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Equity Research U.S.
Citi Trends, Inc. (CTRN:NASDAQ) Price Target USD$ 18.27
Services — Apparel Stores Rating Hold
.. . Current Share Price, close USDS 15.90
Citi Trends — Not Measuring Up
Total Return 14.91%
Company Profile Key Statistics
Citi Trends, Inc. (CTRN) is an American retail chain headquartered 52 week H/L $22.73/$14.01
in Savannah, Georgia, that offers apparel, accessories and home
. . . Market Capitalization $240.7M
products for family-oriented shopping. It currently operates
approximately 533 brick-and-mortar stores across 31 states in the Net Debt A0
U.S. and also offers limited online shopping through its website, Enterprise Value $163.7M
which was launched in 2014. Its products, which include national Net Debt/Enterprise Value 0%
and in-house brands, are sold at significant discounts compared Diluted Shares Outstanding $14.7M
to the regular prices that are charged at department and specialty e s
stores. Its target market consists of fashion-conscious and price-
. . . . Dividend Yield 1.48%
conscious consumers, specifically African-American shoppers.
LTM P/E 22.7x
Unstable Performance but Potential for Growth LTM EV/EBITDA 6.0x
Citi Trends has faced challenges meeting its performance targets WestPeak’s Forecast
in recent years. Incorrect timing of apparel releases that are not 2016E  2017E  2018E
appealing to customers, and consumers’ tax refund delays, are R S600M  $697M  ST15M
examples of issues that have contributed to its dismal growth.
. ) EBITDA $44M $56M  $57M
However, its home products and accessories segments have
experienced a surge in popularity that presents a positive U 521M 533M  532M
opportunity for improved net income margins. If its Net Income $14M  $23M  $22M
merchandising staff takes further initiative to improve its product  p/E 20.1x 19.7x 14.3x
offerings to better cater towards its customers, then Citi Trends EV/EBITDA 5 5x 4.9% 4.1x
can remain a competitive force in its industry. Price/Book e N/A N/A

Valuation & Recommendation

After calculating a share price of $16.08 through a DCF analysis Al

and a price of $20.46 using the EV/EBITDA multiple from the ﬁ
comparable companies analysis, an average share price of $18.27 W&, [ s
is predicted. While this is higher than its current share price, a |
Hold recommendation has been given for this company because
of its unstable performance in recent years and its dismal
projected future growth. Source: http://tinyurl.com/jv8hmnf
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Business Overview

History

Citi Trends’ predecessor, Allied Department Stores, was founded in 1946 and offered apparel for families in
Southeast America. After being acquired by a private equity firm in 1999, the company was rebranded as Citi
Trends and remodeled all 85 of its acquired stores. It also launched growth strategies in Houston, Norfolk,
Baltimore, and Washington, D.C. to help improve its operations, and completed an initial public offering of its
common stock on May 18, 2005.

| Gazm
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Source: https://commons.wikimedia.org/wiki/File:Citi_Trends,_Madison.JPG

Products

Citi Trends offers clothing, accessories, home products, and other miscellaneous items for men, women and
children. These products include: sportswear, intimate apparel, scrubs, sleepwear, handbags, jewellery, belts,
footwear, home products, beauty products, books, toys, and electronic accessories. Citi Trends differentiates
itself from its competitors by selling national-branded products at prices that are 20% to 70% lower than
department and specialty stores and also offers its own proprietary brands, increasing its flexibility to provide
a larger variety of products at cheap prices. Offering items for whole-family shopping at competitive prices
helps its consumers save time and money.

Customers

Citi Trends targets price-conscious and urban consumers, specifically African-American men, women and
children. Its stores are located in neighbourhoods of low to moderate income to attract this target market. Its
target market is unique from its competitors, which allows it to capture a larger portion of the consumer
market in America. Statistics have shown that the ethnic group’s buying power is expected to increase from
$1.2 trillion in 2016, to $1.4 trillion by 2020, signalling an opportunity for the company to increase its sales.
Furthermore, the African-American population is projected to represent 18% of America’s total population by
2020, an increase of approximately 4.7% from 2015. However, a negative aspect of targeting price-conscious
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consumers is that events, such as tax refund delays for households or reduced governmental assistance, can
severely impact the company’s sales.

Revenues & Costs

Sales in Citi Trends’ accessories, children’s, and ladies’ business segments each contribute roughly 24-30%
towards total annual revenue. In 2015, products in its men’s segment contributed 17% and products in its
home segment contributed 4%. The company typically experiences higher revenues in its 15t and 4™ quarters
due to the seasonal nature of the retail industry.

Revenue Breakdown by Segments (2015)

M Accessories

H Children's
Ladies'

H Men's

M Home

Its cost of sales, and its selling, general and administrative expenses contribute to the majority of the
company’s expenditures. Its cost of sales as a percentage of revenue has experienced a steady annual decline
since 2012, likely attributed to the company’s strong supplier relations, while it’s selling, general and
administrative expenses margin has been slowly improving after weak performance in fiscal 2013.

Fundamentals

Competitive Advantage

Citi Trends is able to offer extremely low prices for national-branded and in-house-branded products due to
its ability to buy inventory at large discounts from approximately 1600 vendors annually. To achieve this, it
purchases inventory at discounts from vendor close-outs and planned programs. It also has flexibility in
purchasing inventory either earlier in the season or later, which results in greater discounts when
manufacturers face oversupply of products. Its buying team consists of more than 45 employees located in
New York, Los Angeles and Georgia. Due to these advantages, Citi Trends is able to continually attract
customers with its low prices compared to other retailers and can adapt quickly to new fashion trends
through flexible purchasing from its vendors.

The company’s stores are also located in shopping centers of low-to-moderate-income neighbourhoods and
the majority of them are located in previously-occupied store sites. This results in cost-effective rent
payments, while targeting the appropriate market of low-to-medium-income consumers.

Growth Strategy and Dividends
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Citi Trends’ main growth strategy has consisted of expanding its store count. In fiscal 2015, there were 13 new
store openings and approximately 18 new openings are expected in fiscal 2016, which can be viewed in the
table below. While its aggressive expansion strategy has contributed to an increase in overall sales, it will not
be a sustainable long-term strategy unless management makes an effort to improve its comparable stores
revenue growth as well. This metric has been unstable in the past 5 years, and realized negative growth in
2012, 2013 and 2015. This negative trend can be mainly attributed to less-than-anticipated customer
transactions and underperformance in its clothing sales across its women’s, men’s and children’s segments.
Despite its wide network of vendors that it can choose from, the company has struggled to provide customers
with products that they want, which is mainly attributable to timing issues that merchandising staff have

faced.
Total Stores Summary
Stores
Fiscal Year Opened Stores Closed Total Stores
2012 4 2 513
2013 1 9 505
2014 8 2 511
2015 13 3 521
2016 - Expected 18 5 534

Citi Trends recently began issuing quarterly dividends in the 3" quarter of 2015 at $0.06 per share, and has
continued this trend in 2016. Its current dividend yield is 1.48%, which is low in comparison to some of its
competitors since the company only started issuing them in 2015.

In August 2015, it introduced a share repurchase program where up to $15 million of its common stock could
be bought back. That same year, the company repurchased the full amount of the $15 million authorization,
and any additional repurchase authorizations in the future have not yet been confirmed.

Macro Environment

The retail industry is highly competitive due to its low barriers to entry, low switching costs, mostly
undifferentiated products, and attractive opportunities for profits, as retail consumption makes up

approximately two-thirds of America’s GDP.
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Estimated U.S. GDP Breakdown

B Government expenditures

B Gross private domestic
investment

Net exports of goods and
services

M Personal consumption
expenditures

(pie chart data source)

Although the apparel industry has struggled with bankruptcies and store closings in the past 2 years, there will
always be demand for clothes, especially ones that are fashionable. The dynamic changing of trends and
consumer preferences is something that Citi Trends has struggled to keep up with, and trying to compete with
much larger companies is difficult. On the positive side, disposable personal income in the U.S. is expected to
grow by approximately 8.79% from 2017 to 2020, signalling an opportunity for Citi Trends to increase its sales
and attract more customers.

Online retail sites have been gaining popularity in recent years and pose a threat to traditional brick-and-
mortar stores. The e-commerce industry produced more than $342 billion in 2015, and this is expected to
double by 2020. Thus, Citi Trends’ limited online shopping offerings will not be able to compete with more
developed online sites, implying that it will have to focus on improving its in-store offerings in order to remain
competitive. In addition, a political factor that Citi Trends should be prepared to face is the potential for U.S.
trade restrictions or policies to be imposed, which could increase its inventory costs and reduce its

profitability. One of Citi Trends’ greatest competitive advantages is its ability to purchase inventory at low
costs due to its strong supplier relations, and new trade laws could negatively impact this.

Catalysts

Home Products Sales Growth

Recent quarters have shown significant growth in the company’s home products sales, as it has achieved 16
consecutive quarters of comparative store sales increases, and this segment has shown potential to improve
in the upcoming years. The segments’ year-over-year growth for the first three quarters of fiscal 2016 are
shown below.
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Home products are not as weather-dependent or seasonal as apparel sales, so its transactions are less likely to
fluctuate and decline compared to Citi Trends’ recently underperforming apparel segments. Due to the
success of management experimenting with new home product offerings, the division shows strong potential
for growth. However, it contributes little as a percentage of annual sales revenues, compared to the
company’s larger ladies’ or accessories segments.

Buy-Now, Wear-Now Strategy

To offer more fashionable and in-style products to customers, management has increased its focus on its
“buy-now, wear-now” strategy. In the previous fiscal year, the company faced issues of releasing cold-weather
items too early in the fall season, resulting in a loss of sales and lower profits. Thus, this long-term strategy
will support its merchandising staff in releasing products that hit the key fashion trends in a timely manner. It
is projected that the ladies’ clothing segment will achieve the most growth from this strategy, followed by
conservative growth in the Men’s clothing segment. The following chart shows forecasted growth for each
business segment and growth of total revenue in the next five years.

2016 2017 2018 2019 2020 2021
Accessories growth 3.00% 3.00% 3.00% 3.00% 2.50% 2.00%
Children's growth -2.00% 0.00% 1.00% 1.00% 1.00% 1.00%
Ladies' growth -3.00% 0.00% 2.00% 2.00% 2.00% 2.00%
Men's growth -1.00% 0.00% 1.00% 1.00% 1.00% 1.00%
Home growth 20.00% 15.00% 15.00% 10.00% 7.50% 5.00%
Total Revenue Growth, YoY 0.3% 1.6% 2.6% 2.4% 2.1% 1.8%
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Management Team

Summary

Citi Trends’ senior management team underwent significant changes in March 2015, which was likely a factor
in the significantly higher EBITDA margin that year compared to the previous year. Specifically, Jason T.
Mazzola replaced R. Edward Anderson as the President and CEO, and Mr. Anderson now serves as the
Executive Chairman of the Board. In addition, Bruce Smith, who was formerly the Executive VP and CFO, also
took on the COO title. Overall, the members of the senior management team have had many years of
experience in roles related to their current ones at Citi Trends, with most of them having worked in other
retail companies. On the downside, they are oftentimes ambiguous in giving future projections or plans on
how they will improve company performance.

Updated Management Team

Jason T. Mazzola — President and Chief Executive Officer (CEO)

After serving as the Executive VP and Chief Merchandising Officer for 4 years at Citi Trends, Jason Mazzola was
promoted to the roles of President and CEO in March 2015. Before working at Citi Trends, he held numerous
merchandising positions in other retail companies. He was the Senior VP and Merchandising General Manager
at TIX Companies for 8 years, and was the Chief Merchandising Officer at Ideeli, an online retailer. It is likely
that Mr. Mazzola will be able to leverage his extensive experience in the retail industry in order to identify key
trends in urban apparel. Given his extensive experiences in the retail industry, as well as Citi Trends, it is
anticipated that he will help the company boost its future performance. He currently owns 88,056 shares in
the company, compared to the 237,572 shares that the previous CEO, R Edward Anderson, holds. In 2016, he
was compensated with a salary of $486,538, stock awards of $442,189, non-equity incentives of $575,000 and
other miscellaneous payments for a total of $1,554,275.

Bruce D. Smith — Chief Financial Officer (CFO), Chief Operating Officer (COO) and Secretary

Bruce Smith has had ample experience working in accounting and financial roles. These include his positions
as Senior Manager at PWC, CFO and Executive VP of Fred’s, a discount retailer, and Principle Accounting
Officer and CFO of Hancock Fabrics. After working at Citi Trends for more than 9 years as CFO, he took on
additional roles as COO and Secretary in March 2015. He currently owns 87,588 shares in the company. In
2016, he was compensated similarly to Mr. Mazzola; he earned a salary of $437,750, stock awards of
$318,375, non-equity incentives of $414,000 and other miscellaneous earnings for a total of $1,174,322.

Shareholder Base and Liquidity

Ownership Summary

Currently, Citi Trends has 14,901,613 shares outstanding, with more than 94% of its shareholders based in the
U.S. A total of 96.51% of its shares are held by 145 institutions, with investment advisors holding 75.96% and
hedge fund managers holding 15.94%. The top 5 shareholders consist of FMR LLC (10.41%), Alliance Bernstein
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(10.03%), Paradigm Capital Management (9.29%), Nantahala Capital Management (8.02%) and Dimensional
Fund Advisors LP (7.85%). Currently, 11 company insiders own a total of 2.81% of shares. Specifically, James
Dunn, Senior VP Store Operations, owns 77,020 shares and Charles Crowell, Senior VP Supply Chain, owns
15,631 shares.

There were several instances of noteworthy insider trading in 2016. In March, a group transaction consisting
of 10 management members bought 77,034 shares and three days later, 6 of these members sold 40,058
shares. On the positive side, the CEO bought 5,000 that same month, likely indicating some more confidence
in the company. In April, the previous CEO, Mr. Anderson, sold a reportedly high 8,421 shares and in
December, Charles Crowell also sold a significant number of shares.

Liquidity

The average daily volume of trades in the past 12 months was 87,117, which has declined to 83,657 within the
past 3 months. In April, 2016, there was an unusually high number of trades with almost 781,000 shares on
the market, which can be seen in the graph below. The only news-worthy event was the burglary of a Citi

Trends store in Beaumont, Texas, where the store’s safe was stolen. Mid-May and mid-August also
experienced high volumes of trading, with subsequent declines in the share price.
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Valuation

Projections and Considerations

Overall, Citi Trends has underperformed in the first three quarters of fiscal 2016, which is why a dismal total
revenue growth of 0.3% for the fiscal 2016 year is forecasted. However, due to the company’s recent
experimentations with products in its home segment, and management’s optimism of its continued growth,
this division’s sales growth for fiscal 2016 is projected to reach 20%. While the company has already began
implementing its “buy-now, wear-now” strategy, it does not seem to have had a significant positive impact on
clothing sales. However, their dismal earnings in fiscal 2016 can also be attributed to Hurricane Matthew,
which affected states in southeastern U.S. This event resulted in Citi Trends closing approximately 100 stores,
and having an estimated negative impact of $1 million on its business.

It is predicted that ladies’ clothing sales will achieve a growth of 2% in 2018, after recovering from a tough
2016 year. The company’s “buy-now, wear-now” strategy will likely have a positive effect on men’s products
as well, but with lower impact. The growth of the children’s segment has not been the main focus of
management in the past, so a modest 1% annual growth is expected to occur after fiscal 2017. The accessories
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segment is forecasted to perform well for the next 5 years due to management’s recent focus on changing
store displays and items to push sales of those products. Details on these projections can be viewed in
Appendix 4.

Its annual cost of sales margin has been steadily decreasing since 2012, which signals that the company has
been improving its ability to buy inventory at better deals through its suppliers. While this is a good sign for
the company, there are political uncertainties in the U.S. that could negatively impact this margin in the
future. Due to potential trade restrictions that may be put in place between the U.S. and foreign countries, we
have projected annual cost of sales to be 60% of sales after fiscal 2016.

Comparable Companies Analysis (CCA)

The comparable valuation was conducted with the following set of six companies:

1. Tilly’s

2. Chico’s

3. Buckle

4. Target

5. LBrands

6. Cato Corporation

These companies are American retail chains, with the majority of them having a main focus on apparel. Out of
these six companies, Target is Citi Trends’ main competitor in terms of being able to offer the lowest prices to
its customers. Using the EV/EBITDA multiple, a target price of $20.46 was implied and using the P/E multiple, a
target price of $15.55. Several companies had extremely different P/E ratios compared to its peers, such as
Tilly’s ratio being 30.7x, and Buckle’s ratio being 9.6x. Due to the wide range of P/E ratios among the
comparable companies, its calculated share price was not taken into consideration when forecasting the final
share price of Citi Trends.

Discounted Cash Flow Analysis (DCF)

Due to its zero debt, projected 32% tax rate for the 4™ quarter of 2016 and an assigned cost of equity of 10%,
a WACC of 10% was determined. Additionally, the DCF employs the perpetuity growth model and uses a
growth rate of 2%, which is based on the historical GDP growth rate of the U.S. Thus, the DCF analysis implies
an intrinsic value of $16.08.

The final share price valuation is an estimate of $18.27. This was forecasted by taking the average of the
projected share prices from the DCF and CCA, $16.08 and $20.46 respectively.

Risks

Importing Inventory

A significant amount of Citi Trends’ inventory is imported from countries abroad, such as China. Any trade
restrictions imposed by the United States or other foreign governments may have adverse effects on the
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profitability of Citi Trends. Examples of trade restrictions include tariffs or quotas against apparel items, as
well as labour shortages or stoppages.

Seasonal Nature of Retail Industry

Sales for Citi Trends are typically higher in the 1t and 4" quarters of the fiscal year, due to wide-scale events
and national holidays, such as Easter and Christmas. Any factors that affect the buying patterns of consumers
in those quarters may negatively impact the profitability of the company, such as negative economic
conditions, unexpected weather changes, reduced governmental assistance, and delayed tax refunds for
customers.

Rise of Online Shopping

The popularity of online shopping amongst American consumers has been rising and is expected to continue
in future years, which has increased the competition for traditional brick-and-mortar stores. Although Citi
Trends has recently introduced limited online shopping through its website, it is unclear whether
management intends on expanding its e-commerce platform in the near future. Thus, Citi Trends may lose a
portion of its customers in the upcoming years due to the growth of online retail sites.

Recommendation

Citi Trends has faced numerous challenges in recent years, mainly related to the incorrect timing of releasing
apparel in the fall seasons and overall underperformance in clothing sales. This, along with its recent change
of President and CEO, has resulted in uncertainty for the company’s future.

Despite these setbacks, it appears that the management team will continue to try and improve its operations
in order to increase sales and market share. There is still much projected optimism for its home products sales
and potential for its “buy-now, wear-now” strategy to help performance in its clothing sales stabilize over the
next few years. After conducting the DCF analysis and CCA, we believe that the market has already priced in
the aspects of the company that were discussed in this report. Thus, Citi Trends is given a Hold
recommendation.
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Appendices

Appendix 1: Balance Sheet

Y4 RESEARCH ‘

Balance Sheet

2012 2013 2014 2015 Q12016 Q22016 Q32016 Q4 2016 2016 2017 2018 2019 2020 2021

ASSETS

Cash & cash equivalents 37263.0 589280 745140 391160 53032.0 39606.0  36956. 40578.1  40578.1 64007.3 768047 B9617.0 1011363 1113886

ST investment securities 12771.0 6004.0 15850.0 32671.0 40215.0 373450 34132, 341320 34132.0 341320 341320 34132.0 341320 341320

Inventory 141473.0 126501.0 131057.0 137020.0 123330.0 132093.0 130752. 149662.4 149662.4 143254.7 146994.5 150522.0 153716.9 156509.4

Prepaid & other current assets 10648.0 11221.0 14604.0 12201.0 13536.0 14943.0 14547, 151325 151325 12549.1  12876.7 131857 134656 13710.2

Income tax receivable 1134.0 394.0 973.0 1285.0 2091.0 4023, 1039.3 1039.3 955.0 980.0 1003.5 1024.8 1043.4

Deferred tax asset 6088.0 47110 4359.0 4835.0

Assets held for sale 1415.0
Total Current Assets 210792.0 207759.0 241357.0 227128.0 230113.0 226078.0 220410.08 240544.4 240544.4 254898.2 271787.9 288460.3 303475.6 316783.6
Property & Equipment, net 70895.0 56154.0 47603.0 50632.0 49816.0 52935.0 54478. 56525.5 56525.5 65274.6 74250.5 79917.3 86523.5 837274

LT investment securities 5754.0 19777.0 22447.0 30890.0 24327.0 24516.0 29183, 29183.0 29183.0 29183.0 29183.0 29183.0 29183.0 29183.0

Deferred tax asset 3863.0 6932.0 6328.0 5153.0 8520.0 9079.0 8495, 8495.0 8495.0 8495.0 8495.0 B8495.0 8495.0 8495.0

Other assets 741.0 686.0 638.0 705.0 703.0 731.0 716. 716.0 716.0 716.0 716.0 716.0 716.0 716.0
Total Non-Current Assets B81353.0 B83549.0 77016.0 B7380.0 83366.0 87361.0 92872 94919.5 94919.5 103668.6 112644.5 118311.3 124917.5 1321214
Total Assets 292145.0 291308.0 318373.0 314508.0 313479.0 313439.0 313282. 335463.8 335463.8 358566.8 3844324 406771.6 428393.1 448905.0
LIABILITIES

Accounts payable 62690.0 60037.0 722450 67419.0 60128.0 61982.0  59098. 74831.2 748312 733464 752612 77067.3 78703.1 80132.8

Accrued expenses 144350 146510 14176.0 14603.0 13260.0 14622.0 1#985,3 151325 151325 153378 157382 161159 164580 167569

Accrued compensation 8129.0 9548.0 14996.0 13097.0 11056.0 8204.0 10733, 10733.0 10733.0 10733.0 10733.0 10733.0 10733.0 10733.0

Income tax payable 1231.0

Dividends payable 42.0

Layaway deposits 660.0 515.0 585.0 497.0 1297.0 1742.0 1974.08 1974.0 1974.0 1974.0 1974.0 1974.0 1974.0 1974.0
Total Current Liabilities 85914.0 84751.0 102002.0 95658.0 86572.0 86550.0 86790. 102670.7 102670.7 101391.2 103706.4 105890.2 107868.0 109596.7

Other LT liabilities 10260.0 7686.0 5749.0 6616.0 6661.0 7413.0 8130. 8130.0 8130.0 8130.0 8130.0 8130.0 8130.0 8130.0
Total Non-Current Liabilities 10260.0 7686.0 5749.0 6616.0 6661.0 7413.0 8130.: 8130.0 8130.0 8130.0 8130.0 8130.0 8130.0 8130.0
Total Liabilities 96174.0 92437.0 107751.0 102274.0 93633.0 93963.0  94920. 110800.7 110800.7 109521.2 111836.4 114020.2 115998.0 117726.7
SHAREHOLDER'S EQUITY

Common stock 149.0 150.0 152.0 154.0 155.0 155.0 155. 155.0 155.0 155.0 155.0 155.0 155.0 155.0

Paid in capital 80380.0 828150 B85598.0 B88540.0 88243.0 88873.0 89475. 90275.0  90275.0 947750 99575.0 104575.0 109775.0 115175.0

Retained earnings 115607.0 116071.0 125037.0 138725.0 146633.0 145633.0 143917.0§ 149418.1 149418.1 169300.6 188051.0 203206.4 217650.1 231033.2

Treasury stock -165.0 -165.0 -165.0 -15185.0 -15185.0 -15185.0 -15185.0 -15185.0 -15185.0 -15185.0 -15185.0 -15185.0 -15185.0 -15185.0
Total Shareholder's Equity 195971.0 198871.0 210622.0 212234.0 219846.0 219476.0 218352.(' 224663.1 224663.1 249045.6 272596.0 2927514 312395.1 331178.2

*Figures in thousands*
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Appendix 2: Income Statement

WesTPEAK RSN

Income Statement

2012 2013 2014 2015 Q1 2016 Q2 2016 Q3 2016 Q4 2016 2016 2017 2018 2019 2020 2021
Revenue 654653.0 622204.0 670840.0 683791.0 193672.0 155276.0 160716.0] 189156.7 698820.7 697172.8 715373.3 732540.6 748089.0 761678.9
Cost of Goods Sold 426904.0 394445.0 418416.0 416779.0 117809.0 95150.0 100386.0] 113494.0 426839.0 418303.7 429224.0 439524.3 4488534 457007.4
Gross Profit 227749.0 227759.0 252424.0 267012.0 75863.0 60126.0 60330.0 75662.7 271981.7 278869.1 286149.3 293016.2 299235.6 304671.6
R&D
SG&A 204668.0 202791.0 217034.0 220070.0 57291.0 54418.0 55323.0 60530.1 227562.1 223095.3 228919.5 234413.0 239388.5 2437373
EBITDA 23081.0 24968.0 35390.0 46942.0 18572.0 5708.0 5007.0 15132.5 444195 55773.8 57229.9 58603.2 59847.1 609343
D&A 23950.0 21974.0 20177.0 18577.0 4444.0 42940 4223.0 4952.5 17913.5 17917.8  20691.2 27000.2  29060.8 31463.1
Asset Impairment 61.0I 61.0
SBC 2743.0 3355.0 4007.0 4148.0 1040.0 1687.0 2314.0 800.0 5841.0 4500.0 4800.0 5000.0 5200.0 5400.0
EBIT -3612.0 -361.0 11206.0 24217.0 13088.0 -273.0 -1591.0 9380.0 20604.0 33356.0 31738.7 26603.1 25586.3 24071.2
Interest e‘tpense -48.0 -87.0 13.0 -97.0 -87.0 -94.0 -107.0 -5.0 -293.0 -80.0 -80.0 -80.0 -80.0 -80.0
Other items 1177.0 16.0 83.0 221.0 221.0
Income Before income Tax -4741.0 -290.0 11110.0 24314.0 12954.0 -179.0 -1484.0 93850  20676.0 334360 318187 26683.1 256663 241512
Income Tax -2516.0 -754.0 21440 8787.0 4217.0 -59.0 -648.0 3003.2 6513.2 10030.8 9545.6 8004.9 7699.9 72454
Net Income -2225.0 464.0 8966.0 15527.0 8737.0 -120.0 -836.0 6381.8  14162.8  23405.2 22273.1 18678.2 179664  16905.9
Shares Outstanding, Basic 14672.0  14798.0 14961.0  14996.0 14594.0 14676.0 14677.0 14678.0 14678.0 14678.0 14678.0 14678.0 14678.0  14678.0
Shares Outstanding, Diluted 14672.0 14813.0 15020.0  15056.0 14603.0 14676.0 14677.00 14678.0  14678.0 14678.0 14678.0 14678.0 14678.0 14678.0
Earnings Per Share, Basic S5 015 $§ 003 S 060 S 104 S 0.60 -$ 0.01 -$ 0.06) S 043 § 09 S 159 $§ 152 $§ 127 § 122 § 115
Earnings Per Share, Diluted -$ 015 $ 003 $ 0.60 $ 103 S 0.60 -$ 001 -$ 0.06) s 043 S 096 S 159 § 152 S 127 $ 122 § 1.15

*Figures in thousands, excluding “Earnings Per Share, Basic” and “Earnings Per Share, Diluted”*

Please see legal disclaimer at bottom.
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Appendix 3: Cashflow Statement

«mm=mm|  Cashflow Statement

2012 2013 2014 2015 Q12016 Q22016 Q32016 Q42016 | 2016 2017 2018 2019 2020 2021

Net Income -2225.0 464.0 8966.0 15527.0 8737.0 -120.0 -836.0 6381.8 141628 23405.2 22273.1 18678.2 17966.4 169059
D&A 23950.0 219740 20177.0 18577.0 44440 42940 4223.0 49525 179135 17917.8 20691.2 27000.2 29060.8 31463.1
Asset Impairment 1177.0 1542.0 83.0 0.0 221.0 0.0 61.0 282.0
Deferred Income Tax -2899.0 -1692.0 956.0 699.0 1468.0 -559.0 584.0 1493.0
Gain on sale of former distributiorzenter 0.0 -1526.0 0.0 0.0 0.0 0.0 0.0
Loss on disposal of p&e 42.0 1.0 23.0 31.0 39.0 65.0 171.0 275.0
SBC 2743.0 3355.0 4007.0 4148.0 1040.0 647.0 627.0 800.0 3114.0 4500.0 4800.0 5000.0 5200.0 5400.0
Excess tax benefits from SBC 428.0 305.0 -342.0  -1312.0 -192.0 10.0 1.0 -18..0

Cash Flows before Working Capital 23216.0 244230 33870.0 37670.0 15757.0 4337.0 4831. 12134.3  37059.3 45823.0 477643 50678.3 52227.2 53768.9
Inventory -9847.0 149720 -4556.0 -5963.0 13690.0 -8763.0 1341. -18910.4 -12641.4 6407.7 -37398 -3527.5 -31949  -2792.4
Prepaid & other current assets -126.0 -573.0 -3383.0 2403.0 -1335.0 -1407.0 396. -585.5. -2931.5 2583.4 -327.6 -309.0 -279.9 -244.6
Other assets 57.0 55.0 48.0 -67.0 2.0 -28.0 15, -11.0
Accounts payable -16251.0 -2653.0 12082.0 -5000.0 -7437.0  2000.0 -2884. 15733.2 7412.2 -1484.8 19148 1806.1 1635.8 1429.7
Accrued expenses & other LT L -2081.0 -2565.0 -3016.0 -568.0 -1579.0 1018.0 1760. 147.5 1346.5 205.3 400.4 377.7 342.1 299.0
Accrued compensation -2216.0 1419.0 54480 -1899.0 -2041.0 -2852.0 2529. -2364.0
Income tax receivable/payable 9633.0 435.0 -237.0 1000.0 2708.0 -3332.0 -1933, 2983.7 426.7 B43 -24.9 -23.5 -21.3 -18.6
Layaway deposits 57.0 -145.0 70.0 -88.0 800.0 445.0 232. 1477.0

Cash Provided By Operating Activitis 2342.0 35368.0 40326.0 27488.0 20565.0 -8582.0 6287. 11502.8 29772.8 53618.9 45987.1 49002.0 50709.0 52442.0
Purchases of investment securities 0.0 -245480 -22183.0 -443100 -8190.0 -8602.0 -20082. -36874.0
Sales/redemptions of investment ¢curities 1217.0 172520 9667.0 15046.0 7209.0 11183.0 18728, 37120.0
Proceeds from sale of former dist..enter 0.0 2941.0 0.0 0.0 0.0 0.0 0.

Purchases of property & equipmer -7332.0 -8469.0 -11002.0 -19601.0 -3461.0 -6528.0 -6678. -7000.0 -23667.0 -26667.0 -29667.0 -32667.0 -35667.0 -38667.0

Cash Used in Investing Activities -6115.0 -12784.0 -23518.0 -44865.0 -4442.0 -3947.0 -8032. -7000.0 -23421.0 -26667.0 -29667.0 -32667.0 -35667.0 -38667.0
Excess tax benefits from stock-basd payment -428.0 -305.0 342.0 1312.0 192.0 -10.0 -1. 181.0
Cash used to settle witholding tax¢ on stock a -522.0 -668.0 -1592.0 -2586.0 -1528.0 -7.0 -24, -1555.0
Proceeds from exercise of stock ojions 0.0 54.0 28.0 70.0 0.0 0.0 0. 0.0
Dividends paid to stockholders 0.0 0.0 0.0 -1797.0 -871.0 -880.0 -880. -880.7 -351.7 -3522.7 -3522.7 -3522.7 -3522.7 -3522.7
Repurchase of common stock 0.0 0.0 0.0 -15020.0 0.0 0.0 0. 0.0

Cash Provided By (Used In) Financiz Activities -950.0 -919.0 -1222.0 -18021.0 -2207.0 -897.0 -905. -880.7" -4889.7 -3522.7 -3522.7 -3522.7 -3522.7 -3522.7

Foreign Exchange Impact 0.0 0.0 0.0 0.0 0.0 0.0 0. 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Beginning Cash Balance 419860 3726307 5892807 745140 391160 530320 396060 36956.07 3911607 4057817 64007.3 768047 89617.0 1011363
Net Change in Cash -4723.0 21665.0 15586.0 -35398.0 13916.0 -13426.0 -2650. 3622.1 1462.1 23429.2 12797.4 128123 115193 102523

Ending Cash Balance 37263.0 58928.0 745140 391160 53032.0 39606.0  36956. 40578.1 40578.1 64007.3 76B04.7 89617.0 101136.3 111388.6

*Figures in thousands*
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Appendix 4: Revenue Analysis

\

2012 2013 2014 2015 Q1 2016 Q2 2016 Q3 2016 Q4 2016 2016 2017 2018 2019 2020 2021
Accessories growth 7.44% 20.26% 5.45% 4.00% 4.00% 0.00% 3.00% 3.00% 3.00% 3.00% 2.50% 2.00%
Children's growth -4.96% 3.82% -1.99% -8.00% -8.00% 7.00% -2.00% 0.00% 1.00% 1.00% 1.00% 1.00%
Ladies' growth -14.79% -0.48% 1.93% -9.00% -6.00% -2.00% -3.00% 0.00% 2.00% 2.00% 2.00% 2.00%
Men's growth -4.96% 1.83% 1.93% -2.00% 0.00% -1.00% -1.00% 0.00% 1.00% 1.00% 1.00% 1.00%
Home growth -4.96% 43.76% 1.93% 22.00% 30.00% 34.00% 20.00% 15.00% 15.00% 10.00% 7.50% 5.00%
Total Revenue Growth, YoY 2.2% -5.0% 7.8% 1.9% -0.6% 0.9% 1.1% 7.4% 0.3% 1.6% 2.6% 2.4% 2.1% 1.8%
Total Revenue 654653.0 622204.0 670840.0 683791.0 193672.0  155276.0 160716.0 189156.7 685910.8 697172.8 7153733 732540.6 748089.0 761678.9
Accessories revenue 150570.2 161773.0 194543.6 205137.3 nfa nfa nfa nfa 211291.4 217630.2 224159.1 230883.8 236655.9 241389.1
Children's revenue 176756.3 167995.1 174418.4 170947.8 nfa nfa n/a| nfa 167528.8 167528.8 169204.1 170896.1 172605.1 1743311
Ladies' revenue 1898454  161773.0  161001.6 164109.8 nfa nfa n/a nfa 159186.5 159186.5 162370.3 165617.7 168930.0 172308.6
Men's revenue 117837.5 111996.7 114042.8 116244.5 nfa nfa nfa nfa 115082.0 115082.0 116232.8 117395.2 118569.1 119754.8
Home revenue 19639.6 18666.1 268336 27351.6 nfa n/a n/a nfa 32822.0 377453 43407.1 47747.8 51328.8 53895.3
Total Revenue 654653.0 622204.0  670840.0 683791.0 193672.0 155276.0  160716.0 189156.7 685910.8 697172.8 715373.3 732540.6 748089.0 761678.9

Appendix 5: B.A.S.E

RESEARCH

2012 2013 2014 2015 Q12016 Q22016 Q32016 JQ42016 2016 2017 2018 2019 2020 2021
Beginning PP&E 50632.0 49816.0 52935.0] 54478.0" 50632.0" 56525.5" 65274.6 742505 79917.3 86523.5
Add: Capital Expenditures 3461.0 6528.0 6678.0 70000 23667.0 26667.0 29667.0 32667.0 35667.0 38667.0
Add: Acquisitions
Less: Divestitures
Less: Depreciation Expense -4444.0 -4294.0 -4223.0 495257 1179135 -17917.8 -20691.2 -27000.2 -29060.8 -31463.1
Adjust 167.0 885.0 -912,CI 140.0
Ending Net PPEE 50632.0 49816.0 52935.0 SMTB.OF 56525.5 56525.5 65274.6 74250.5 79917.3 86523.5 937274
Capex, % of beginning PP&E 7% 13% 13% 15% 47% a47% 45% 47% 45% 43%
Estimated useful life 114yrs 116yrs 125yrs| 110yrs 11.3yrs 12.6yrs 12.6yrs 110yrs 11.0yrs 11.0yrs
Beginning Retained Earnings -15185.0] -16901.0" -15185.0" -11399.9" 102440 307557 459111 60354.8
Add: Net Income -336.(;.'] 6381.8 5545.8 234052 22273.1 186782 17966.4 169059
Less: Dividends Paid -880. -880.7  -1760.7 -1761.4  -1761.4  -3522.7  -3522.7 -3522.7
Ending Retained Earnings -15185.0 -16501.0' -11399.9 -11399.9 10244.0 30755.7 459111 60354.8 737379

*Figures in thousands*
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Appendix 6: Assumptions

WesTPeax RN Assumptions

2012 2013 2014 2015 Q12016 Q22016 Q32016 Q42016 2016 2017 2018 2019 2020 2021

Margin Assumptions

COGS Margin 65.2% 63.4% 62.4% 61.0% 60.8% 61.3% 62.5% 60.0% 61.1% 60.0% 60.0% 60.0% 60.0% 60.0%
R&D Margin 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
SG&A Margin 31.3% 32.6% 32.4% 32.2% 29.6% 35.0% 34.4% 32.0% 32.6% 32.0% 32.0% 32.0% 32.0% 32.0%
EBITDA Margin [ 3.5% 4.0% 5.3% 6.9% 9.6% 3.7% 3.1% 8.0% 6.4% 8.0% 8.0% 8.0% 8.0% 8.0%
Income Tax Rate 53.1%  260.0% 19.3% 36.1% 32.6% 33.0% 43.7% 32.0% 31.5% 30.0% 30.0% 30.0% 30.0% 30.0%

Net Working Capital Assumptions|

Income Tax Receivable, Days Sales Outstanding .6x 2% .5x X .Ox 1.2x 2.3x 5x .5x 5% 5x 5% X 5%
Inventory DIH 121.0x 117.1x 114.3x 120.0x 95.3x 126.3x 118.5x] 120.0x 128.0x 125.0x 125.0x 125.0x 125.0x 125.0x
Accounts Payable, Days Outstanding 53.6x 55.6x 63.0x 59.0x 46.4x 59.3x 53.6x 60.0x 64.0x 64.0x 64.0x 64.0x 64.0x 64.0x
Prepaid Expenses, % of sales 1.6% 1.8% 2.2% 1.8% 7.0% 9.6% 9.1% 8.0% 2.2% 1.8% 1.8% 1.8% 1.8% 1.8%
Accrued Expenses, % of sales 2.2% 2.4% 2.1% 2.1% 6.8% 9.4% 9.3% 8.0% 2.2% 2.2% 2.2% 2.2% 2.2% 2.2%
Capital Expenditures -7332 -8469 -11002 -19601 -3461 -6528 ~65?8J -7000 -23667 -26667 -29667 -32667 -35667 -38667
Acquisitions 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Divestitures 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Dividends paid -875.6 -880.6 -880. -880.7  -3522.7 -3522.7 -3522.7 -3522.7 -3522.7 -3522.7
Dividends per share § 006 § 006 5 0.061 S 006 S 0240 S 0240 S 0240 S 0240 S 0240 S 0240

*Capital expenditures and dividends paid in thousands*
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Appendix 7: Discounted Cash Flow Analysis (DCF)

Discounted Cashflow

2012 2013 Q12014 Q22014 Q32014 Q42014 2014 Q12015 Q2 2015 Q3 2015 Q4 2015 2015 Q12016 Q22016 Q32016 Q4 2016 2016 2017 2018 2019 2020 2021
'WACC Calculation
Debt to Total Capitalization 0.0%4
Cost of Debt 0.0%
Cost of Equity 10.0%
Tax Rate 32.0%
'WACC 10.00%
Growth Rate 2.0%
Free Cash Flow Analysis
EBIT -3612.0 -361.0 141140 -4858.0 -3240.0 5190.0 11206.0 16779.0 375.0 1167.0 5895.0 24217.0 13088.0 -273.0 -1591.9 §380.0 206040 333560 317387 26603.1  25586.3 240712
Tax Rate 53.1% 260.0% 35.7% 48.0% 32.0% 10.0% 19.3% 328% 58.2% 47.4% 41.9% 36.1% 32.6% 33.0% 43.7% 32.0% 315% 30.0% 30.0% 30.0% 30.0% 30.0%
DEA 239500 219740 5160.0 5108.0 50380 4871.0 20177.0 4813.0 4620.0 4589.0 4555.0 18577.0 44440 42940 4223.0 45525 179135 17917.8 206912 27000.2  29060.8 31453.1
Change in NWC -20874.0 109450 10159.0 -5058.0 1630.0 -275.0 6456.0 1403.0 -10480.0 -24.0 -1081.0,  -10182.0 4808.0 -12919.0 1456.01 63157 728857 7958”72 6763 15182 -1327.0
Capital Expenditures -7332.0 -8469.0 -18456.0 -3803.0 -3440.0 -1913.0 -11002.0 -1866.0 -6977.0 -4987.0 -S771.0¢ =19601.0 -3461.0 -6528.0 -5578.3 -7000.0  -23667.0 -26667.0 -29667.0 -32667.0 -35667.0 -38667.0
Free Cash Flow 35796.9 3137.6 2230.8 3836.0 -2235.6 7902.4 11762.5 12817.0 8280.0 2400 3292.8 24623.1 5002.4 10502.0 -4807. 4962.5  15646.5 6804.1 150184 146316 128224 1089729
Discounted Free Cash Flow 14918.4 6185.6 136531 133015 116568 5975.4
Share Price Calculation WACC
- | | 300%  400%  500%  600%  7.00%  B00%  9.00%  10.00%

Free Cash Flow Sum 69690.7] 1.50%| 5 5391 § 3530 § 2734 § 2293 5 2014 5 18.20 § 1679 § 15.72
Terminal Value 893233 1.70%(5 6063 § 3748 5 2838 § 2353 5§ 2051 $ 1846 § 1698 § 15.86

Enterprise Value 159014.0| 1.90%| 5 69.78 § 40,08 § 2956 § 2418 5 2082 5 18.74 § 17.18 § 16.00

Less: Debt 0.0 Growth Rate 200%|5 7573 § 4157 § 3020 § 2453 § 2114 § 1888 § 1728 § 1608

Add: Cash 76551.0) 2.10%| 5 B300 § 4322 § 3089 § 2450 5 2136 5 19.03 § 17.38 § 16.15
|Equity 235965.0) 230%|5 10378 5§ 4710 5 3242 $ 2570 $ 2184 § 19.35 § 17.60 § 16.31

Shares Outstanding 14677.0 2.50%|5 14118 § 52.01 § 3420 § 26,58 5 2236 5 19.68 § 17.83 § 16.48

Iimplied Share V: H 16.08

*Figures in thousands*
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Appendix 8: Comparable Companies Analysis (CCA)

*Figures in millions*

Cash Debt Market Capitalization EV FWD EBITDA |  Share Price FWD EPS | EV/EBITDA P/E
Tilly's 105.3 1.1 376.6 272.4 44.7 $13.19 $0.43 6.1x 30.7 x
Chico's FAS 130.7 84.8 1726.2 1680.3 265.2 $13.36 $0.75 6.3 x 17.8x
Buckle 213 0 989.5 776.5 191 $20.35 $2.13 41x 9.6 x
Target 1231 12826 35808.1 47403.1 7347 $63.75 $5.05 6.5 x 12.6x
L Brands 654 5724 17037.3 22107.3 2504.9 $59.58 $3.61 88x 16.5 x
Cato Corporation 2429 0 692 449.1 107.9 $25.78 $1.68 42x 15.3x
Citi Trends 76.951 0 240.7 163.7 373 $15.90 $0.91 44x 17.5x
HIGH AVERAGE LOW IMPLIED TARGET EV IMPLIED TARGET SHARE PRICE
EV/EBITDA 8.8x 6.0x 41x 223.40 S 2046
32920 HIGH § 27.67
15164 LOW § 1557
HIGH AVERAGE LOW IMPLIED P/E IMPLIED TARGET SHARE PRICE
P/E 30.7x 17.1x 9.6x 17.1x $ 1555
30.7x $ 2791
9.6x S 869
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Legal Disclaimer

The content, opinions, estimates, and projections contained in this report are those of WestPeak Research
Association (known as “WestPeak” or “WestPeak Research”) and its directors, analysts, and affiliates and are
subject to change without notice. The content, opinions, estimates, and projections on this report may not have
been updated directly by WestPeak and its directors, analysts, and affiliates and may also have been altered or
without your or our knowledge. WestPeak and its directors, analysts, and affiliates, without exception, do not
accept any liability for factual, typographical, and grammatical errors, omissions, or content in this report.
WestPeak and its directors, analysts, and affiliates do not accept any liability for damages arising from the use
of or reliance on any of the content, opinions, estimates, and projections on this report. WestPeak and its
directors, analysts, and affiliates endeavor to ensure that the content, opinions, estimates, and projections have
been compiled or derived from sources that we believe are reliable and contain information and opinions that
are accurate and complete. Information may be available to WestPeak and its directors, analysts, and affiliates
that is not reflected in this report. The information in this report is not intended to be used as the primary basis
of investment decisions, and because of individual client objectives, should not be construed as advice designed
to meet the particular investment needs of any investor. This report is for information purposes only and is not
an offer to sell or the solicitation of an offer to buy any security. WestPeak and its directors, analysts, and
affiliates may have a personal long or short position in any of the securities discussed herein, related securities
or in options, futures or other derivative instruments based thereon. The reader should assume that WestPeak
and its directors, analysts, and affiliates may have a conflict of interest and should not rely solely on this report
in evaluating whether or not to buy or sell securities of issuers discussed herein. The reader, by the viewing of
and use of the content, opinions, estimates, and projections contained in this report is assumed by WestPeak
and its directors, analysts, and affiliates to have fully read, understood, and unconditionally agreed to all the
terms and conditions set forth in this legal disclaimer.

Alexa Wu
Analyst

WestPeak Research Association
contact@westpeakresearch.com
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