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Company Comment Retail Sweden 19 December 2018

More challenging trading likely ahead

Following weaker than expected fiscal Q1 results, we have lowered our 2019
earnings estimates by 9%. This mainly reflects cuts to our gross margin
assumptions in current trading (fiscal Q2 starting in December), as we believe
KappAhl's excess inventory at the end of Q1 will have to increase promotions
and markdowns. As corroborated by several profit warnings in the sector over
the past weeks, we are concerned that the entire market is too high on stock-
in-trade ahead of 2019.

We now expect KappAhl's EPS to decline by a third in fiscal 2019

Having cut our full-fiscal year 2019 (ending August) EPS forecasts by about 8%, we expect KappAhl's
EPS to deteriorate by about one-third y/y. This appears to be factored in by the equity market, based on
a share price decline of 53% over the past year. Looking at 12 month forward EV/Sales, we believe
KappAhl's stock is now valued at 0.36x, compared with its 10-year historical average of 0.66x. We
note that EBIT margins continue to decline and we believe that the long-term levels are lower,
compared with in the past with years. We believe this follows from increased competition from new
online formats, which results in structural pressure on retail business models and return on capital.

Valuation: Our mid-point fundamental DFC equity value is SEK 28

Using a steady-state EBIT margin of 4% and a weighted average cost of capital (WACC) of 7.3%, our
fundamental mid-point DCF equity valuation per share equals SEK 28. The sensitivities to any change in
margins and cost of equity are high, as proposed by our DCF equity valuation range of SEK 22.10 to
SEK 33.90 (+/- 1pp EBITDA margins over our cash flow valuation period).
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Estimate Revisions
(SEKm) 18/19E 19/20E 20/21E
Revenues
Old 4730 4,698 4,688
MNew 4831 4,787 4724
Change (%) 2 2 1
Adj. EBIT
Cld 226 218 211
MNew 208 220 214
Change (%) (8) 1 1
Adj. EPS
Old 222 213 207
New 205 216 210
Change (%) (8) 1 2
Fundamental mid-point DCF equity valuation
DCF valuation (SEKm) Weighted average cost of capital (3
NP of FCF in explict fonecast period 1233 Figk e inteesirate 25
NP of confinuing value 1,128 Fisk premium 3.0
Value of operation 2,362 Cost of equity 7.3
Met deibt 211 Aftertax cost of debt 54
Share issusbuybadk in forecast penod -
Vialue of associsted companies - WACC 7.3
Vialue of minority shasshdders equity -
Vizlue of marketable essis - Assumptions
DCF value of equity FARY MNurrber of forecadt years 10
DCF value per share (SEK) 2800 EBIT magin - steady sale (7) 40
Currant shars prics (SEK) 1240  EBITmuliple - sleadystae () 108
DCF pericemance potential {39 52 Confinuing velus (%6 of NPV} 478
Source:SEB
Fundamental DCF equity valuation range and sensitivites
Absolute change in EBITOA margin - all years
I -t 0 +1% +2%
2 145 W2 255 w7 35.0
Abs. change in 1% 155 2.1 %7 323 TR
aales arpwth - 0 162 21 pidl 138 5.8
all years +1i 163 231 ma 358 4.3
+&% 175 43 3038 375 a1

Source:SEB
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KappAhl 12-month forward EV/Sales estimates versus EBIT margins
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Financial forecasts

Yiend: August (ESKm) Q4T @IHE @EHE  @IMNE  Q4HE @IHE Q2MEE QIMEE Q4MEE e 2MSE N0E H2IE
et s 1243 1168 1145 1.242 1238 1453 1143 1238 1253 4.Te2 423 4TET 4724
Tofal reve nus 1.24% 1,188 1118 1,242 1,238 1488 1448 1238 1263 47E2  45H 4TET 4T
COEs 42 #13) 480 { 43E) (4FH 3D (H1E (e (Ee (1ETE (LEss
Gross prof TET TES SEE TEE SED TE4 TEE 2842 2EET 28 ZEM
Sxlng o5 553 BT (534 BEX (81D 0EIT (8 (243D (ZE0D) (4T (T44E
AgminisTa e 205 =00 s (55 1) (55 iS4 &7 et I =3 )
AT opex Q Q Q Q Q Q Q Q Q Q Q
MO 20T g b =} =} =} o Q =} =} ) =} =} =}
(== 138 0 & &2 (1E) ™ EER BOE 220 214
(== -1 138 0 & &2 (1E) ™ o2 BOE 220 214
o w nich: Deorec. B st =2 4] (38 (43 L] =] b=l 42) 4 181y (1s=m (s (s
BT ™ 124 42 184 p L ol Fal 148 A4 432 Eoa Tz 54
et fnanchils axparsas i 1 Q Q (R 1] [=4] (& ] =] z 1 =] o4 i)
oner Thanclal burs Q Q Q Q Q Q Q Q Q Q = =
Failn I sl of asmats Q Q Q Q Q Q Q Q Q Q = =
Predax profi Ll & RE3l - B 1= 103 T2 2B o] 27 21
Minorfy FRaress Q Q Q Q Q Q Q Q Q Q = =
Tt taxas 19 [aE ] Q [ir4] [ byl (1] Q [=ey] 18 k=] 4] (=3 k) (=]
ket prorit 142 ki & 4 45 41 1= -l EE E2E 1T 182 &z
Adustens, ret of S Q Q Q Q T Q Q Q Q k] Q = =
Ad) netprof 14z T & 4 =] 4 1= k2l BB 2 167 12 &2
EFS. raporiad 185 1.00 [=karg 133 Qe Qs (025 105 [airy | pra-kc e 18 1c
BFS axcl BD 185 1.00 [=karg 133 T Qs (025 105 [airy | 303 e 18 ey [}
[t sl gros 00 04 z =5 1] 3 31 12
Fogrow i) E z (18 [ R L)
OGS grow %) B0 (0 2 2] ) 1T
Saling cost grow i (%) 40 21 [-1- 75 31 =i-)
AgenhilsTatye Cost grow (%) e 100 a0 2 1.5 110
Toral S5 54 oot grow T, axcl NRs (%) 4 T B3 [-1:) z 18
pEr. ey (EEaE msx SO grow T fcke] 18 1 Lchry] L= [LaX=]
aross proflk growd® (%) 50 23 033 2 [=k=3) ==
=T grow 31 (%) 454 18 [f=rd-31] A4 454D T3
Adl. ST grow i %) 1239 18 (45 E) AT A (454D (E.E)
Fre-ax prod grow 34 29 (474 @SD (4TI 108
ES growm (%) 1529 159 pL—t) LU RS ry B 122
EFS grow T, ausiad %) &va 153 (805} AT AT [=3ry]
Gross mangin =] E4E 22T E4E g2l k] =13 234 ==t (=3 B3 B0E E0E B0E
Chnge, y-ory (o) Z on o) oz 15 3 2 a1 e L] [ ) z o
ST, g (5 137 108 3= 122 &3 75 12 1Mz &3 21 75 TE 7T
DEA =m % of sules e E= (34 (33 Lecial] i) (34 2.5 [ 33 23 (23 D
ESIT miargiin (%) 114 T (=3 aE 53 44 15 =] 55 539 43 45 45
Al [ESIT e gin {5 114 7T o4 a9z B} 44 [R R} 3 1 %] 43 45 4=
Fratax rergh (%) 239 TE s aE 53 2 18 &z =¥ 539 43 4z iz
[t FYEr g %) 114 (1) s TE 29 34 e () 44 47 33 35 £
OGS as % of saks m4 =4 3 -1 40E =T 433 -1 41 =3 B4 - B - =)
Saling coss a5 % of saks 455 =241 533 =03 423 4T 533 0T 423 | 5= My
AdeminisTath e oos as % of sales &0 £ 50 4 &1 2 43 44 45 45 45 45
Adl. SGEA mx % of saks 435 =32 23 4T 530 =9 =1 551 533 s55 553 =2
Tt o am % of sales =32 o) Fa5 z 33 -1 s ;T 44 az9 957 4
T rane (%) 1450 154 a0 =3 E3 1&0 =iz =3 =3 4= frualic) s frc-
Mo of sieres, §dll, avg. (e TEEX0 TEIID TOEMD TEI0 TS0 TEED ToEL0 TS0 TEEDD TeED0 TEED0 TeEI0 TeEI0
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About this publication

This report is a marketing communication prepared by Skandinaviska Enskilda Banken AB (publ). It
does not constitute investment research; as such, it has not been prepared in accordance with the legal
requirements to promote the independence of investment research, nor is it subject to any prohibition
on dealing ahead of the dissemination of investment research.

Company specific disclosures and potential conflicts of interest

A member of, or an entity associated with, SEB or its affiliates, officers, directors, employees or
shareholders of such members (a) is not, and has never been, represented on the board of directors or
similar supervisory entity of KappAhl, (b) has from time to time bought or sold the securities issued by
the company or options relating to the company, and (¢) SEB does not hold any short [ long position
exceeding 0.5% of the total issued share capital of KappAhl as of 30 Nov 2018.

The analyst(s) responsible for this research (jointly with their closely related persons) hold(s) O shares
in KappAhl and do(es) not have holdings in other instruments related to the company.

This statement affects your rights

This report is confidential and may not be reproduced, redistributed or republished by any recipient for
any purpose or to any person. Redistributing this report to third parties may invoke legal requirements
on the person engaging in such activities.

Producers and Recipients

SEB Research is approved and issued by Skandinaviska Enskilda Banken AB (publ) ("SEB"), a bank
organized under the laws of the Kingdom of Sweden, on behalf of itself and its affiliates for institutional
investors. When SEB Research is issued by an SEB subsidiary, the subsidiary itself is subject to this
disclaimer.

Use

This material has been prepared by SEB for information purposes only. It does not constitute
investment advice and is being provided to you without regard to your investment objectives or
circumstances. The document does not constitute an invitation or solicitation of an offer to subscribe
for or purchase any securities and neither this document nor anything contained herein shall form the
basis for any contract or commitment whatsoever. Opinions contained in the report represent the
authors' present opinion only and may be subject to change. In the event that the authors' opinion
should change, we shall endeavour (but do not undertake) to disseminate any such change, within the
constraints of any regulations, applicable laws, internal procedures within SEB, or other circumstances.

Good faith and limitations

Allinformation, including statements of fact, contained in this research report have been obtained and
compiled in good faith from sources believed to be reliable. However, no representation or warranty,
express or implied, is made by SEB with respect to the completeness or accuracy of its contents, and it
is not to be relied upon as authoritative and should not be taken in substitution for the exercise of
reasoned, independent judgement by you. Recipients are urged to base their investment decisions
upon such investigations as they deem necessary. To the extent permitted by applicable law, no liability
whatsoever is accepted by SEB for any direct or consequential loss arising from the use of this
document or its contents.
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Distribution

This research report has been prepared by SEB or its affiliates and is being distributed by SEB offices in
Stockholm, Copenhagen, Oslo, Helsinki, Frankfurt, London, Tallinn, Vilnius, Riga and Hong Kong.
Research reports are prepared and distributed in Lithuania by AB SEB bankas and in Estonia by AS SEB
Pank in accordance with the requirements of the local laws and Financial Supervision Authority's
conduct of business rules. This document may not be distributed in the United States, Canada, Japan or
Australia or in any other jurisdiction where to do so would be unlawful. Addresses and Phone numbers
for each office can be found at the end of the report.

The SEB Group: members, memberships and regulators

SEB is a member of, inter alia, Nasdag OMX Nordic, Oslo Stock Exchange, the London Stock Exchange,
NYSE Euronext, SIX Swiss Exchange, Frankfurt Stock Exchange, Tallinn Stock Exchange as well as
certain European MTF's such as BATS-Chi-X, Turquoise and Burgundy. SEB is regulated by
Finansinspektionen in Sweden and, for the conduct of investment services business, in (i) Denmark by
Finanstilsynet, (ii) Norway by Finanstilsynet, (iii) Finland by Finanssivalvonta, (iv) Germany by
Bundesanstalt fur Finanzdienstleistungsaufsicht, (v) the UK by the Financial Conduct Authority and
Prudential Regulation Authority (details about the extent of our regulation by the Financial Conduct
Authority and Prudential Regulation Authority are available from us on request), (vi) Estonia by the
Estonian Financial Supervision Authority, (vii) Lithuania by the Bank of Lithuania, (viii) Latvia by the
Financial and Capital Markets Commission and (ix) Hong Kong by Securities and Futures Commission.

SEB's research reports are prepared in accordance with the industry standards and codes of conduct
applicable to financial analysts in the countries where they are based. In Denmark, Finland, Norway
and Sweden, analysts act in accordance with the rules of ethics of each country's Society of Financial
Analysts. Analysts comply with the recommendations and industry standards of the Danish, Norwegian
and the Swedish Securities Dealers Associations and with those of the Federation of Finnish Financial
Services. Analysts certified by the CFA Institute also comply with the Code of Ethics of the CFA
Institute.

Prevention and avoidance of conflicts of interest

The remuneration of staff within the Research department is determined exclusively by research
management and senior management and may include discretionary awards based on the firm's total
earnings, including investment banking and markets (sales and trading businesses) income; however,
no such staff receive remuneration based upon specific investment banking or markets transactions.
SEB's Compliance department monitors the production of research and the observance of the group's
procedures designed to prevent any potential conflicts of interest from affecting the content of
research; the latter are described in greater detail in the "Statement of Policies for dealing with
potential conflicts of interest surrounding our Research activities" which is available on our SEB
Research website.

Your attention is also drawn to the fact that:

The current market price of the securities shown in published research reports is the price prevailing at
the close of the business day preceding the date of publication, save where such price was more than
5% different from the price prevailing as at the time of publication, in which case it is the latter.
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Unless explicitly stated otherwise, SEB expects (but does not undertake) to issue updates to its
research following the publication of new figures or forecasts by the company covered, or upon the
occurrence of other events that could have a material effect oniit.

The securities discussed in SEB research may not be eligible for sale in all countries, and such securities
may not be suitable for all types of investors. Offers and sales of securities discussed in SEB research,
and the distribution of SEB research, may be made only in countries where such securities are exempt
from registration or qualification or have been so registered or qualified for offer and sale, and in
accordance with applicable broker-dealer and agent/salesman registration or licensing requirements.

A full list of disclosures for companies mentioned in SEB research in which we have research coverage
can be found on our research website

Methodology

Final consideration as to any valuations, projections and forecasts contained in this report are based on
a number of assumptions and estimates and are subject to contingencies and uncertainties, and their
inclusion in this report should not be regarded as a representation or warranty by or on behalf of the
Group or any person or entity within the Group that they or their underlying assumptions and estimates
will be met or realized. Different assumptions could result in materially different results. Past
performance is not a reliable indicator of future performance. Foreign currency rates of exchange may
adversely affect the value, price or income of any security or related investment mentioned in this
report. In addition, investors in securities, such as ADRs, whose values are influenced by the currency
of the underlying security, effectively assume currency risk.
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