading environment
within their mass/youth focused brands. The new 1H25 new store target of 50 was a
beat to BPe while the Frasers Group (FRAS) executive on board another strategic
positive for the partnership with the global player in their potential regional expansion
in Australia.

Earnings changes

We make marginal changes to our revenue estimates as we factor in a handful of
additional new stores for FY25e within the Skechers, Nude Lucy, Style Runner and
Hoka brands. We make no changes to our average sales per store (LFL) assumptions
and note the relatively more challenging comps through the Nov-Dec period (-2% in
Jul-Oct vs +1.8% in Nov-Dec during FY24). However, our FY25e GP margins now see
a 30bps decline (vs prev. flat), ahead of the current run-rate (70bps decline) given that
we expect a progressive recovery through 2Q. We assume a narrower gap in gross
margins vs pcp given a broadly similar promo participation intensity vs 2Q24. Our
revised CODB assumptions see a ~30bps improvement in FY25 driving EBIT margins
of ~9% for FY25. The net result sees our NPAT forecasts -1.7%/-1.2%/-1.3% for
FY25/26/27e.

Investment view: PT down 2% to $2.75, Retain BUY

Our Price Target (PT) decreases ~2% to $2.75/share (prev. $2.80/share) given the
modest earnings changes. We continue to view AX1 as a key pick in our retail sector
coverage given their scale as Australia’s market leader, growth adjacencies in both
footwear/apparel from exclusive partnerships & TAF channel conversion and growing
vertical brand strategy led by Nude Lucy. We also view the strategic investment by
FRAS in AX1 (~15%) and the board appointment today as a step forward to unlocking
the sizable store roll-out opportunity of FRAS’s core Sports Direct banner in Australia.

Earnings Forecast

Jun Year end 2024a 2025e 2026e 2027e

53.0 Sales (A$m) 1,456.7 1,551.4 1,683.7 1,782.7
$2.5 ™ EBIT (A$m) 126.7 139.9 174.4 193.0
$2.0 ﬂ ‘ h 1 F#L A lﬂ NPAT (underlying) (A$m) 71.6 83.0 105.5 117.2
5 EPS underlying (cps) 12.7 14.4 18.4 20.4
1.5 ' NPAT (adjusted) (A$m) 72.4 83.8 106.3 118.0
$1.0 EPS adjusted (cps) 12.8 14.6 18.5 20.5
05 EPS adjusted growth (%) -18.6% 13.5% 26.9% 10.9%
P/E (on adjusted EPS) (x) 175 15.4 12.2 11.0
$0.0 ‘ ‘ ‘ ‘ EV/EBITDA () 6.2 5.8 52 48
Nov 22 May 23 Nov23 May24 Nov24 EVIEBIT (¥) 144 130 185 04
— AX1 S&P 300 Rebased Dividend (¢ps) 17.0 13.7 15.6 17.3
Yield (%) 7.6% 6.1% 6.9% 7.7%
Franking (%) 100% 100% 100% 100%
SOURCE: IRESS SOURCE: COMPANY REPORTS, BELL POTTER SECURITIES ESTIMATES
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FY?25 to-date trading update

Accent Group (AX1) provided a trading update for the first 20 weeks of FY25 and the key
points are:

e The first 20 weeks of FY25 owned sales +6.8% on pcp, tracking towards BPe
+6.2% for 1H25e

e Retail channel like-for-like (LFL) sales maintained at +3.5% on pcp (similar to the
first 7 weeks), a strong outcome

e Upgraded new store openings target to ~40 in 1H25 from earlier at least 50 for
FY25, a beat to BPe of 25 net new stores for 1H25e

e 8 out of the 17 under-performing Glue stores closed as of end of Oct
Margins/Costs

e Gross margins tracking to down 70bps slightly below consensus at -50bps
(Visible Alpha) and below BPe at -10bps in 1H25e; commentary noted as
“impacted by a more promotional environment with customers responding to
promotion and value”

e Cost of doing business % of sales (inclusive of restructure costs) seeing an
improvement to pcp driven by cost focus initiatives vs BPe for 10bps lower in
1H25e (on pcp)

Update on partnership with Frasers Group (FRAS)

e Dave Forsey, current Frasers Group GM for APAC region to be appointed as an
AX1 board member effective from the conclusion of the AGM today

e The company remains in active discussion with FRAS re future strategic
opportunities

BELL POTTER
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Frasers Partnership potential opportunity

Material potential opportunity ahead. We view an opportunity for FRAS’s core and
globally leading Sports Direct banner to be rolled out in Australia and size it considering the
peer market presence, namely large and leading domestic sporting goods retailer, Rebel.
While Rebel's store footprint spans to ~160 stores with multiple formats including the
elevated/higher revenue generating RCX format (~20 stores), a potential quarter of the
store print in the form of new Sports Direct stores may present a turnover/sales opportunity
of A$250-300m assuming ‘small’ format Sport Direct stores and A$45-50m in EBITDA, as
per BPe. We see a material incrementality associated with this partnership opportunity as
the international footprint expansion has been noted as a key growth driver by FRAS.

Figure 1 — Sport Direct store penetration by region Figure 2 — Store size, return metrics for Sports Direct format
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Figure 3 — Sports Direct store opportunity in Australia based on Rebel store footprint
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Figure 5 — Core Brands and Channels for AX1 and Frasers

HOA s . i | AN
ALPHA © HYPE LA JRASERS
@= _ Jadie® | ARTICLE ONE . SBKarrimor ovell sports
LACOSTE " PLATYPUSD) 8
NUDELUCY Dnsnats,
s LU; STYLERUNNER SUBTYPE o mm
Timberland & \ Aetss oot g%
CAMBRIE [DIRECT]

SOURCE: COMPANY REPORTS, BELL POTTER SECURITIES

BELL POTTER



Accent Group (AX1) 21 November 2024

Earnings changes and Valuation

Revenue assumptions. We make marginal changes to our revenue estimates as we
factor in a handful of additional new stores for FY25 within the Skechers, Nude Lucy, Style
Runner and Hoka brands. We make no changes to our average sales per store (LFL)
assumptions and note the relatively more challenging comps through the Nov-Dec period (-
2% in Jul-Oct vs +1.8% in Nov-Dec during FY24).

Earnings changes. our FY25e GP margins now see a 30bps decline (vs prev. flat), ahead
of the current run-rate (70bps decline) given that we expect a progressive recovery through
2Q. We assume a narrower gap in gross margins vs pcp given a broadly similar promo
participation intensity vs 2Q24. Our revised CODB assumptions see a ~30bps
improvement in FY25 driving EBIT margins of ~9% for FY25. The net result sees our NPAT
forecasts -1.7%/-1.2%/-1.3% for FY25/26/27e.

Figure 5 — AX1 BPe Changes

Earnings Changes 2025e 2026e 2027e

June Year End old new % change old new % change old new % change
Revenue ($m) 1,547.3 1,551.4 0.3% 1,674.8 1,683.7 0.5% 1,769.6 1,782.7 0.7%
EBIT ($m) 141.8 139.9 -1.3% 175.8 174.4 -0.8% 193.8 193.0 -0.4%
NPAT (Underlying) ($m) 84.4 83.0 -1.7% 106.8 105.5 -1.2% 118.7 117.2 -1.3%
EPS (Underlying) (cps) 14.7 14.4 -1.8% 18.7 18.4 -1.9% 20.8 20.4 -2.1%
DPS (cps) 13.9 13.7 -1.4% 15.8 15.6 -1.2% 17.6 17.3 -1.5%

SOURCE: BELL POTTER SECURITIES ESTIMATES

Valuation. Our Price Target decreases 2% to $2.75/share (prev. $2.80/share) given
modest earnings changes. We maintain our BUY rating.

BELL POTTER Page 4



Accent Group (AX1)

21 November 2024

Accent Group Ltd (AX1)

Company Description

Accent Group Limited (AX1) is a footwear and sports clothing retailer and wholesaler which
owns/operates a number of footwear businesses in the performance, comfort and active
lifestyle sectors. These include multi-branded retailers, The Athlete’s Foot (TAF) Australia,
Platypus, Hype and Glue Store, as well as a number of mono-branded retail stores for
Merrell, Skechers, Vans, Timberland, Stylerunner, Nude Lucy and more recently Hoka.
While AX1 has a dominant market position in the overall Australian footwear market, the
company also has an emerging presence in youth apparel through its Glue Store platform.
The group has exclusive distribution rights for a number of international brands across ANZ
including Skechers, Reebok, Vans, Merrell, CAT, Saucony, Timberland, Palladium, Stance
and Dr Martin. Its growing vertical brand range includes Nude Lucy, Style Runner, Article
One and Lulu & Rose.

Investment View

We rate AX1 Buy with a PT of $2.75/share. AX1’s strategic focus has moved from
acquisition and integration to innovation in its core business and expansion through new
concepts. AX1 has a leading omni-channel capability across its key banners with close to
20% of retail sales driven by e-commerce.

Valuation

Our blended 12-month price target is $2.75/share. The PT is a 50/50 blend of DCF (WACC
9.2%, TGR 3.5%) and Relative Valuation methodology (target P/E multiple of ~18x on a
FY25/26e blended basis).

Key risks
Key risks to our investment thesis include (but are not limited to):

e Slowdown in consumer spending and rise in unemployment — AX1’s product
portfolio is mainly footwear and clothing which are discretionary items. This sees
exposure to consumer sentiment & spend risk, although AX1’s portfolio is well
diversified across all segments of the market including affordable to premium products.

e Increased competition — Increased competitive intensity via price/product range may
place pressure on sales/margins. This includes the threat of online competition.

e Loss of relationships with global brands — A large component of retail earnings is
derived from the distribution of key brands such as Skechers, Nike, Adidas and Reebok
(from May-22).

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 $A/$US — Can impact sourcing cost/earnings. AX1 employ a hedging
program: 6 months out (as a min. term) at 50% until an order is placed at which point
this rises to 70% hedged. As stock arrival nears, AX1 increases hedge cover >70%.

e Impairment risk — due to difficult market conditions or the deterioration in brand equity.

e Prolonged adverse weather — AX1 has exposure to outdoor footwear/apparel.

BELL POTTER
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Accent Group
as at 21 November 2024

ble 1 - Financial summ

Jun Year end (post AASB 16 Price $2.25
Profit & Loss (A$m 2023a* 2024a* 2025¢ 2026e 2027e Recommendation Buy
Sales revenue 1,400.7 1,456.7 1,551.4 1,683.7 1,782.7 Diluted issued capital (m) 563.9
... Change 24.0% 4.0% 6.5% 8.5% 5.9% Market cap ($m) 1,294.0
Gross Profit 767.8 802.7 847.9 936.0 1011.3 Target Price (A$ps) $ 275
... Margin 54.8% 55.1% 54.7% 55.6% 56.7%
EBITDA 296.0 295.8 3134 3511 379.3 Jun Year end (post AASB 16)
... Change 33.8% -0.1% 5.9% 12.0% 8.0% Valuation Ratios 2023a*  2024a* 2025e 2026e 2027e
Deprec. & amort. (159.4) (169.2) (173.5) (176.7) (186.3) Underlying EPS (¢ps) 15.6 12.7 14.4 18.4 20.4
EBIT 136.6 126.7 139.9 174.4 193.0 ... % change 130.4%  -18.8% 13.7% 27.2% 11.0%
Net Interest (19.5) (26.0) (23.1) (25.2) (27.4) Adjusted EPS (¢ps) 15.8 12.8 14.6 185 205
Pre-tax profit 117.1 100.7 116.8 149.2 165.6 ... % change 127.6%  -18.6% 13.5% 26.9% 10.9%
Tax expense (31.0) (29.1) (33.8) (43.7) (48.4)
Underlying Net Profit 86.1 716 83.0 105.5 117.2 P/E (on underlying EPS) (x) 14.4 17.7 15.6 12.3 11.0
... Change 133.7% -16.9% 16.0% 21.2% 11.0% P/E (on adjusted EPS) (x) 14.3 17.5 15.4 12.2 11.0
Abs. & extras. - (12.0) - - - EV/EBITDA (x) 6.16 6.16 5.81 5.19 4.80
Reported Net Profit 86.1 59.5 83.0 105.5 117.2 EV/EBIT (x) 13.34 14.39 13.02 18.50 9.44
NTA ($ps) 0.10 0.06 0.01 0.03  (0.10)
Underlying Net Profit 86.1 71.6 83.0 105.5 117.2 P/NTA (x) 21.46 3719  247.63 (78.27)  (22.05)
Add-back ident. amortn 0.8 0.8 0.8 0.8 0.8 Book Value ($ps) 0.78 0.73 0.67 0.66 0.64
Adjusted Net Profit 86.9 72.4 83.8 106.3 118.0 Price/Book (x) 2.87 3.09 3.38 3.39 3.50
... Change 130.9% -16.8% 15.8% 26.9% 10.9% DPS (¢ps) 17.5 17.0 13.7 15.6 17.3
... % pay-out 1133% 135.0%  95.0%  85.1%  85.1%
Underlying EBITDA (Pre-AASB16) 185.2 167.5 178.3 205.4 219.1 Yield (%) 7.8%  7.6%  61%  6.9%  7.7%
Franking (%) 100% 100% 100% 100% 100%
ashflow (A$m 2023a* 2024a* 2025e 2026e 2027e Capital Return Payts (¢ps) - - - - -
EBITDA 296.0 295.8 313.4 3511 379.3
Working capital changes (17.1) 12.5 (3.5 (10.4) 4.7 Performance Ratios 2023a*  2024a*  2025e 2026e 2027e
Net Interest Expense (19.5) 17.7) (23.1) (25.2) (27.4) Revenue growth (%) 24.0% 4.0% 6.5% 8.5% 5.9%
Tax (20.0) (27.8) (31.4) (38.9) (46.6) EBITDA growth (%) 33.8% 0.1% 59%  12.0% 8.0%
Other operating items 17.2 2.3 15 21 14
Operating Cash Flow 256.6 260.5 256.9 278.7 302.1 Gross Profit margin (%) 548% 55.1% 547%  55.6%  56.7%
Capex (26.2) (30.2) (28.3) (29.0) (26.2) EBITDA margin (%) 211%  203%  202%  209%  21.3%
Free Cash Flow 230.4 230.3 228.6 249.7 275.9 EBIT margin (%) 9.8% 8.7% 9.0%  10.4%  10.8%
Dividends paid (88.0) (78.7) (99.4) (81.8) (96.2) NPAT margin (%) 6.2% 5.0% 5.4% 6.3% 6.6%
Acquisitions (14.2) 4.3 - (28.0) (37.3) Gross cash conwersion (%) 100.0% 103.4%  99.4%  97.6%  99.1%
Share issues - - - - -
Payment of leases (127.4) (130.9) (137.9) (148.7) (163.5) ROE (%) (on adj NPAT) 19.2%  165%  20.7%  27.1%  30.6%
Other investing items - - - - - ROIC (%) 17.3%  162%  183% 232%  25.3%
Core debt increase/(reduction) (20.0) 2.2 8.7 8.7 21.1 Capex/Sales (x) 1.9% 2.1% 1.8% 1.7% 1.5%
Capex/Depn (x) 0.6 0.6 0.6 0.7 0.7
Balance Sheet (A$m) 2023a* 2024a* 2025e 2026e 2027e
Cash 29.7 28.1 377 37.7 377 Net interest cover (x) 7.0 4.9 6.0 6.9 7.1
Receivables 341 36.8 39.3 427 45.0 Core net Debt/EBITDA (pre-AASB16) 0.6 0.7 0.7 0.7 0.7
Inventories & WIP 239.6 264.8 275.2 296.9 308.8 Core net debt/Equity (%) 271%  29.0%  34.0%  363%  43.2%
Other current assets 195 16.7 16.7 16.7 16.7 Net debt/Net debt + Equity (%) 21.3%  22.5%  25.4% @ 26.6%  30.2%
Current Assets 322.9 346.5 369.0 394.0 408.3
Fixed Assets (PP&E) 140.5 1214 104.4 94.1 84.9 Half year (A$m 2H22 1H23 2H23 1H24 2H24
Right-of-use Assets 281.4 265.4 2778 301.0 3327 Sales revenue 593.3 722.1 678.6 742.1 714.6
Intangibles 382.2 384.0 3775 398.8 428.9 EBITDA 121.7 160.2 135.9 158.0 137.9
Other non-curr assets 27.6 30.6 30.6 30.6 30.6 Deprec. & amort. (25.2) (22.0) (29.5) (29.4) (24.6)
Non Current Assets 8317 801.5 790.4 824.5 877.2 EBIT 39.7 81.2 55.4 73.0 53.7
Total Assets 1,154.5 1,147.9 1,159.3 1,218.6 1,285.6 Interest expense (7.5 (10.4) 9.1) (13.2) (12.8)
Short term debt 10.0 10.0 10.0 10.0 10.0 Pre-tax profit 322 70.9 46.2 59.8 40.9
Creditors 110.8 151.3 160.6 175.3 185.0 Tax expense (10.1) (20.2) (10.8) (17.0) (12.1)
Provisions 238 20.7 22.0 239 253 Associates - - - - -
Other curr liabilities 146.5 150.7 157.1 169.1 185.7 Minorities - - - - -
Current Liabilities 291.1 332.6 349.7 378.4 405.8 Underlying Net Profit 221 50.7 355 42.7 28.8
LT debt (incl. leases) 416.2 3935 423.7 454.6 506.0 Abs. & extras. (5.4) - - (2.2 9.9
Other non curr liabilities 6.0 31 3.2 34 35
Non Current Liabilities 422.2 396.6 426.9 457.9 509.5 Add-back ident. amort'n (0.0) 0.8 0.0) 0.8 (0.0)
Total Liabilities 713.3 729.1 776.6 836.3 915.3 Adj. Net Profit 221 51.5 355 43.5 28.8
Net Assets 441.2 418.8 382.7 382.3 370.2
Share Capital 390.9 390.9 390.9 390.9 390.9 Segments 2023a*  2024a*  2025e  2026e  2027e
Resenes 37.0 338 338 338 338 Owned retail sales 11765 12713  1358.2 14768 15755
Retained Earnings 13.3 (6.0) (42.0) (42.5) (54.5) Store sales ex. Vertical & Virtual 815.0 861.8 904.2 989.7  1052.4
Shareholders Equity 441.2 418.8 382.7 382.3 370.2 Vertical sales 101.0 127.9 156.5 188.1 216.4
Outside Equity Interests - - - - - Virtual sales 260.5 2815 2974 299.0 306.7
Total Equity 441.2 418.8 382.7 382.3 370.2
Wholesale sales 196.8 163.6 167.7 185.3 215.9
Core Net debt/(cash) $m 119.6 121.5 130.2 138.8 159.9 TAF franchisee gross sales 197.0 164.7 184.7 158.5 102.0
Net debt/(cash) [incl. leases] $m 528.6 513.4 540.4 583.3 651.3 Total Gross Revenue 15702  1599.6 17106  1820.6  1893.4

SOURCE: COMPANY REPORTS, BELL POTTER SECURITIES ESTIMATES
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Research Coverage & Policies

For Bell Potter Securities’ Research Coverage Decision Making Process and Research Independence Policy please refer to our company
website: https://bellpotter.com.au/research-independence-policy/.

Authoring Research Analyst’s Certification

The Authoring Research Analyst is responsible for the content of this Research Report, and, certifies that with respect to each security that
the Analyst covered in this Report (1) all the views expressed accurately reflect the Analyst’s personal views about those securities and
were prepared in an independent manner and (2) no part of the Analyst's compensation was, is or will be, directly or indirectly, related to
specific recommendations or views expressed by that Research Analyst in the Research Report.

Research Analyst’s Compensation

Research Analyst's compensation is determined by Bell Potter Securities Research Management and Bell Potter Securities’ Senior
Management and is based upon activities and services intended to benefit the investor clients of Bell Potter Securities Ltd. Compensation
is not linked to specific transactions or recommendations. Like all Company employees Research Analysts receive compensation that is
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Prices

The Price appearing in the Recommendation panel on page 1 of the Research Report is the Closing Price on the Date of the Research
Report (appearing in the top right hand corner of page 1 of the Research Report), unless a before midday (am) time appears below the
Date of the Research Report in which case the Price appearing in the Recommendation panel will be the Closing Price on the business day
prior to the Date of the Research Report.

Availability

The completion and first dissemination of a Recommendation made within a Research Report are shortly after the close of the Market on
the Date of the Research Report, unless a before midday (am) time appears below the Date of the Research Report in which case the
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Dissemination
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electronic distribution platforms. Certain Research may be disseminated only via the Company’s proprietary distribution platforms; however
such Research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
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email; such email distribution is discretionary and is done only after the Research has been disseminated. The level and types of service
provided by Bell Potter Research Analysts to Clients may vary depending on various factors such as the Client’s individual preferences as
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Disclaimers

This Research Report is a private communication to Clients and is not intended for public circulation or for the use of any third party,
without the prior written approval of Bell Potter Securities Limited.

The Research Report is for informational purposes only and is not intended as an offer or solicitation for the purpose of sale of a security.
Any decision to purchase securities mentioned in the Report must take into account existing public information on such security or any
registered prospectus.

This is general investment advice only and does not constitute personal advice to any person. Because this Research Report 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 Broker (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 Research Report.

While this Research Report is based on information from sources which are considered reliable, Bell Potter Securities Limited has not
verified independently the information contained in this 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 Research Report is
complete or accurate.

Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views, opinions or recommendations contained in
this Research Report or for correcting any error or omission which may have become apparent after the Research Report has been issued.

Bell Potter Securities Research Department has received assistance from the Company referred to in this Research Report including but
not limited to discussions with management of the Company. Bell Potter Securities Policy prohibits Research Analysts sending draft
Recommendations, Valuations and Price Targets to subject companies. However, it should be presumed that the Author of the Research
Report has had discussions with the subject Company to ensure factual accuracy prior to publication.
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