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Kathmandu Holdings (KMD)

FY11 Result in Line, Upgrade to BUY

KMD’s FY11 result was in line with KMD’s early August guidance
range. KMD’s store rollout remains on track, and this along with a
brand refresh and product range expansion should continue to drive
solid revenue growth. Management is positive on growth prospects,
but somewhat cautious on the overall retail environment. The share
price is 15%-20% cheap against our DCF valuation and sector PE
multiples, and we are upgrading our recommendation to BUY.

What's changed?
m Earnings Impact: Slight increase to FY12 (+2%).
m Valuation Impact: No change.

m Recommendation: Upgrading to BUY.

Strong FY11 result, driven by Australia

KMD’s FY11 EBIT was $64m (+32%) vs guidance of $63m-$65m,
and NPAT was $39.1m. The significantly improved result was
almost entirely due to very strong sales and gross margin growth in
Australia, particularly in the 2H; Australian EBIT was up +A$11.2m
(+46%) on last year, excluding all intercompany transfers, on sales
up +26% (same-store +14.4%). NZ EBIT was up +$0.3m, a near-flat
result on sales up +17% (same-store +12.3%). UK sales were down
-5% (same-store -7.1%) and the UK loss increased to £1.1m.

Positive growth outlook

KMD’s store rollout remains on track, with 10 Australian stores and
4 NZ stores planned in FY12. Store refurbishments and product
range expansion will continue. This should continue to drive solid
revenue growth, although probably not as high as FY11 which was
coming off a slow pcp. Management is positive on growth prospects,
but somewhat cautious on the overall retail environment. No FY12
guidance was given.

Upgrading to BUY

Our DCF valuation for KMD is $2.78, and comparable company
earnings multiples would suggest a share price of around $2.50 on
FY12 forecasts. With the share price 15%-20% below these levels
we are upgrading our recommendation from ACCUMULATE to BUY.

Investment View

In our view KMD has one of the better growth outlooks of the
NZ listed retailers, with a number of credible growth strategies
including store rollouts to at least 150 Australasian stores,
expansions and upgrades of existing stores and product range
expansion. While its business is highly seasonal and half-
yearly volatility can be high, it trades on earnings multiples
towards the lower end of the sector range, and the share price
is 20% below our DCF valuation. Our recommendation is BUY.

Investment Recommendation: BUY
Share Price: $2.17
Risk Assessment: Medium/High

Financial Summary

NZX Code: KMD
Issued Shares: 200.0m
NZX50 Index Weighting: 1.1%
Market Cap: $434.0m
Average Daily Turnover: 196.8k (NZ$417Kk)
Forsyth Barr Research DCF Valuation: $2.78
NTA: $0.06

12 Month Low - High: $1.55 - $2.60
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Year to 31 July 10A 11A 12F 13F

Reported Profit ($m) 94 391 465 514
Normalised Profit ($m) 25.2 39.1 46.5 51.4
Normalised EPS 12.6c 19.5¢ 23.3c 25.7c
Normalised EPS Growth 55.3% 19.1% 10.5%
EV/EBITDA 9.9x 6.7x 6.0x  5.4x
EV/EBIT 11.1x 7.5x 6.7x 6.2x
Normalised P/E 17.2x  11.1x 9.3x  8.4x
P/E Relative 113% 79% 65%  64%
DPS 70c  10.0c  12.0c 14.0c
% Imputation 100% 100%  100% 100%
Gross Div Yield 46%  6.6% 77%  9.0%
Cash Div Yield 32% 46% 55% 6.5%
Interest Cover 5.0x 9.4x  154x 21.0x
Debt to (Debt + Equity) 171% 144% 123% 7.8%
Debt to EBITDA 0.9x 0.6x 0.5x 0.3x
ROE 105% 15.3% 16.7% 17.0%
Company Background

Kathmandu is the largest Australasian travel and adventure clothing
and equipment retailer, with 66 stores in Australia and 39 in New
Zealand at July 2011, and plans to expand its Australasian footprint
to at least 150 stores. The company also has 6 UK stores, but UK
expansion plans are on indefinite hold. The company’s product
range includes specialist technical products, mainstream/lifestyle
products and general merchandise which targets the price-sensitive
consumer.
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FY11 Result

Table 1. FY11 Result

Table 2. Divisional Breakdown

Year ending 31 July FY10 Fyvili Chg Forbar
Sales 245.8 306.1 24.5% 306.0
Nz 94.3 110.3 17.0% 1113
Australia 141.9 187.6 32.2% 186.6
UK 9.6 8.2 -14.5% 81
Gross Profit 155.3 200.6 29.2% 194.2
Gross Margin 63.2% 65.5% 63.5%
SG&A costs 100.9 129.1 123.2
EBITDA 54.4 714 31.2% 71.0
Depreciation 6.0 74 24.1% 7.0
NZ EBIT 21.3 21.5 1.3% 23.8
Australia EBIT 30.4 46.4 52.6% 436
UK EBIT 1.7 2.2 32.1% -1.6
Corporate -1.5 1.7 -1.7
Total EBIT 48.5 64.0 32.1% 64.0
EBIT Margin 19.7% 20.9% 20.9%
Net Interest (incl FX) 9.7 6.8 6.3
EBT 38.8 57.2 47.5% 57.7
Tax 136 18.2 19.2
NPAT (pre abnormal) 25.2 39.1 55.3% 38.5
Abnormal items -15.8 0.0 0.0
REPORTED PROFIT 9.4 39.1 316.2% 38.5

Overall, the FY11 result was in line with our forecast and the
guidance range given in KMD'’s early August trading update.
Revenue was $306m and EBIT was $64m vs guidance of
$63m-$65m. The significantly improved result was almost
entirely due to very strong sales and gross margin growth
in Australia, particularly in the 2H, although the pcp was
weather-affected and also hurt by inadequate stock
availability, which has led the company to increase inventory
levels on FY10 when these were lower than normal.

Despite its reliance on deep discounts in its three main
sales periods, Easter, Winter and Christmas/New Year, KMD
grew its gross margin by +2.3ppts to 65.5%, better than we
expected, and above its target range of 62%-64%.

New Zealand

The New Zealand 2H EBIT result on our basis (excluding all
transfers) was up only marginally on last year. Sales were up
+21% on last year’s low-growth 2H; about +17% on a same-
store basis (+12.3% for the year). Gross margin was down
-40bp to 61.1%, and with operating costs as % of sales up
+3.5ppts, 2H EBIT margin was down -4.0ppts to 21.8% vs
pcp.

Three stores were opened in FY11 and FY12 growth will be
similar.

Table 3. New Zealand

NZ$m 1H09 2H09 1H10 2H10 1H11 2H11
Sales 83.6 1320 1066 139.3 1271 179.0
NZ 343 508 428 515 481 622
Australia 451 759 587 832 744 1131
UK 42 53 50 46 46 37
Gross Profit 521 866 653 899 822 1184
Gross Margin 62.4% 65.6% 61.3% 64.6% 64.7% 66.1%
SG&A costs 414 488 477 532 589 702
EBITDA 107 379 176 368 232 482
Depreciation 24 32 25 35 34 40
NZ EBIT 42 135 80 133 80 136
Australia EBIT 51 219 86 218 139 325
UK EBIT 08 15 07 10 11 11
Corporate 01 09 07 08 09 08
Total EBIT 83 347 151 333 199 442
EBIT Margin 9.9% 26.3% 14.2% 23.9% 15.6% 24.7%
Net Interest (incl FX) 71 108 56 41 31 37
EBT 12 239 95 293 167 405
Tax 36 66 51 86 62 119
NPAT (pre abnormal) 24 113 44 207 105 286
Abnormal items 00 00 -158 00 00 00
REPORTED PROFIT 24 173 113 207 105 286

Table 2 gives recent half-yearly results by division, excluding
all intercompany transfers. We exclude all transfers as
KMD'’s treatments of these has varied historically and there
is also inconsistent treatment between half-year and full-
year results. In this table New Zealand includes all KMD’s
head office costs and the Australian operation does not bear
any share of these.

Australia

The Australian 2H EBIT result on our basis (excluding all
transfers) was up a massive +A$7.5m on last year, after
+A3.6m in the 1H. 2H sales were up +33.4%, although off
a disappointing 2H10; about +16% on a same-store basis
(+14.4% for the year). Gross margin was up +2.0ppts to
69.3%, and with operating costs as % of sales only up slightly
(+0.3ppt), 2H EBIT margin was up +2.1ppts to 28.8% vs pcp.

Eleven stores were opened and FY12 growth will be similar.

Table 4. Australia

New Zealand 1H09 2H09 1H10 2H10 1H11 2H11

Stores 30 31 33 36 36 39
Sales (NZ$m) 343 508 428 515 481 622
Growth na na 249% 13% 12.3% 20.9%
Same-store growth 4.0% 2.9%(e) 141% -83% 6.5% 17.1%
Gross margin 579% 64.8% 589% 61.5% 59.9% 61.1%
Op costs % sales 43.8% 36.3% 385% 33.7% 41.3% 37.2%
EBITDA (NZ$m) 48 145 88 143 90 149
EBIT (NZ$m) 42 135 80 133 80 136
EBIT margin 12.2% 26.6% 18.7% 25.8% 16.6% 21.8%

Australia 1H09 2H09 1H10 2H10 1H11 2H11
Stores 44 45 51 55 58 66
Sales (A$m) 377 607 491 644 516 859
Growth na na 301% 6.1% 17.3% 33.4%
Same-store growth 24% 1.6% () 9.9% -47% 12.4% 15.9%
Gross margin 65.9% 672% 63.2% 67.3% 681% 69.3%
Op costs % sales 51.4% 35.7% 46.2% 38.0% 46.6% 38.3%
EBITDA (A$m) 55 191 84 188 124 266
EBIT (A$m) 42 117 72 172 108 247
EBIT margin 11.2% 291% 14.6% 26.7% 18.7% 28.8%
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UK

The UK 2H EBITDA loss was flat on the 1H and up slightly on
last year. Sales were down -8.9%; -about -13% on a same-
store basis (-7.1% for the year). Gross margin however was
up +1.8ppts vs pcp to 56.2% in the 2H.

There has been no change to the 6-store footprint, and with
this business continuing to struggle KMD’s longer-term
expansion plans in the UK remain on hold.

Table 5. UK

UK 1HO09 2H09 1H10 2H10 1H11 2H11
Stores 6 6 6 6 6 6
Sales (GBPm) 1.6 2.0 22 2.0 2.2 1.8
Growth na na 416% -2.8% -1.8% -8.9%
Same-store growth 20.3% 9.0%(e) 13.0% 0.3% -1.3% -13.6%
Gross margin 60.4% 52.3% 59.7% 54.4% 58.4% 56.2%
Op costs % sales 746% T43% 68.0% 69.4% 78.0% 81.1%
EBITDA (GBPm) 02 04 02 03 04 04
EBIT (GBPm) 03 06 03 04 05 05
EBIT margin 19.9% 29.0% -14.2% -21.2% -24.5% -30.1%

Cash Flow and Balance Sheet

Operating cash flow was $39.8m, up about $7m on last year.
FY11 cash flow included a deliberate increase in inventory
from $37m at July 2010 to $54m at July 2011 as KMD
increased stock levels to avoid losing sales through stock-
outs. The company plans to maintain around this level of
inventory per store.

Net debt was down to $43m from $77m last year, in part due
to lower capex as store refits were deferred ahead of the re-
branding. Capex for the year was $11.9m, but is expected to
be nearly double that in FY12 and to be lower but still above
FY11 levels in FY13 and FY14.

Table 6. Balance Sheet Summary

As at Jan/July FY10 1H11 FYi1i Chg
Fixed assets 28.0 29.5 32.8 17.1%
Working capital 24.4 432 35.3 44.6%
Net debt 49.2 775 42.9 -12.8%
Shareholders equity 2414 235.2 254.9 6.6%
Inventories 374 55.5 54.0 44.3%
% sales 15.2% 21.8% 17.6%
Total Assets 3217 340.6 339.9 6.4%
Net Debt/TA 15% 23% 13%
Net Debt/ Net Debt + Equity 17% 25% 14%
Interest cover (x) 5.0 6.3 9.4

FY12 Outlook

KMD’s store rollout remains on track, with 10-12
Australian stores and 3-4 NZ stores planned in FY12. Store
refurbishments and product range expansion will continue.
This should continue to drive solid revenue growth, although
probably not as high as last year which was coming off a
poor FY10 2H.

Gross margins have been particularly high in the last three
half-years, at 64.6% in 2H10, 64.7% in 1H11 and 66.1%
in 2H11. KMD’s foreign exchange hedging has 90% of
FY12 product costs covered at an AUD rate of US96¢ and
an NZD rate of US74c, which should help to offset Chinese
cost pressures, but we expect increasing competition in the

sector to result in lower gross margins in FY12. We have
assumed the gross margin falls to 64.3%, although this is
still slightly above KMD’s 62%-64% target range.

The company’s comments on FY12 are positive on the
prospects for further growth, but somewhat cautious on the
overall retail environment. No guidance was given.

We have increased our FY12 EBIT forecast by around +2%,
with a +3% increase in forecast revenues partly offset by
a slightly lower margin expectation. Our forecast reported
profit rises +2%. In FY13 there is a more minor change to our
forecast although forecast revenues are up +4%.

Table 7. Changes to Forecasts

Year ending 31 July FY11A FY12F Prior Chg FY13F Prior Chg

Total Revenue 306.1 3514 3415 29% 3974 381.0 4.3%
Total Costs 2347 2720 2634 33% 309.0 2954 4.6%
Total EBITDA 714 794 781 17% 884 856 3.2%
Depreciation 74 82 82 114 94
EBIT 640 712 698 1.9% 77.0 762 1.1%
EBIT Margin 20.9% 20.3% 20.4% 19.4% 20.0%
Net Interest 68 46 51 37 32
EBT 572 666 647 29% 734 730 0.5%
Tax 182 200 190 219 216
NPAT (pre abnormal) 391 465 457 1.8% 514 513 0.1%
Abnormal items 0.0 0.0 0.0 0.0 0.0

REPORTED PROFIT 39.1 465 457 18% 514 513 0.1%

Valuation and Recommendation

Our DCF valuation for KMD remains $2.78. NZ listed retailers
have historically traded at around a 5% discount to our DCF
valuations on average; applying this would give a share price
target of $2.64.

Comparable company earnings multiples also suggest higher
values for KMD than the current share price, although there
is a wide range of multiples across the sector - Table 8. P/E
and EBIT median multiples from the table would suggest
a share price of around $2.50 on current-year forecasts;
EBITDA multiples would give a lower value, but are a less
valid comparison when companies have different mixes of
company-owned and leased stores.

Table 8. Comparable Company Multiples

Mkt EV/ EV/

Company Code PriceCurrency Cap P/E EBITEBITDA
(m) festl festl Festl

Kathmandu KMDNZ 2.18 NZD 420 94x 6.7x 6.0x
Hallenstein Glasson ~ HLGNZ ~ 3.23 NzD 222 10.8x 6.6x 5.3x
Pumpkin Patch PPLNZ  0.79 NzD 216  77x  54x  4.0x

Premier Investments  PMVAU ~ 5.35 AUD 908 16.0x 9.2x  T7.0x
Billabong BBGAU 3.28 AUD 1915  7B5x  7.3x 5%
Cabela's Inc CABUS 24.11 USD 1,688 12.0x 17.0x 13.3x
Dick's Sporting Goods DKS US ~ 35.02 USD 3544 179x  T7Ax  5.5x
Big 5 Sporting Goods BGFVUS ~ 6.79 USD 246 10.4x  79x  4.3x
Fenix Outdoor FIXBSS 156.00 SEK 2,196 125x  65x  5.8x
Median ex KMD 114x 72x 5.6x
Implied KMD share price at median $2.65 $2.35 $2.02

Overall we think KMD'’s share price is about 15% cheap, and
we are upgrading our recommendation from ACCUMULATE
to BUY.
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Sales FY11 Profit and Loss and Balance Sheet
) Year to 30 June 2010A  2011A  2012F  2013F  2014F
3% Total Revenue 245.8 306.1 351.4 3974 436.3
NZ Total Costs 191.4 234.7 272.0 309.0 3413
36% EBITDA 54.4 714 79.4 88.4 94.9
Depreciation 6.0 74 82 114 125
EBITA 485 64.0 71.2 770 82,5
Amortisation 0.0 0.0 0.0 0.0 0.0
Total EBIT 485 64.0 71.2 770 82,5
Australia Net Interest 97 68 46 37 20
61% EBT 38.8 57.2 66.6 734 80.4
Tax 136 182 20.0 21.9 239
NPAT 252 39.1 46.5 51.4 56.5
Minority Interests 0.0 0.0 0.0 0.0 0.0
Key Drivers Equity Earnings 0.0 0.0 0.0 0.0 0.0
Rep Profit (pre abn) 25.2 39.1 46.5 51.4 56.5
Year to 30 July 2010A 2011A 2012F 2013F 2014F Abnormal ftems 158 00 00 00 00
Store Numbers: REPORTED PROFIT 94 391 465 51.4 565
New Zealand 36 39 43 46 49 o
Australia 55 66 7 86 % Amortisation 0.0 0.0 0.0 0.0 0.0
UK 6 6 6 6 6 less Abnormal 15.8 0.0 0.0 0.0 0.0
less Full tax 0.0 0.0 0.0 0.0 0.0
NZ EBIT Margin 225% 195% 19.0% 18.6%  18.6% NORMALISED PROFIT 252 394 465 514 56.5
Aust EBIT Margin 214% 24.7% 232% 217%  20.7%
UK EBIT Margin A75%  270% -200% -150% -10.0% CASH FLOW
Operating Cash Flow 32.6 39.8 48.7 57.4 64.4
Capital Expenditure -13.6 -11.9 -23.7 -19.1 -18.4
Acquisitions 0.0 0.0 0.0 0.0 0.0
Divisional Breakdown Dividends Paid 00 200 212 247 300
Yearto30July(NZ$) 2010A 2011A 2012F 2013F 2014F Other 00 0.0 00 00 0.0
New Zealand Sales 943 1103 1253 1392 1498 Funding Required 19.0 79 38 135 16.0
Australia Sales 141.9 1876 2183 2498 2774 Increase (decrease) in Net Debt -19.0 -79 -3.8 -135 -16.0
UK Sales 9.6 8.2 78 84 9.0 Proceeds from sale of assets 0.0 0.0 0.0 0.0 0.0
Total Sales 2458 3061 3514 3974 4363 Equity raised 00 00 00 00 00
NZ EBIT 213 215 238 259 279 Other 00 00 00 00 00
Australia EBIT 304 464 507 543 575 Funding Provided -19.0 79 3.8 135 -16.0
UK EBIT 1.7 2.2 -1.6 -1.3 0.9 BALANCE SHEET
Unallocated 15 17 1.8 19 20 Working Capital 24.4 353 4.4 46.8 51.4
Total EBIT 485 640 72 110 825 Fixed Assets 280 328 483 561 620
Intangibles 241.8 2437 2437 2437 2437
. Other Assets/inv. 35 35 14 0.7 2.8
Substantial Shareholders Total Assets 2078 3153 3347 3458 3543
Shareholder Latest Holding Net Debt 49.2 42.9 39.1 25.6 9.7
AMP Capital Investors (NZ) Ltd 10.4% Other Non Current Liab. 9.4 175 175 175 175
Commonwealth Bank of Australia 9.0% Shareholder's Funds 239.1 2549 278.1 302.7 3271
Eley Griffiths Group 6.2% Minority Interests 0.0 0.0 0.0 0.0 0.0
Ausbil Dexia 5.3% Total Liabilities/SHF 297.8 315.3 334.7 345.8 354.3
ACC 5.1%
NAB 5.1%
Valuation Key Ratios
$m Year to 30 June 2010A 2011A 2012F 2013F 2014F
Total Firm Value 599.1 NZ Sales Growth 10.8% 17.0% 13.6% 11.1% 7.6%
Less Net Debt 429 Australia Sales Growth NZ$ 15.3% 26.4% 21.7% 16.6% 13.1%
Value of Equity 556.1 UK Sales Growth NZ$ 16.5% 5.1% 0.5% 1.0% 1.0%
Shares (m) 2000 Total EBIT growth 12.7% 32.1% 11.2% 8.2% 74%
ex divs since bal date $0.00 Normalised Profit Growth 68.8% 55.3% 19.1% 10.5% 9.9%
KMD Valuation ($ per share) $2.78 Gearing 17.1% 14.4% 12.3% 8% 29%
Key Assumptions Interest cover 5.0x 9.4x 15.4x 21.0x 40.2x
Risk free rate 6.3% Du Pont Ratio Analysis
Equity Beta 115 A.EBITA/Sales (Margins) 19.7% 20.9% 20.3% 19.4% 18.9%
Market Risk Premium 7.0% B. Sales/Assets (Asset utilisation) 0.8 10 1.0 11 12
Cost of Equity 12.6% C. 1- Pre-abn Profit/EBTA (Tax burden) 35.1% 31.7% 30.1% 29.9% 29.7%
Weighted Ave Cost of Capital 11.7% Pre-abnormal ROA = A*B*(1.C) 10.6% 139%  14.9% 15.6% 16.4%
Terminal growth 20% D. 1- EBTA/EBITA (Interest burden) 19.9% 10.6% 6.5% 4.8% 2.5%
E. Assets/Equity (Leverage ratio) 12 12 1.2 11 11
Pre-abn ROE = ROA*(1-D)*E 10.5% 15.3% 16.7% 17.0% 17.3%
Forsyth Barr Research 4

Kathmandu Holdings (KMD) ¢ FY11 Result In Line, Forecast Upgrades

Wednesday, 21 September 2011



Valuation Metrics

Consensus EPS Momentum 12 Month Forward PE
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