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Key dates
Offer announced

16 June 2017

Date of Bidder's Statement

16 June 2017

Offer Period commences

10 July 2017

Date of Target's Statement

7 July 2017

Offer Period closes (unless Offer is extended or
withdrawn)

10 August 2017

Important notices
Target's Statement
This document is a Target's Statement dated 7 July 2017 and is issued by The PAS Group Limited ACN
169 477 463 (PAS) under Part 6.5 Division 3 of the Corporations Act. This Target's Statement is given by
PAS in response to the on-market takeover offer made by Brand Acquisition Co., LLC (BAC) in its
Bidder's Statement.

ASIC and ASX disclaimer
A copy of this Target's Statement was lodged with ASIC and ASX on 7 July 2017. Neither ASIC, ASX
nor any of their respective officers takes any responsibility for the content of this Target's Statement.

BAC and Coliseum information in this Target's Statement
The information in this Target’s Statement in relation to BAC and Coliseum has been prepared by PAS
using publicly available information including the Bidder’s Statement. PAS and its Independent Board
Committee are unable to verify the accuracy or completeness of that information. The information on
BAC and Coliseum in this Target's Statement should not be considered comprehensive. Accordingly, to
the maximum extent permitted by law, PAS does not make any representation or warranty, express or
implied, as to the accuracy or completeness of that information.

No account of personal circumstances
This Target's Statement does not take into account your individual investment objectives, financial
situation or particular needs. It does not contain personal advice. PAS is not licensed to provide financial
product advice in relation to PAS Shares or any other financial products. This Target's Statement should
not be relied on as the sole basis for any investment decision in relation to PAS Shares or the Offer
generally. The Independent Board Committee encourages you to obtain independent legal, financial,
taxation or other professional advice before deciding whether or not to accept the Offer.

Forward looking statements
Some statements in this Target's Statement are in the nature of forward looking statements. You should be
aware that these statements are predictions only and are subject to inherent risks and uncertainties. Those
risks and uncertainties include factors and risks specific to PAS as well as general economic conditions
and conditions in the financial markets, exchange rates, interest rates and the regulatory environment,
many of which are outside the control of PAS and its Directors. Actual events or results may differ
materially from the events or results expressed or implied in any forward looking statement.
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None of PAS, any of its officers or any person named in this Target's Statement with their consent or
anyone involved in the preparation of this Target's Statement makes any representation or warranty
(either express or implied) as to the accuracy or likelihood of fulfilment of any forward looking statement
or any events or results expressed or implied in any forward looking statement, except to the extent
required by law. You are cautioned not to place undue reliance on those statements.
The forward looking statements in this Target's Statement reflect views held only as at the date of this
Target's Statement. PAS has no obligation to disseminate any updates or revisions to any statements to
reflect any change in expectations in relation to those statements or any change in events, conditions or
circumstances on which any of those statements are based unless it is required to do so under Division 4
of Part 6.5 of the Corporations Act to update or correct this Target's Statement (i.e. for certain matters that
are material from the point of view of a Shareholder) or under its continuous disclosure obligations under
the Corporations Act and the ASX Listing Rules.

Privacy statements
PAS has collected your information from the PAS share registry for the purpose of providing you with
this Target's Statement. The type of information PAS has collected about you includes your name, contact
details and information on your PAS shareholding. The Corporations Act requires the name and address
of Shareholders to be held in a public register.

Defined terms
Certain terms used in this Target's Statement have defined meanings, as set out in Section 8 of this
Target's Statement.

No internet site is part of this Target's Statement
No internet site is part of this Target's Statement. PAS maintains an internet site
(http://www.thepasgroup.com.au/). Any references in this Target's Statement to this internet site are
textual references only and the information contained on the site does not form part of this Target's
Statement.
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Chairman's letter
7 July 2017
Dear fellow PAS Shareholder
On 16 June 2017, Brand Acquisition Co., LLC (BAC) announced an unsolicited on-market takeover offer
to acquire all PAS Shares that it or its associates do not already own for $0.51 cash per Share (Offer and
Offer Price respectively).
BAC is owned by Coliseum Capital Partners, L.P., Coliseum Capital Partners II, L.P. and Blackwell
Partners, LLC, Series A in different ownership proportions. Coliseum Capital Management, LLC
(Coliseum) is an investment manager to BAC and its owners.
Coliseum is PAS' largest shareholder, with a shareholding in PAS of approximately 48.56% immediately
prior to the announcement of the Offer.
The Offer is unconditional. As a result, BAC (Coliseum) has been able to acquire PAS Shares up to its
Offer Price of $0.51 by on-market purchases from 16 June 2017. From 10 July 2017, BAC (Coliseum)
will be able to acquire further PAS Shares by any acceptances of its Offer.
With a shareholding in PAS of approximately 54.33% as at the date of this Target's Statement, Coliseum
has now gained control of PAS.
Independent Board Committee formed to respond to the Offer
To oversee PAS' evaluation and response to the Offer, the Board established an independent board
committee (IBC). The IBC comprises the Directors who are independent of Coliseum; namely Rod
Walker, Craig Holland and Eric Morris. PAS Directors Adam Gray and Matthew Lavelle are nominees of
Coliseum. They have not participated in PAS' response to the Offer and do not make a recommendation
on whether or not Shareholders should accept the Offer.
This document is PAS' Target's Statement, which sets out the recommendation of the IBC in response to
the Offer and the reasons for that recommendation.
IBC's recommendation
The IBC unanimously recommends that you REJECT the Offer. The IBC considers that you will be
better off retaining your PAS Shares, rather than exiting your investment in PAS for $0.51 cash per Share
by accepting the Offer.
Each member of the IBC intends to REJECT the Offer for all PAS Shares held by him or in which he
otherwise has a relevant interest.
A key consideration for the IBC is whether the Offer Price of $0.51 fully reflects the underlying value of
PAS Shares. To assist the IBC in this regard, ShineWing Australia Corporate Finance Pty Ltd
(ShineWing) was engaged as an independent expert to express an opinion on whether or not the Offer is
fair and reasonable for PAS Shareholders not associated with Coliseum. (In any event, an independent
expert's report is required by law to be included in this Target's Statement, as Coliseum has representation
on the PAS Board and Coliseum's shareholding before the Offer was announced was already over 30%.)
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Independent Expert's conclusion
ShineWing, as the Independent Expert, has concluded that the Offer is NEITHER FAIR NOR
REASONABLE for Shareholders not associated with Coliseum. The Independent Expert has estimated
the fair market value of PAS Shares to be in the range of $0.64 to $0.71. This is well above the Offer
Price of $0.51 per Share. A copy of the Independent Expert's Report is included in Appendix 1 to this
Target's Statement.
Why you should REJECT the Offer
The IBC considers that there are 4 key reasons why you should REJECT the Offer:
1.

The Offer is opportunistic and does not reflect fair value for your PAS Shares.

2.

The Independent Expert has concluded that the Offer is NEITHER FAIR NOR
REASONABLE.

3.

The fundamentals of PAS' business, including its business model, key financial metrics and
outlook, are sound. By accepting the Offer or selling your PAS Shares on market, you will lose
the opportunity to participate in any potential upside in PAS.

4.

By accepting the Offer or selling your PAS Shares on market, you will lose the opportunity to
participate in any subsequent higher offer for your PAS Shares from Coliseum or any other third
party. Coliseum's current Offer is the second it has made within two years. In its latest Bidder's
Statement, Coliseum expressly indicates that it may make a further on-market offer in the future
including within six months of the end of the current Offer Period.1

Section 1.2 of this Target's Statement elaborates on each of these four reasons to REJECT the Offer.
The IBC recognises that there are countervailing reasons why some Shareholders may wish to accept the
Offer. Some of those reasons are set out in Section 1.3 of this Target's Statement. The IBC has had due
regard to those reasons in arriving at its recommendation to REJECT the Offer.
Further information
You should read this Target's Statement in its entirety. You should also carefully consider the Offer
having regard to your own personal risk profile, investment strategy and tax position. You may also wish
to seek independent legal, financial, taxation or other professional advice in relation to your overall
assessment of the Offer.
The IBC will continue to keep you updated on all material developments relating to the Offer.
Yours sincerely

Rod Walker
Chairman

1

Bidder's Statement, section 7.4, sub-heading 'Further acquisitions of PAS Shares'.
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What Does the IBC Recommend?
REJECT the Offer
To REJECT the Offer DO NOTHING
Ignore all documents sent to you by BAC
IBC's reasons to Reject the Offer
1. The Offer is opportunistic and does not reflect fair value for your PAS Shares.
2. The Independent Expert has concluded that the Offer is neither fair nor
reasonable.
3. By accepting the Offer or selling your PAS Shares on market, you will lose the
opportunity to participate in any potential upside in PAS.
4. By accepting the Offer or selling your PAS Shares on market, you will lose the
opportunity to participate in any subsequent higher offer that may arise either
from Coliseum or any other third party.

Section 1.2 of this Target's Statement elaborates on these four reasons.
Reasons why you may nevertheless wish to accept the Offer are set out in
Section 1.3 of this Target's Statement.
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1.

IBC's evaluation of the Offer in detail

1.1

Recommendation and intentions
(a)

Recommendation

The IBC unanimously recommends that you REJECT the Offer, for the reasons set out in
Section 1.2 of this Target's Statement.
After taking into account the matters in this Target's Statement, the Bidder's Statement, and the
Independent Expert Report, the IBC has also identified possible reasons why a Shareholder may
nevertheless wish to accept the Offer. Those reasons are set out in Section 1.3 of this Target's
Statement.
The IBC is mindful that the Offer may affect Shareholders in different ways depending on their
individual circumstances. Therefore, in evaluating the Offer, the IBC encourages you to:
•

read the whole of this Target's Statement and the Bidder's Statement;

•

have regard to your individual risk profile, portfolio strategy, tax position and financial
circumstances;

•

consider the choices available to you and ensure you understand the consequences of those
choices, as outlined in this Target's Statement;

•

carefully consider Section 1.2 (Reasons why you should REJECT the Offer), Section 1.3
(Possible reasons why Shareholders may wish to accept the Offer) and Section 4
(Information about the Offer and other important issues) of this Target's Statement; and

•

seek independent financial, legal, taxation or other professional advice if you are in any
doubt as to what you should do in response to the Offer.

The IBC will keep you informed of any material developments relating to the Offer.
(b)

Directors' personal intentions

As at the date of this Target's Statement, the PAS Directors and their respective interests in PAS
Shares are set out in the table below:
Name

Position

Shares held by or on
behalf of Director

Rod Walker

Non Executive Chairman

160,853

Eric Morris

CEO and Managing Director

1,598,134

Craig Holland

Non Executive Director

10,000

Adam Gray

Non Executive Director

74,261,9762

Matthew Lavelle

Non Executive Director

Nil

Additionally, Eric Morris has an interest in 1,729,652 PAS Performance Rights.3

2
3

Adam Gray has an indirect interest in approximately 74,261,976 PAS Shares through his directorship and
ownership interests in the Coliseum group of associated entities.
The 2,623,688 PAS Options held by Eric Morris were not exercised and expired on 30 June 2017.
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Adam Gray and Matthew Lavelle are nominee directors of Coliseum (Coliseum Nominee
Directors). Accordingly, they have not participated in PAS' response to the Offer and do not
make a recommendation on whether or not the Offer should be accepted.
Each member of the IBC intends to REJECT the Offer for all PAS Shares held by him or in
which he otherwise has a relevant interest.

1.2

Reasons why you should REJECT the Offer
This Section outlines the four key reasons why the IBC recommends that Shareholders REJECT
the Offer.
However, you should be aware that rejecting the Offer will mean that you will remain a minority
Shareholder of PAS. The implications of this are set out at Sections 1.3 and 4.4 of this Target's
Statement.
Reason 1 – The Offer is opportunistic and does not reflect fair value for your PAS Shares
The timing of the Offer is opportunistic
The Offer appears to have been opportunistically timed to exploit the susceptibility of PAS Shares
to significant price fluctuations on small volumes. Specifically, it appears that the Offer was
selectively timed to coincide with the low closing price for PAS Shares of $0.49 on 15 June 2017
(being the last Trading Day before the Offer was announced). The opportunistic timing of the
Offer is illustrated by the following share price metrics:
•

The closing price of PAS Shares has been as high as $0.80 in the last 12 months.4

•

As recently as 15 March 2017, the closing price of PAS Shares was $0.70.

•

For the period from 15 March 2017 to 15 June 2017 (being the last Trading Day before the
Offer was announced), PAS Shares traded at an average daily VWAP of $0.59 - this is
approximately 15.7% above the Offer Price of $0.51.

Viewed in this context, the Offer Price of $0.51 embodies practically no premium.

4

52 week high on 6 October 2016.
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The chart below compares the Offer Price of $0.51 per Share against the average daily VWAP of
PAS Shares over the 3-month, 6-month and 12-month period prior to the announcement of the
Offer.
Comparison of Offer Price to average daily VWAP5
$0.80
$0.67

$0.70

$0.65
$0.59

$0.60

$0.49

$0.50

$0.51

$0.40
$0.30
$0.20
$0.10
$0.00
12 months to 13
June 2017

6 months to 13
June 2017

3 months to 13
June 2017

13 June 2017
close price

BAC offer price

The chart below illustrates how the Offer Price of $0.51 per Share compares against the historical
trading price of PAS Shares over the 12 month period prior to announcement of the Offer. During
this period, PAS Shares have traded as high as $0.80.
28 Jul 2016
Announcment
of Metallicus
divestment
26 Aug 2016
FY16 Full Year
Results
Announcement

$0.90
$0.80

19 May 2017
Business
Update

$0.70
24 Feb 2017
Half Yearly Report
and Accounts

$0.60
$0.50
$0.40
$0.30
$0.20
$0.10
$0.00
Jun-16

Jul-16

Aug-16

Sep-16

Oct-16

Nov-16 Dec-16

PGR Close Price

5

Jan-17

Feb-17 Mar-17

Apr-17 May-17

BAC Offer Price

Sourced from S&P CapitalIQ. Daily VWAP figures and close prices taken for periods to 13 June 2017
being the last day on which PAS Shares were traded prior to the announcement of the Offer.
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The Offer does not reflect the fair value of PAS Shares
The IBC considers that the Offer Price of $0.51 per Share:
• fails to reflect the current fair value of PAS Shares – this is supported by the Independent
Expert's valuation of $0.64 to $0.71 per Share (see further Reason 2 below); and
•

does not embody any premium to appropriately recognise a number of initiatives and growth
strategies that are well underway (see further Reason 3 below).

PAS Shares provide an attractive dividend yield
In FY16, PAS declared fully franked dividends totalling $0.052 per Share. This implies the
following FY16 dividend yields for PAS Shareholders:
•

10.61% - based on the last closing price prior to the announcement of the Offer of $0.49.

•

7.76% - based on the 12 month average daily VWAP up to 15 June 2017 (being the last day
of trading prior to the announcement of the Offer) of $0.67.

•

10.20% - based on the Offer Price of $0.51 per PAS Share.

In FY17, PAS also declared an interim dividend of $0.026 per Share fully franked.
Accordingly, the IBC considers that PAS Shares have historically offered an attractive yield
which is not adequately reflected in the Offer Price of $0.51 per Share.
Reason 2 – The Independent Expert has concluded that the Offer is neither fair nor
reasonable
The IBC engaged ShineWing as the Independent Expert to prepare a report expressing an opinion
as to whether or not the Offer is fair and reasonable for PAS shareholders not associated with
Coliseum. The Independent Expert has assessed the full underlying value of PAS Shares to
be in the range of $0.64 to $0.71 per Share. The Offer Price of $0.51 per Share is well below
this range. Accordingly, the Independent Expert has concluded that the Offer is neither fair nor
reasonable to Shareholders not associated with Coliseum.
The Independent Expert states:6
"ShineWing Australia Corporate Finance has concluded that the Takeover Bid is NEITHER FAIR
NOR REASONABLE to the Non-Associated Shareholders.
While there are certain factors that could be attractive to the PAS Shareholders in the absence of
a superior proposal, in our opinion as at the date of this report, these factors are not, on balance,
sufficient to conclude that PAS Shareholders should be prepared to accept less than fair market
value for their PAS Shares.
In forming our opinion, we have also considered that the Offer Price is at a discount of between
25% and 40% compared with the low and high end of our valuation range respectively, on a
100% control basis….

6

Pages 2,3, 4 and 7 of the Independent Expert's Report.
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In accordance with our basis of evaluation of the Takeover Bid (set out in Section 6 of this
Report), we have assessed whether the Takeover Bid is fair to PAS Shareholders by comparing
the Offer Price of $0.51 per share to our assessed value of a PAS Share. The results of our
analysis are summarised in the table below:
Low
$'000

High
$'000

Mid
$'000

21,000

21,000

21,000

4.50

5.00

4.75

94,500

105,000

99,750

- White Runw ay's earn-out payment

(2,600)

(2,600)

(2,600)

- Capital expenditure required to achieve the FY18 forecast

(5,000)

(5,000)

(5,000)

Future maintainable earnings
EBITDA multiple adopted on control basis (Times)
Enterprise value on a control basis
Deduct surplus liabilities:

Fair m arket value of Equity on a control basis
No of shares issued
Fair m arket value per share (control basis) ($)
The Offer Price ($)
Discount ($)
Discount (%)

86,900

97,400

92,150

136,690,860

136,690,860

136,690,860

0.64
0.51
(0.13)
-25%

0.71
0.51
(0.20)
-40%

0.67
0.51
(0.16)
-32%

Source: SWA Analysis

As illustrated in the table above, the Offer Price is significantly lower than our assessed value per
PAS Share of $0.64 to $0.71. On this basis, we consider the Takeover Bid is not fair to PAS
Shareholders.…
Pursuant to Regulatory Guide 111 (“RG 111”), an offer may be reasonable if, despite not being
fair, after considering other significant factors, the expert is of the view that there are sufficient
reasons for shareholders to accept the offer in the absence of any higher bid before the close of
the offer. In assessing the reasonableness of the Takeover Bid, we have considered the following
advantages, disadvantages and other factors….
Following our assessment above, we have concluded that as a whole, the Takeover Bid is not
reasonable."
The Independent Expert's Report is included in full in Appendix 1 to this Target's Statement. You
should read that report in its entirety, as part of your assessment of whether or not to accept the
Offer.
Reason 3 – By accepting the Offer or selling your PAS Shares on market, you will lose the
opportunity to participate in any potential upside in PAS
By accepting the Offer for all of your Shares or by selling all of your PAS Shares on market, you
will exit your investment in PAS completely and lose the opportunity to participate in the
expected further growth of PAS.
PAS has a highly credentialed management team, with a clear strategy. PAS is well placed to
generate strong future returns from PAS' unique and diversified portfolio of brands and assets and
its strong relationships with major customers. The management team is progressing a range of
longer-term growth opportunities through leveraging the strength of PAS' infrastructure and
portfolio of brands. Although PAS is exposed to the challenges of the retail environment and
changes in economic and retail conditions, PAS has a number of initiatives and growth strategies
that are well underway and which are expected to underpin PAS' outlook for improved
performance. Details of those initiatives and growth strategies are set out below.
The emergence of Coliseum on PAS' share register in December 2014, together with its increase
in ownership levels in PAS since then and, in particular, Coliseum's decision to make a second
unconditional Offer within two years, are all matters that the IBC believes reflect Coliseum's
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strong confidence in PAS' underlying business, its future earnings growth and profitability. This
confidence is aptly captured by the following comments in the Bidder's Statement:7
"Based on Coliseum's extensive research and its discussions with leadership at PAS, the Bidder
believes that PAS is well positioned with seasoned management and a talented employee base to
continue to drive profitable growth, and that PAS ownership of a collection of storied Australian
brands and ability to fill an under-served niche in the Australian market has the potential to
continue creating meaningful value." (emphasis added)
"The Bidder is supportive of the strategy executed by management and the PAS Board to date
and, going forward, believes the following areas of focus continue to offer significant
opportunity for PAS to create further value…" (emphasis added)
The IBC believes that Coliseum's significant investment experience, its previous track record of
working constructively with other management teams and its in depth knowledge of PAS'
business provide a sound platform for enhancing value for all PAS stakeholders. This supports the
IBC's view that you are better off retaining your PAS Shares rather than exiting your investment
at $0.51 cash per Share by accepting the Offer.
The IBC further considers that Shareholders should not be unduly concerned by Coliseum's
ownership interest in PAS sitting at approximately 54.33%, as at the date of this Target's
Statement. For the reasons set out in Section 1.3 below, this level of control does not mean that
PAS faces imminent delisting or that the current illiquidity in PAS Shares will be materially
exacerbated. If Coliseum's ownership interest increases materially between the date of this
Target's Statement and the close of the Offer, the IBC will monitor the position and reassess its
view on the likelihood of PAS potentially being delisted.
The Offer fails to reflect the value of a number of initiatives and growth strategies that are well
underway
The IBC considers that the timing of the Offer is opportunistic (refer to Reason 1). Over the past
24 months, PAS and the broader retail sector have experienced challenging trading conditions and
subdued consumer sentiment.
PAS' performance is sensitive to changes in economic and retail conditions in Australia and the
cyclical patterns of consumer spending. The apparel market is also becoming an increasingly
global market through the impact of overseas retailers on domestic trade. However, PAS has a
diversified business model and a clear strategy to remain highly competitive and attractive to
customers in this changing landscape. The expected imminent arrival of Amazon in Australia is
likely to have an impact on the retail sector. The extent of that impact is uncertain and likely to be
limited to specific product categories and selected retailers. Not all customers are comfortable
purchasing apparel online, and not all customers are price / volume orientated. Amazon's arrival
may also present an opportunity for PAS to pursue new distribution channels; for example, PAS
may decide to market its uniquely branded products through Amazon Marketplace. PAS'
management continues to assess the potential impact of Amazon's arrival in Australia on PAS'
growth strategy and the opportunities that Amazon may present for PAS. PAS has a market
leading online business, selling its products through both its own online platform and other third
party online platforms.
PAS is also well advanced with implementing initiatives and growth strategies that are value
enhancing to the business. With a strong and experienced management team in place, the IBC
expects these strategies to be successfully executed by the management team. This in turn should
contribute significantly to PAS’ financial performance in the medium to long term.

7

Bidder's Statement dated 16 June 2017, page 3.
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PAS has recently made substantial progress in successfully executing its growth strategy to create
value for Shareholders. This growth strategy has the following eight elements:
Strategy

Demonstrable Achievements

New store roll out

PAS has achieved its internal plan to open new retail sites. As at 30
June 2017, PAS now has a total of 258 stores. In addition, PAS is
currently opening 12 David Jones concessions. This is expected to be
completed in the 2017 calendar year (four have been opened to date).

Store enhancement

In FY17, targeted refurbishments took place for 33 retail sites.

International
expansion

Plans are underway for major growth of the JETS brand through both
wholesale and online in international markets, with particular emphasis
on the United States market.

Product and brand
extension

Designworks has experienced continued growth in the sports division.
New sports categories have been introduced for the Slazenger and
Dunlop brands.
Everlast product categories have expanded to include the Everlast fit
range of products.
The footwear division has grown with considerable further growth
planned.

Licensing
opportunities

PAS has continued to leverage its strong alliance with UK based global
brand owner, IBML and has recently signed another major sporting
brand licence.
New sales achieved with Aldi.
Designworks has had continued success with Toys"R"Us Japan.

Online growth

The online business continues to achieve significant growth with a
number of new initiatives implemented including the launch of new
websites for JETS, White Runway and Black Pepper.
The build for a new Review website on the Demandware platform has
recently commenced.
In principle agreement has been reached with Tmall Global to accept
Review onto its online global platform (Alibaba). Review's launch on
Alibaba is expected to take place within the next six to nine months.
This will provide an online platform for Review branded products to be
sold directly to Chinese consumers.
Positive preliminary discussions have taken place with Amazon to
include a number of PAS’ brands on the Amazon Marketplace
platform, once Amazon launches in the Australian market.

Loyalty and
communication

Loyalty programs continue to develop to increase customer
engagement and deliver a more personalised and tailored experience
through targeted communications.
The major forthcoming update on the loyalty program is well
progressed.

ME_139219273_16

15

Strategy

Demonstrable Achievements

Acquisitions and new The Board, in conjunction with the management team, continues to
pursue and evaluate acquisition opportunities and new licensing
licences
arrangements.

The value of the eight growth strategies outlined above has not yet been fully realised. The IBC
believes that the continuing successful execution of these strategies will underpin PAS' outlook in
the medium to long term.
Despite a persistent challenging retail trading environment, PAS' business continues to generate
strong cash flows, remains debt free and has a strong balance sheet. The IBC remains confident in
the fundamentals, strategy and outlook for PAS' business.
Market outlook
The IBC considers that PAS is well placed to deliver growth in future years due to the following
key drivers:
•

the continued growth of the online business across the group and expansion into potential
new online distribution channels such as Alibaba and Amazon;

•

significant growth in JETS international sales with particular focus on the United States
market;

•

significant ongoing investment in its online channels and loyalty programs;

•

the opening of selected new stores and continued targeted refurbishment;

•

the launch of Review concessions in David Jones, with 12 expected to open in the 2017
calendar year (four have been opened to date);

•

acquisition of a significant new sports licence which will strengthen the sports division when
it launches (planned for H2 FY18); and

•

divestment of the loss making Metalicus business.

Despite these key growth drivers, there is still an element of caution surrounding the performance
of PAS in the short term given the industry wide challenges and highly elevated promotional
environment that has recently persisted at levels significantly above expectations.
Reason 4 – By accepting the Offer or selling your PAS Shares on market, you will lose the
opportunity to participate in any subsequent higher offer from Coliseum or any other party
By accepting the Offer or selling your PAS Shares on market, you will lose the opportunity to
participate in any subsequent higher offer from a third party or any increase by Coliseum (BAC)
in its own Offer (noting that the Offer Price of $0.51 cash has been declared final and will not be
increased during the Offer Period in the absence of a competing offer).
If any third party or Coliseum (BAC) makes a higher offer after you have disposed of your PAS
Shares, you will not receive the benefit of that higher price.
Coliseum's current Offer is the second it has made within two years – like its first offer in
September 2015, the current Offer extends to all Shares that Coliseum does not already own. It is
possible that Coliseum may return with a new offer at a higher price at a later time if Coliseum
does not achieve the thresholds required for compulsory acquisition under the current Offer.
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In this regard, PAS' second largest Shareholder, Mr Kestelman owns 10.10% of PAS Shares. Mr
Kestelman has not publicly stated his intentions in relation to the Offer. If Mr Kestelman does not
accept the Offer for his PAS Shares, it will be impossible for Coliseum to proceed to compulsory
acquisition under the current Offer.
The IBC notes that in its Bidder's Statement for the current Offer, Coliseum expressly indicates
that it may make a further on-market offer in the future including within six months of the end of
the current Offer Period.8

1.3

Possible reasons why Shareholders may wish to accept the Offer
This section outlines possible reasons why Shareholders may choose to ignore the IBC's
unanimous recommendation and accept the Offer.
As Coliseum is already a holder of more than 50% of PAS, the IBC recognises that some
Shareholders may not wish to accept the risks and uncertainties associated with being a minority
Shareholder of PAS and instead choose to take the opportunity to liquidate their shareholding in a
low liquidity environment.
Reason 1 – Certainty of price and liquidity of $0.51 per Share
The Offer Price of $0.51 cash per PAS Share means that you can sell any or all of your PAS
Shares for 100% cash consideration on market, albeit at practically no premium to recent market
prices at which PAS Shares have traded. The Offer is unconditional, meaning that if you accept
the Offer you will have the certainty of receiving the Offer Price. You will be paid on a T+2 basis
(i.e. on the second Trading Day after you accept the Offer).
Illiquidity
PAS has historically been a relatively illiquid stock with low volumes of PAS Shares being
traded. Limited trading liquidity can have a negative impact on the trading price of Shares,
making it difficult for Shareholders to realise a reasonable value for their Shares by selling them
on-market.
The illiquidity of PAS Shares may increase if Coliseum and its associates acquire a significant
number of additional Shares under the Offer, thereby providing Shareholders with reduced
certainty that they will be able to sell their Shares at a price greater than or equal to the Offer
Price in the foreseeable future. In contrast, the Offer presents an opportunity for Shareholders who
accept it to receive price and liquidity certainty.
Challenges for short term growth
PAS' revenues are entirely generated from the retail and wholesale of clothing and accessories,
which are subject to unpredictable changes in prevailing fashions and consumer preferences. The
IBC remains cautious about the performance of PAS in the short term given the ongoing
conservatism of consumer confidence and the presence of international competitors gaining
market share online.

8

Bidder's Statement, section 7.4, sub-heading 'Further acquisitions of PAS Shares'.
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Reason 2 – Avoid the risks of being a minority Shareholder of PAS
As Coliseum has now acquired control of PAS, if you do not accept the Offer you will remain a
minority Shareholder of PAS. Potential disadvantages of this include that:
•

Coliseum will be in a position to cast the majority of votes at a general meeting of PAS. This
will enable Coliseum to control the composition of the PAS Board and in turn the
Company's strategic direction;

•

Coliseum, through its control of the composition of PAS' Board, will be in a position to
change PAS' dividend policy; and

•

the liquidity of PAS Shares may be lower than at present.

In relation to these potential disadvantages, the IBC notes that immediately prior to the
announcement of the Offer, Coliseum already had an ownership interest in PAS of approximately
48%, which represented de facto or practical control. Therefore, the potential disadvantages noted
above are ones that Shareholders were already largely exposed to before the Offer.
Potential delisting
BAC (Coliseum) states in its Bidder's Statement that if it and its associates obtain greater than
90% of PAS, BAC (Coliseum) will seek to delist PAS from ASX. Alternatively, if BAC and its
associates obtain less than 90% of PAS, BAC (Coliseum) states that it intends to request that the
PAS Board review the benefits and suitability of PAS remaining listed on ASX. Therefore, there
is a possibility of PAS being delisted following the Offer. If this occurs, PAS Shares will not be
able to be bought or sold on ASX.
As at the date of this Target's Statement, the IBC considers that it is highly unlikely that PAS
faces imminent delisting. The IBC wishes to emphasise the following important legal protections
to Shareholders regarding any potential delisting of PAS:
•
•

•

•
•

•

9

Any decision to apply to ASX to delist PAS would need to be made by the PAS Board, not by
Coliseum as the controlling Shareholder.
The PAS Board, including the Coliseum Nominee Directors, could only decide to seek a
delisting if the Board concludes that this is in the best interest of PAS and its shareholders as a
whole, at the relevant time.
The IBC currently considers that the disadvantages for Shareholders of delisting outweigh any
potential benefits. Therefore, the IBC's current intention would be to vote against any Board
proposal to delist PAS (however the IBC's view may change depending on future
circumstances including the final level of control achieved by Coliseum at the end of the
Offer).
Even if (a majority of) the Board resolved to delist PAS from ASX, this would still require
ASX's consent and is likely to be subject to conditions imposed by ASX.
ASX states9 that it will use its discretion to ensure that the delisting of any entity is being
sought for acceptable reasons. For example, ASX notes that a request to remove an entity
from ASX that is primarily or solely to deny minority shareholders a market for their
securities, in order to coerce them into accepting an offer from a controlling shareholder to
buy out their securities, would be an unacceptable reason for requesting removal from the
official list.
ASX applies a number of guidelines to safeguard the interests of minority shareholders in the
context of any proposed delisting.

See ASX Guidance Note 33 which sets out ASX's policy in relation to a delisting request.
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•

A key ASX guideline is that the approval of PAS minority shareholders would most likely be
needed for ASX to allow delisting unless each of the following three conditions are met: (a)
Coliseum has at least 75% control of PAS at the time delisting is sought and (b) there are
fewer than 150 PAS Shareholders (excluding Coliseum and its related bodies corporate)
whose shareholding is worth at least $500. As at the date of this Target's Statement, PAS has
approximately 720 Shareholders; and (c) the Offer remains open for at least an additional two
weeks after Coliseum and its associates attain at least 75% control of PAS.

If, despite the above procedural protections, PAS is ultimately delisted at some point in the future,
any remaining Shareholders would be holders of unlisted shares. A delisting would result in a
number of disadvantages for Shareholders such as:
•

Listing provides Shareholders with an orderly, transparent and timely mechanism for share
trading. Although there is generally low liquidity in PAS Shares, a listing still provides a
benefit for Shareholders by having a public market to trade their Shares.

•

PAS would no longer be subject to the continuous disclosure requirements of the ASX
Listing Rules. If PAS remains a public company after delisting and has at least 100
members, PAS would still be required to disclose material information to ASIC.
Nevertheless, the level of shareholder reporting in these circumstances could be diminished.

•

Various requirements and protections for minority shareholders under the ASX Listing Rules
would cease to apply. These include restrictions on the issue of new securities, a governance
framework for related party transactions and requirements to seek Shareholder approval for
significant changes in the nature or scale of PAS' activities.

Reason 3 – No guarantee of the future performance of PAS
Although the IBC remains confident in the potential of PAS and its underlying growth strategy,
there are a number of general and specific risks associated with remaining a PAS Shareholder.
These risks are set out at Section 5.7 of this Target's Statement. Shareholders who accept the
Offer will cease to be exposed to those risks.
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2.

Frequently asked questions

This Section answers some questions you may have about the Offer. It is not intended to address all
relevant issues for Shareholders. This Section should be read together with all other parts of this Target's
Statement.
Question

Answer

The Offer
What is BAC
offering for my
PAS Shares?

BAC is offering $0.51 cash for every PAS Share you hold.

Who is BAC?

BAC is a special purpose company incorporated in Delaware, USA, that
was established to acquire PAS Shares under the Offer.

The Offer is unconditional.

BAC is owned by Coliseum Capital Partners, L.P., Coliseum Capital
Partners II, L.P. and Blackwell Partners, LLC, Series A in different
ownership proportions.
BAC does not have any directors. Coliseum is the sole manager of BAC
and has full authority to act on its behalf.
At the time of announcing its Offer, BAC and its associates had an interest
in approximately 48.56% of PAS Shares. As at the date of this Target's
Statement, BAC and its associates had an interest in approximately 54.33%
of PAS Shares.
Did PAS have any
knowledge of
BAC’s intention to
make its Offer?

No. BAC informed PAS of BAC’s intention to make the Offer just before
BAC lodged its Bidder’s Statement with ASX and ASIC on 16 June
2017. The Offer was unsolicited by PAS.

What choices do I
have in response
to the Offer?

As a Shareholder you have the following three choices in respect of your
PAS Shares:
•

•

•

REJECT the Offer and remain a PAS Shareholder – to reject the
Offer simply do nothing – ignore all documents sent to you by
BAC. This is the IBC's unanimous recommendation;
sell your PAS Shares on ASX (unless you have previously accepted
the Offer). If the prevailing market price on ASX for PAS Shares is
equal to the Offer Price, by selling your PAS Shares on market you
will be accepting the Offer; or
accept the Offer by following the instructions set out in Section 4 of
the Bidder's Statement.

The reasons why the IBC recommends that you REJECT the Offer are set
out in Section 1.2 of this Target's Statement. The reasons why you may
nevertheless wish to accept the Offer are set out in Section 1.3 of this
Target's Statement.
There are implications for you in relation to each of these choices. An
outline of these implications is set out in Section 3 of this Target's
Statement.
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Will PAS remain
listed on ASX?

That depends on the outcome of the Offer, noting that as at the date of this
Target's Statement, BAC and its associates have an interest in
approximately 54.33% of PAS Shares.
If BAC and its associates obtain greater than 90% of PAS, BAC states that
it will seek to delist PAS from ASX. Any proposal to delist PAS from ASX
will require ASX's consent and may be subject to conditions imposed by
ASX. See further Section 1.3 (Reason 2).
If BAC and its associates obtain less than 90% of PAS, BAC states that it
intends to request that the PAS Board review the benefits and suitability of
PAS remaining listed on ASX. See the earlier discussion at Section 1.3
(Reason 2).

Does the Offer
extend to PAS
Options or PAS
Performance
Rights?

No.
The impact of the Offer on PAS Options and PAS Performance Rights is
set out in Section 4.6 of this Target's Statement.
As at the date of this Target's Statement, all PAS Options have lapsed and
there are 3,688,537 PAS Performance Rights on issue.

How to respond to the Offer
What does the IBC
recommend?

The IBC unanimously recommends that you REJECT the Offer, for the
reasons set out in Section 1.2 of this Target's Statement.
Possible reasons why you may nevertheless wish to accept the Offer are set
out in Section 1.3 of this Target's Statement.
If there is a change to this recommendations or any material developments
in relation to the Offer, the IBC will keep you fully informed.

What do your IBC
members intend to
do with their own
Shares?

Each IBC member intends to REJECT the Offer for all PAS Shares held
by him or in which he otherwise has a relevant interest.

What does the
Independent
Expert say?

The Independent Expert has opined that the Offer is NEITHER FAIR
NOR REASONABLE. See further Section 1.2 (Reason 2). The
Independent Expert's Report is included in Appendix 1 to this Target's
Statement.

When do I have to
make a decision?

If you wish to REJECT the Offer, you do not need to do anything. You
should IGNORE all documents received from BAC.
If you wish to accept the Offer, you must do so before its scheduled closing
date. BAC has stated that its Offer remains open until 4.00pm (Melbourne
time) on 10 August 2017. It is possible that Coliseum (BAC) may choose to
extend the Offer Period in accordance with the Corporations Act. In
addition the Offer Period may be extended automatically in certain
circumstances.
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Will Coliseum
(BAC) increase its
Offer?

Coliseum (BAC) publicly states in its Bidder's Statement that the Offer is
final and will not be increased during the Offer Period in the absence of a
competing proposal.

What happens if I
accept the Offer
and a superior
offer is
subsequently
made by a third
party for my PAS
Shares?

If you accept the Offer, you will be legally bound to sell your PAS Shares
and will not be able to withdraw your acceptance.

What happens if I
do nothing?

Accordingly, if you accept the Offer, you will be unable to accept any other
superior offer that may emerge. As at the date of this Target's Statement,
the IBC is not aware of any other competing expression of interest or
proposal that may develop into a superior offer.

You will remain a PAS Shareholder.
As Coliseum has already acquired approximately 54.33% of PAS Shares as
at the date of this Target's Statement, you will be a minority shareholder in
PAS. The implications of this are described in Section 1.3 (Reason 2) of
this Target's Statement.
If Coliseum (BAC) and its associates acquire 90% or more of PAS Shares,
Coliseum (BAC) states that it intends to compulsorily acquire your PAS
Shares. See Section 4.4 of this Target's Statement for more details.

If I accept the Offer
now, can I
withdraw my
acceptance later?
Can Coliseum
(BAC) extend the
closing date of its
Offer?

No. If you accept the Offer, you will be legally bound to sell your PAS
Shares and you cannot later withdraw your acceptance.

Yes. Coliseum (BAC) has stated that its Offer remains open until 4.00pm
(Melbourne time) on 10 August 2017. It is possible that Coliseum (BAC)
may choose to extend the Offer Period in accordance with the Corporations
Act.
In addition, the Offer Period may be extended automatically in certain
circumstances. See Section 4.5 of this Target's Statement for details of the
circumstances in which the Offer Period can be extended.

Can I be forced to
sell my PAS
Shares?

You cannot be forced to sell your PAS Shares unless Coliseum (BAC) is
legally allowed to proceed to compulsory acquisition of PAS Shares. This
requires Coliseum and its associates to acquire at least 90% of all PAS
Shares (under the Offer or otherwise).
If Coliseum (BAC) does compulsorily acquire the outstanding PAS Shares
you will receive the same consideration for your PAS Shares that you
would have received under the Offer but it will take longer for you to
receive the Offer Price.
For more information about compulsory acquisition refer to Section 4.4 of
this Target's Statement.
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Can I accept the
Offer for only some
of my PAS Shares?

Yes. The terms of the Offer allow you to accept the Offer for some or all of
your PAS Shares.

When will I be paid
if I accept the
Offer?

The usual ASX rules for settlement of on-market transactions will apply to
the Offer. This means that if you accept the Offer, BAC will pay you on a
T+2 basis (being the second Trading Day after the date of your acceptance).

Will I need to pay
brokerage or
stamp duty if I
accept the Offer?

As the Offer is an on-market offer, Shareholders may only accept the Offer
through brokers or controlling participants who are members of ASX. You
should ask your broker or controlling participant if any fees or charges will
apply. Any such fees or other charges will be the sole responsibility of the
accepting PAS Shareholder.
BAC will bear its own brokerage, if any, on the transfers of PAS Shares
acquired through acceptance of the Offer.
No stamp duty or GST will be payable by you on the transfer of your PAS
Shares under the Offer (other than GST payable to your broker for any
brokerage fees charged to you).

Are there any
taxation
implications of
accepting the
Offer?

A general outline of the tax implications for certain Australian resident
PAS Shareholders of accepting the Offer is set out in Section 6 of this
Target's Statement. As that outline is general in nature and does not take
into account your individual circumstances, you should not rely on that
outline as advice for your particular circumstances.
You should seek your own independent advice on the taxation implications
applicable to your specific circumstances.

Are there any
conditions to the
Offer?
What are the risks
associated with
continuing to hold
PAS Shares?
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No, the Offer is unconditional.

These risks are outlined in Section 5.7 of this Target's Statement.
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3.

Your choices as a PAS Shareholder

The IBC unanimously recommends that you REJECT the Offer.
You have the following three choices available to you.
1. REJECT the
Offer

To REJECT the Offer you should do nothing. You are not required to take any
action to reject the Offer. In particular you should not respond to any
documentation sent to you by BAC (Coliseum) or any other communication from
BAC.
If you decide to do nothing, you should be aware of the rights of BAC to
compulsorily acquire your PAS Shares in certain circumstances. For information on
compulsory acquisition, refer to Section 4.4 of this Target's Statement.

2. ACCEPT the
Offer

To accept the Offer you should refer to Section 4 of the Bidder's Statement for how
to do so.
Once you accept, you are precluded from accepting any superior offer from a third
party or from BAC (noting that BAC has declared its Offer price of $0.51 cash final
and stated that this price will not be increased during the Offer Period in the
absence of a competing proposal). If you accept the Offer for all of your PAS
Shares, you will exit your investment in PAS completely and will not benefit if the
market price for PAS Shares on ASX trades above the Offer Price.

3. Sell your PAS
Shares on ASX

During the Offer Period, you may sell your PAS Shares on market through ASX at
the prevailing market price for cash (less any brokerage), provided you have not
already accepted the Offer for those Shares.
The latest trading price for PAS Shares may be obtained from the ASX website
www.asx.com.au using the code PGR.
You should contact your broker for information on how to sell your PAS Shares
through ASX and your tax adviser to determine your tax implications from such a
sale.

ME_139219273_16

24

4.

Information about the Offer and other important issues

4.1

Summary of the Offer

The Offer

BAC (Coliseum) is offering to acquire all of your PAS Shares.
You may accept the Offer for some or all of your PAS Shares.

Offer Price

BAC (Coliseum) is offering $0.51 cash for every 1 PAS Share you hold.

No conditions

The Offer is not subject to any conditions.

Offer Price final

BAC (Coliseum) has declared that its Offer Price is final and will not be
increased during the Offer Period, in the absence of a competing proposal.
Accordingly, if a competing proposal emerges during the Offer Period,
BAC (Coliseum) may increase its Offer Price. If you have already
accepted the Offer, you will not receive the benefit of any improved Offer
Price. As at the date of this Target's Statement, the IBC is not aware of any
competing proposal.
In addition, BAC (Coliseum) is not allowed by law to increase its Offer
Price during the last 5 Trading Days of the Offer Period.

Offer closing date

The Offer is scheduled to close at 4.00pm (Melbourne time) on 10 August
2017 unless the Offer is extended or withdrawn.

Procedural aspects

The Offer Period may be extended by BAC.
The Offer Period may be required by law to be extended in certain
circumstances.
The Offer may be withdrawn in limited circumstances.
If you accept the Offer, BAC (Coliseum) is required to pay you in cash on
the second Trading Day after your acceptance.
These and other procedural aspects of the Offer are outlined in Section 4.5
of this Target's Statement.

4.2

Change in Control

As at the date of this Target's Statement, Coliseum and its associates have a relevant interest of
approximately 54.33% in PAS. Therefore, Coliseum has now already acquired control of PAS.
This enlivens the change in control provisions in certain of PAS' material contracts, as outlined below.
This in turn gives the counterparty to each of these material contracts the right to terminate the contract. If
a counterparty exercises its termination right, this may adversely impact PAS' business.
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Commercial contracts
The IBC, with input from PAS' senior management, has identified three commercial contracts that are
material to PAS' earnings that have change in control provisions that are enlivened as a result of Coliseum
acquiring an ownership interest in more than 50% of PAS; namely:
•
•
•

the trade mark licence agreements with International Brand Management Limited;10
the concession agreement with Myer Pty Ltd;11 and
the licence agreement with The Walt Disney Company (Australia) Pty Ltd for Marvel merchandise.12

Myer Pty Ltd has confirmed in writing to PAS that it will not seek to exercise its termination right as a
result of Coliseum acquiring an ownership interest in more than 50% of PAS. In respect of the two
remaining material contracts, the IBC believes that it is highly unlikely that a counterparty to either of
those two contracts will exercise a termination right due to the amount of the revenue each counterparty
has generated and will continue to generate from the contract, together with PAS' positive long-standing
strong relationship with each counterparty. Accordingly, the IBC has reasonable grounds to believe and
does believe that these two material contracts will also remain in place on their current terms, despite the
change in control of PAS.
Leases
The PAS business has approximately 250 leases. Of these, only two are considered by the IBC to be
material to PAS' earnings; namely the lease for PAS' head office in Mount Waverley and the facility
leased by Designworks in Richmond. Neither lease contains a change in control provision.

4.3

Risks associated with the Offer

PAS Shareholders should be aware of the following key risks associated with the Offer.
(a)

Risks associated with rejecting the Offer

If you choose to reject the Offer, you will not receive the Offer Price for your PAS Shares. Instead you
will remain a PAS Shareholder and will continue to be subject to the risks associated with holding PAS
Shares. A non-exhaustive summary of those risks is set out in Section 5.7 of this Target's Statement.
The potential change in control implications noted at Section 4.2 are a relevant consideration if you
choose to reject the Offer and remain a PAS Shareholder.
If you choose to reject the Offer and BAC and its associates acquire less than 90% of PAS Shares, you
will also be exposed to the minority shareholder risks described in Section 1.3 (Reason 2) of this Target's
Statement.
(b)

Risks associated with accepting the Offer

If you choose to accept the Offer, you will immediately become bound to sell your PAS Shares for $0.51
each and will be paid on a T+2 basis. You will be responsible for brokerage and any other transaction
costs, which may affect the total cash amount that you ultimately receive for your PAS Shares. You may
also be liable to pay tax on the disposal of your PAS Shares which may have financial consequences for
some PAS Shareholders. See Section 6 of this Target's Statement for further details of the tax
consequences of accepting the Offer.

10

11
12

These agreements set out the terms under which Designworks is granted a non-exclusive licence to
manufacture, promote, distribute and sell the following branded products in Australia and New Zealand –
Slazenger, No Fear and Everlast.
This concession agreement sets out the terms under which Myer grants a licence to Review Australia Pty
Ltd to sell its products at Myer stores.
This agreement sets out the terms under which Designworks is granted a non-exclusive licence to design,
develop, source and manufacture Marvel licensed products in Australia and New Zealand.
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If you accept the Offer, you will be unable to withdraw your acceptance and you will no longer be
eligible to access the benefits of remaining a PAS Shareholders. Those benefits include the opportunity to
participate in:

•

the future value the IBC expects will be created from PAS continuing to execute its initiatives and
growth strategies, the full value of which the IBC considers has not yet been realised;
any potential increase in the PAS Share price above the Offer Price;
any potential increase in the Offer Price (noting that BAC (Coliseum) has declared that its Offer
Price of $0.51 is final and will not be increased during the Offer Period in the absence of a
competing proposal); and
any future dividends declared by the PAS Board.

4.4

Compulsory acquisition

(a)

Compulsory acquisition following the Offer

•
•
•

BAC (Coliseum) states in its Bidder’s Statement that if it becomes entitled to proceed to compulsorily
acquire outstanding PAS Shares at the end of the Offer Period under Part 6A.1 of the Corporations Act, it
intends to do so.
If you choose to reject the Offer, you will only have your Shares compulsorily acquired if, by the end of
the Offer Period:
•
•

Coliseum and its associates increase their ownership interest from approximately 54.33% as at the
date of this Target's Statement to at least 90%; and
Coliseum and its associates acquire at least approximately 48.8 million more PAS Shares under
the current Offer.

In this regard, PAS' second largest Shareholder, Mr Larry Kestelman owns 13,805,777 PAS Shares,
representing 10.10% of all PAS Shares currently on issue. Mr Kestelman has not publicly stated his
intentions in relation to the Offer. If Mr Kestelman does not accept the Offer for his PAS Shares, it will
be impossible for Coliseum to proceed to compulsory acquisition under the current Offer.
(b)

Future compulsory acquisition by BAC

Even if BAC (Coliseum) does not satisfy the compulsory acquisition threshold referred to in Section
4.4(a) of this Target's Statement, it is possible that BAC (Coliseum) will, at some time after the end of the
Offer Period, become the beneficial holder of 90% of the PAS Shares. BAC (Coliseum) would then have
rights to compulsorily acquire PAS Shares not owned by it within six months of becoming the holder of
90%. The price for compulsory acquisition under this procedure would have to be considered in a report
of an independent expert at the relevant time.
(c)

Challenging compulsory acquisition

PAS Shareholders have statutory rights to challenge any compulsory acquisition. However, a successful
challenge will require the relevant PAS Shareholders to establish to the satisfaction of a court that the
terms of the Offer do not represent fair value for the PAS Shares. If PAS Shares are compulsorily
acquired, Shareholders who have their PAS Shares compulsorily acquired are not likely to receive
payment for their PAS Shares until at least one month after the compulsory acquisition notices are
dispatched to them.
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4.5

Procedural aspects of the Offer

Extension of Offer
Period

BAC (Coliseum) may extend the Offer Period at any time until 5
Trading Days before the end of the Offer Period. An extension to
the Offer Period may only be announced during those last 5 Trading
Days of the Offer Period in limited circumstances prescribed by the
Corporations Act.
The maximum duration of the Offer Period is 12 months.

Withdrawal of Offer

BAC (Coliseum) may withdraw its Offer in respect of any
unaccepted Offers at any time:
•
with the written consent of ASIC and subject to the
conditions (if any) specified in ASIC's consent; or
•
on the occurrence of an Insolvency Event in relation to PAS
(regardless of BAC's voting power in PAS).

Effect of acceptance

If you accept the Offer then you will give up your right to sell your
PAS Shares on market or to sell your Shares to any other person that
may make a takeover bid or to otherwise deal with your Shares in
any manner.

No ability to withdraw
your acceptance

If you accept the Offer, you will be legally bound to sell your PAS
Shares and you cannot later withdraw your acceptance.

Timing for receipt of
Offer Price if you accept

The usual ASX rules for settlement of on-market transactions on
ASX apply to the Offer. This means that if you accept the Offer,
BAC will pay you on a T+2 basis (being the second Trading Day
after the date of your acceptance).

Effect of an increase in
Offer Price for
Shareholders who have
already accepted

If BAC (Coliseum) increases its Offer Price, any PAS Shareholders
who have already accepted the Offer before then will not be entitled
to that increase.

4.6

Effect of the Offer on PAS' executive and employee long term incentive plans
PAS operates two long term executive and employee incentive plans (LTI Plans) as part of its
remuneration strategy for executives and employees, being:
•

•

the 2014 PAS Long Term Incentive Plan which commenced on 1 July 2014 (2014 LTIP),
under which:
•

PAS Options were issued in 2014 (referred to as the 2014 LTIP Offer in the 2016
Annual Report); and

•

PAS Performance Rights were issued in 2015 (referred to as the 2016 LTIP Offer in the
2016 Annual Report); and

the 2016 PAS Long Term Incentive Plan (which was approved by PAS shareholders on 17
November 2016 and which is in addition to the 2014 LTIP) (2016 LTIP), under which PAS
Performance Rights were issued in 2016.

The objective of the LTI Plans is to reward executives through aligning this element of
remuneration with accretion in long-term shareholder wealth.
In summary the Offer will have the following consequences on PAS' LTI Plans.
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(a)

PAS Options
Under the LTI Plans, executives may receive the issue of unlisted options over PAS Shares at an
exercise price equal to the then market value of the shares (PAS Options). PAS Options vest over
a three-year period based on the achievements of total shareholder return and earnings per share
performance targets, provided that the recipient is eligible.
As at the date of this Target Statement, there are no holders of PAS Options as all PAS Options
expired on 30 June 2017.

(b)

PAS Performance Rights
Under the LTI Plans, executives and certain employees may receive the issue of rights to acquire
PAS Shares where certain performance, service or other vesting conditions determined by the
Board are satisfied (PAS Performance Rights). PAS Performance Rights vest on a 1:1 basis into
PAS Shares and are granted to eligible executives for no consideration.
As at the date of this Target Statement, the holders of PAS Performance Rights are as set out in
the table below:
Rights Holder

Number of PAS Performance Rights

Eric Morris

1,729,652

Matthew Durbin

983,059

Brendan Santamaria

781,114

Other employees

194,712

Total

3,688,537

Under the rules of both LTI Plans, the Board has a discretion to accelerate the vesting of PAS
Performance Rights on issue if a takeover bid is made in respect of the PAS Shares or any other
corporate control event occurs. As at the date of this Target's Statement, the Board has not yet
made a decision on the exercise of this discretion.
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5.

Profile of PAS

5.1

Introduction
PAS is a major Australian apparel and sporting goods business covering both the retail and
wholesale segments of the market as well as having a rapidly growing online business. PAS has a
diverse portfolio of brands, appealing to a broad customer market.
PAS listed on ASX in June 2014 and currently has approximately 720 Shareholders.

5.2

Business activities
PAS operates 258 vertically integrated retail sites across Australia, the majority of which are
under the Review and Black Pepper brands.
Key wholesale brands include JETS, Black Pepper, Yarra Trail, Marco Polo and a mixture of
owned brands and licensed brands designed and distributed by the Designworks operation,
including Everlast, Dunlop, Slazenger and Mooks. Designworks is one of Australia's largest inhouse design and production businesses.
PAS has a multi-channel sales offering through its branded retail stores and concessions, online
channels and on a wholesale basis through a range of retailers including department stores,
discount department stores and over 800 independent boutiques.

5.3

Directors
Name

Title

Rod Walker

Chairman, Non-Executive Director

Eric Morris

Managing Director, CEO

Craig Holland

Non-Executive Director

Adam Gray

Non-Executive Director

Matthew Lavelle

Non-Executive Director

A biography of each Director is provided in the 2016 Annual Report released to ASX on 14
October 2016, other than in respect of Mr Craig Holland. A brief biography for Mr Holland is
contained in PAS' ASX announcement of 13 December 2016.

5.4

Current strategies
Section 1.2 (Reason 3) provides a summary of PAS' eight growth strategies which the IBC
considers will underpin PAS' outlook for improved performance.

5.5

FY17 half year results summary
On 24 February 2017, PAS released to ASX its half year results for the financial year ending 30
June 2017. Key highlights include:
•

sales up 4.6% to $135.7 million;

•

underlying EBITDA of $11.6 million;

•

underlying net profit after tax of $5.4 million (continuing business);

•

underlying net profit after tax of $4.8 million (reported - continuing business and
discontinued business);

•

underlying earnings of 3.53 cents per Share;
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•

cash on hand of $10.2 million as at 31 December 2016; and

•

interim dividend of 2.6 cents per Share fully franked.

As announced to ASX on 19 May 2017, EBITDA for the continuing business for FY17 is
expected to be in the range of $18.5 million - $20 million.

5.6

FY18 outlook
The IBC believes that PAS is well placed to deliver growth in FY18 due to the following key
growth drivers:
•

the continued growth of the online business across the group;

•

significant growth in JETS international sales in particular in the United States;

•

significant investment in online and loyalty programs;

•

the opening of selected new stores and continued targeted refurbishment;

•

the launch of Review concessions in David Jones, with 12 expected to open in the 2017
calendar year;

•

acquisition of a significant new sports licence which will strengthen the sports division when
it launches (planned for H2 FY18);

•

divestment of the loss making Metalicus business; and

•

PAS continues to evaluate potential acquisitions and new licensing opportunities.

Despite these key growth drivers, PAS remains cautious about the year ahead given the industrywide challenges and ongoing conservatism of consumer confidence in the market.

5.7

Key risks faced by PAS
Set out below is a summary of the key risks that PAS Shareholders will continue to be exposed to
if they reject the Offer and retain their current investment in PAS Shares. The risks identified in
this Section are not exhaustive. No assurances or guarantees are given as to PAS' future
performance, profitability or dividend payments.
Company specific risks
Retail
environment and
general economic
conditions in PAS'
reference markets
may worsen

As a discretionary retailer, PAS' performance is sensitive to changes in
economic and retail conditions in Australia, and the cyclical patterns of
consumer spending. The apparel market is also becoming an increasingly
global market through the impact of overseas retailers. PAS has a
diversified business model and a clear strategy which ensures it remains
competitive and attractive to customers in this changing landscape.

Prevailing
fashions and
consumer
preferences may
change

PAS' revenues are entirely generated from the retail and wholesale of
clothing and accessories, which are sometimes subject to unpredictable
changes in prevailing fashions and consumer preferences. PAS has a strong
understanding of consumer preferences and its diversified offering allows
PAS to adapt to changes in consumer demands.
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Product sourcing,
supply chain and
foreign exchange
rates

PAS' products are sourced and manufactured by a network of third parties,
primarily in Asia. As a result, PAS is exposed to risks including political
instability, costs and delays in international shipping arrangements and
exchange rate risks. PAS is primarily exposed to movements in the
AUD/USD exchange rates which it mitigates by utilising forward exchange
cover.

Retail sites

PAS currently operates 258 retail sites across Australia. The leases and
concession agreements have a range of terms and option periods, although
they are generally leases which PAS cannot readily terminate. PAS
employs a dedicated resource to manage relationships with landlords,
negotiate terms and seek new and profitable opportunities.

Wholesale
customer
relationships

PAS supplies a range of retailers with a large and diversified range of
clothing and accessories on a wholesale basis. Any significant change in
the procurement practices of wholesale customers could adversely impact
the future financial performance of one or more of PAS' brands.

Exposure to
department and
discount
department stores

Department and discount department stores are key wholesale and
concessions counterparties.

Low growth
profile

PAS has a relatively low growth profile without undertaking further
acquisitions. However, PAS is a debt free business with a strong balance
sheet and continues to evaluate potential acquisition opportunities.

Business risks
Economic risks

As with other companies conducting business in Australia, the performance
of PAS is affected by general prevailing economic conditions. This
includes an increase in unemployment rates, low wages growth, negative
consumer and business sentiment and an increase in interest rates, amongst
other factors.

Investment risk

The ability of PAS to pay dividends is dependent on its profitability and
other factors.
The price at which PAS Shares trade on ASX will fluctuate due to PAS
specific factors such as the liquidity of PAS shares, profitability and
dividends, and other general market factors, not directly related to the
performance of PAS.
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6.

Taxation consequences

6.1

Introduction
This Section provides a summary of the Australian income tax, goods and services tax (GST) and
stamp duty implications for PAS Shareholders on disposing of their PAS Shares (through
acceptance of the Offer or having them compulsorily acquired by BAC) in return for cash
consideration.
This Section is relevant for Australian resident and foreign resident PAS Shareholders that hold
their PAS Shares on capital account. This information relates only to PAS Shares, and not to
other rights held over PAS Shares. This Section does not consider the Australian tax
consequences for PAS Shareholders:
•

who hold their PAS Shares as trading stock or as revenue assets;

•

who hold their PAS Shares as assets used in carrying on a business or as part of a profit
making undertaking or scheme;

•

who acquired their PAS Shares through an employee share scheme;

•

who are Australian tax residents but who hold their PAS Shares as part of an enterprise
carried on, at or through a permanent establishment in a foreign country;

•

that are financial institutions, insurance companies, partnerships, tax exempt organisations,
trusts (except where expressly stated), superannuation funds (except where expressly stated)
or temporary residents; or

•

who are subject to the taxation of financial arrangements rules in relation to gains and losses
on their PAS Shares.

The information in this Section is based on the Australian taxation law and practice in effect as at
the date of this Target's Statement. It is not intended to be an authoritative or complete statement
or analysis of the taxation laws applicable to the particular circumstances of every PAS
Shareholder. PAS Shareholders should seek independent professional advice regarding the
taxation consequences of accepting the Offer and disposing of their PAS Shares.

6.2

Taxation consequences of disposal of PAS Shares by Australian residents
A summary of the income tax consequences relevant for Australian resident PAS Shareholders
who dispose of their PAS Shares by way of transfer to BAC is outlined below.
Under the Offer, PAS Shareholders will dispose of their PAS Shares to BAC in exchange for the
Offer Price.
The disposal of PAS Shares to BAC under the Offer will constitute a capital gains tax (CGT)
event for PAS Shareholders. The CGT event will happen:
•

at the time PAS Shareholders accept the Offer; or

•

if the PAS Shareholder does not accept the Offer and the PAS Shares are compulsorily
acquired by BAC, the time at which the PAS Shares are acquired.

PAS Shareholders will:
•

make a capital gain if the capital proceeds received on the disposal of their PAS Shares are
more than the cost base of those PAS Shares; or

•

make a capital loss if the capital proceeds received on the disposal of their PAS Shares are
less than the reduced cost base of those PAS Shares.
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The capital proceeds received by a PAS Shareholder that accepts the Offer (or has their PAS
Shares compulsorily acquired by BAC) will be equal to the Offer Price.
The cost base (or reduced cost base) of PAS Shares in the hands of the PAS Shareholders will be
broadly the original amount paid to acquire their PAS Shares, any non-deductible incidental costs
associated with the acquisition of the PAS Shares and any non-deductible incidental costs
associated with the disposal of the PAS Shares to BAC.
PAS Shareholders may be entitled to reduce any capital gain on the disposal of their PAS Shares
by applying the CGT discount (discussed below).
CGT Discount
The CGT discount should be available to PAS Shareholders who are individuals, trusts or
complying superannuation funds and have held their PAS Shares for at least 12 months before the
time of the CGT event resulting in the disposal of the PAS Shares by accepting the Offer (or
having their PAS Shares compulsorily acquired).
Broadly, the CGT discount rules enable the PAS Shareholders to reduce their capital gain (after
the application of any current year or prior year capital losses) by 50% for individuals and trusts
and 33 1/3% for complying superannuation funds.
The CGT discount is not available to PAS Shareholders that are companies.
The application of the CGT discount rules to a PAS Shareholder that is a trustee of a trust is
complex, particularly where distributions to beneficiaries of the trust are attributable to
discounted capital gains. PAS Shareholders that are trustees of trusts should obtain specific tax
advice.
Capital losses
A capital loss will arise where the capital proceeds received by the PAS Shareholders on the
disposal of their PAS Shares are less than the reduced cost base of those PAS Shares.
A capital loss may be used to offset any other capital gains made by the PAS Shareholders for the
relevant year of income or may be carried forward to offset capital gains made in future income
years. Specific loss recoupment rules apply to companies to restrict their ability to utilise capital
losses in future years in some circumstances. PAS Shareholders should seek their own tax advice
in relation to the operation of these rules.

6.3

Taxation consequences of disposal of PAS Shares by foreign residents
A summary of the Australian income tax consequences relevant for foreign resident PAS
Shareholders who dispose of their PAS Shares to BAC is outlined below.
Generally, a PAS Shareholder who is a foreign resident for Australian income tax purposes and
who does not carry on business in Australia at or through a permanent establishment should be
exempt from CGT on the disposal of their PAS Shares, unless, broadly:
•

the foreign resident PAS Shareholder (together with its associates) hold 10% or more of the
issued shares in PAS at the time of the CGT event resulting from the disposal of the PAS
Shares or for any continuous twelve month period within two years preceding the time of the
CGT event; and

•

more than 50% of the market value of PAS is represented by real property in Australia
(broadly, land situated in Australia).
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Importantly, foreign resident PAS Shareholders must assess whether they are subject to CGT at
the time of the CGT event resulting from the disposal of their PAS Shares. Foreign resident PAS
Shareholders who are subject to CGT on the disposal of their PAS Shares will not be entitled to
the CGT discount in relation to that portion of the capital gain which relates to the period after 8
May 2012.
PAS Shareholders who are not resident in Australia for income tax purposes should note that the
Australian tax consequences from the disposal of PAS Shares may be affected by any double tax
agreement between Australia and their country of residence. Foreign resident PAS Shareholders
should obtain specific tax advice.

6.4

Foreign resident CGT payment rules
In respect of certain types of transactions entered into on or after 1 July 2016, and subject to
certain exceptions, purchasers are required to pay an amount equal to 12.5% of the offer
consideration to the ATO (broadly referred to as the foreign resident CGT payment rules).
Relevantly, an exception to these rules is where the transaction occurs on an approved stock
exchange. On the basis that BAC's Offer is an on-market takeover offer, the foreign resident CGT
payment rules do not apply in respect of a transfer of PAS Shares to BAC under BAC's Offer.

6.5

Stamp duty
BAC will pay the stamp duty (if any) payable in Australia on the transfers of PAS Shares under
the Offer.

6.6

GST
The disposal of PAS Shares by a PAS Shareholder to BAC pursuant to BAC's Offer should either
be an input taxed financial supply (if the PAS Shareholder is registered for GST), or an out-ofscope supply (if the PAS Shareholder is not registered for GST). In either case, no GST should be
payable.
PAS Shareholders may be charged GST on costs (such as brokerage and advisor fees) that relate
to their participation in BAC's Offer. PAS Shareholders may not be entitled to claim full input tax
credits for the GST included in such costs that relate to the disposal of their PAS Shares. The PAS
Shareholders should seek independent advice in relation to the impact of GST in their individual
circumstances.
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7.

Additional information

7.1

IBC interests and dealings in PAS Shares
(a)

Interests in PAS securities

As at the date of this Target's Statement, the relevant interest of each IBC member in PAS Shares
is as shown in Section 1.1 of this Target's Statement.
In addition, Eric Morris has an interest in 1,729,652 PAS Performance Rights.13
(b)

Dealings in PAS Shares

Mr Craig Holland acquired 3,511 PAS Shares on 13 March 2017 and a further 6,489 PAS Shares
on 14 March 2017.14 The other two members of the IBC have not acquired or disposed of a
relevant interest in any PAS Shares in the four months ending on the date immediately before the
date of this Target's Statement.
(c)

Intentions in relation to the Offer

Each member of the IBC intends to REJECT the Offer for all PAS Shares held by him or in
which he otherwise has a relevant interest.

7.2

IBC interests and dealings in BAC (Coliseum) securities
(a)

Interests in BAC (Coliseum) securities

As at the date of this Target's Statement, no member of the IBC has a relevant interest in any
securities of BAC or Coliseum.
(b)

Dealings in BAC (Coliseum) securities

No member of the IBC has acquired or disposed of a relevant interest in any securities of BAC or
Coliseum in the four months ending on the date immediately before the date of this Target's
Statement.

7.3

Benefits and agreements
(a)

Directorships

BAC does not have any directors. Coliseum is the sole manager of BAC and has full authority to
act on its behalf.
(b)

Benefits in connection with retirement from office

As a result of the Offer, no person has been or will be given any benefit (other than a benefit
which can be given without member approval under the Corporations Act) in connection with the
retirement of that person, or someone else, from a board or managerial office of PAS.
(c)

Agreements connected with or conditional on the Offer

There are no agreements made between any member of the IBC and any other person in
connection with, or conditional on, the outcome of the Offer other than in their capacity as a
holder of PAS Shares.

13
14

Note 2,623,688 PAS Options held by Eric Morris were not exercised and expired on 30 June 2017.
For further details, see Appendix 3Y statement released to ASX on 14 March 2017.
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(d)

Benefits from BAC (Coliseum)

No member of the IBC has agreed to receive, or is entitled to receive, any benefit from BAC
(Coliseum) which is conditional on, or is related to, the Offer, other than in their capacity as a
holder of PAS securities as outlined in Section 1.1 of this Target's Statement.
(e)

Material interests of IBC members in contracts with BAC (Coliseum)

No member of the IBC has any interest in any contract entered into by BAC (Coliseum).

7.4

Material litigation
The IBC does not believe that PAS is involved in any litigation or dispute which is material in the
context of PAS and the PAS group of companies taken as a whole.

7.5

Issued capital
As at the date of this Target's Statement, PAS' issued capital comprises 136,690,860 PAS Shares.
As at the date of this Target's Statement, PAS also has 3,688,537 PAS Performance Rights on
issue.15

7.6

ASX announcements
PAS is a disclosing entity under the Corporations Act and therefore has continuous disclosure
obligations under that legislation and also under the ASX Listing Rules. PAS is required to
immediately disclose to the market through ASX any information concerning it that a reasonable
person would expect to have a material effect on the price or value of PAS' Shares.
PAS is in compliance with its continuous disclosure obligations under the Corporations Act and
the ASX Listing Rules. PAS' announcements are available free of charge from the ASX website at
www.asx.com.au (ASX code: PGR).
The most recent financial information regarding PAS is the PAS FY17 Half Yearly Report and
Accounts announced to ASX on 24 February 2017. A copy of this document is also available free
of charge from PAS on request and is also available on PAS' website at
http://www.thepasgroup.com.au

7.7

Material change in financial position of PAS
As announced to ASX on 19 May 2017, EBITDA for the continuing business for FY17 is
expected to be in the range of $18.5 million - $20 million. There have been no other material
changes to the financial position of PAS since the release of the PAS FY17 Half Yearly Report
and Accounts announced to ASX on 24 February 2017.

7.8

Takeover response costs
The Offer will result in PAS incurring expenses that would not otherwise have arisen in FY17 and
FY18. These include legal, financial and other expenses from advisers engaged by PAS to assist
in responding to the Offer. The total cost of the takeover response depends on the outcome of the
Offer, the duration of the Offer and required response activities, and the complexity of the issues
addressed in the response. Therefore it is difficult to estimate the likely total cost to PAS.
Each member of the IBC will be paid an exertion fee to recognise the additional work they have
undertaken in responding to the Offer. The amount of that fee has not yet been determined and is
only likely to be determined by the Board shortly following the conclusion of the Offer Period.

15

Note 3,718,981 PAS Options expired on 30 June 2017.
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7.9

Consents
MinterEllison has consented to being named in this Target's Statement as the legal adviser to PAS
and has not withdrawn that consent at the date of this Target's Statement.
ShineWing has given, and has not, before the date of this Target's Statement, withdrawn its
consent, to:
•

be named in this Target's Statement as the independent expert engaged by PAS;

•

the inclusion of the Independent Expert's Report and statements noted next to its name,
and the references to that report or statements, in the form and context in which they
are included in the Target's Statement; and

•

the inclusion of other statements in this Target's Statement that are based on or
referable to statements made in the Independent Expert's Report.

Each person named in this Section 7.9 of this Target's Statement as having given its consent to the
inclusion of a statement or to being named in this Target's Statement:
•

has not authorised or caused the issue of this Target's Statement;

•

does not make, or purport to make, any statement in this Target's Statement or any
statement on which a statement in this Target's Statement is based other than a
statement included in this Target's Statement with the consent of that person; and

•

to the maximum extent permitted by law, expressly disclaims and takes no
responsibility for any part of this Target's Statement, other than a reference to its name
and, in the case of a person referred to above as having given their consent to the
inclusion of a statement, any statement or report which has been included in this
Target's Statement with the consent of that party.

7.10 ASIC Declarations
As announced on 23 June 2017, PAS has obtained a modification of items 10, 13 and 14 of
section 635(1) of the Corporations Act to enable PAS to lodge this Target's Statement with ASIC
and ASX and send a copy to BAC and PAS Shareholders within 21 days after the Bidder's
Statement was announced.

7.11 Reliance on ASIC class orders
As permitted by ASIC Class Order 13/521, this Target's Statement contains statements which are
made, or based on statements made, in documents lodged with ASIC or given to ASX. In
accordance with this class order, the consent of BAC or ASX (respectively) is not required for the
inclusion of such statements in this Target's Statement. Any PAS Shareholder who would like to
receive a copy of any of those documents may obtain a copy (free of charge) during the Offer
Period by contacting PAS.
As permitted by ASIC Corporations (Consents to Statements) Instrument 2016/72, this Target's
Statement may include or be accompanied by certain statements:
•

fairly representing a statement by an official person; or

•

from a public official document or published book, journal or comparable publication.

In addition, as permitted by ASIC Corporations (Consents to Statements) Instrument 2016/72, this
Target’s Statement contains share price trading data sourced from the S&P Capital IQ Platform by
S&P Global Market Intelligence, a division of S&P Global Inc. without its consent.
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7.12 No other material information
This Target's Statement is required to include all the information that PAS Shareholders and their
professional advisers would reasonably require to make an informed assessment whether or not to
accept the Offer but:
•

only to the extent to which it is reasonable for investors and their professional advisers to
expect to find this information in the Target's Statement; and

•

only if the information is known to any member of the IBC.

The IBC is of the opinion that the only information that PAS Shareholders and their professional
advisers would reasonably require to make an informed assessment whether to accept the Offer is:
•

the information contained in the Bidder's Statement (to the extent that the information is
not inconsistent or superseded by information in this Target's Statement);

•

the information contained in releases by PAS to ASX before the date of this Target's
Statement; and

•

the information contained in this Target's Statement.

The IBC has assumed, for the purposes of preparing this Target's Statement, that the information
in the Bidder's Statement is accurate (unless expressly indicated otherwise in this Target's
Statement). However the IBC does not take any responsibility for the contents of the Bidder's
Statement and is not to be taken as endorsing, in any way, any or all statements contained in it.
In deciding what information should be included in this Target's Statement, the IBC has had
regard to:
•

the nature of PAS Shares;

•

the matters PAS Shareholders may reasonably be expected to know;

•

the fact that certain matters may reasonably be expected to be known to the professional
advisers to PAS Shareholders;

•

the nature of the Offer; and

•

the time available to PAS to prepare this Target's Statement.

7.13 Approval of Target's Statement
This Target's Statement has been approved by a resolution passed by the Directors.

Signed for and on behalf of PAS by:

Rod Walker
Chairman
Date: 7 July 2017
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8.

Glossary and interpretation

8.1

Glossary

ASIC

the Australian Securities and Investments Commission

associate

has the same meaning as given to that term for the purposes of Chapter 6 of the
Corporations Act (as modified by ASIC from time to time)

ASX

ASX Limited ABN 98 008 624 691 or, where the context otherwise requires, a
financial market operated by it known as the Australian Securities Exchange

ASX Listing Rules

the listing rules of ASX, as amended or replaced

AUD

Australian dollars

BAC

Brand Acquisition Co., LLC

Bidder's Statement

the bidder's statement by BAC dated 16 June 2017 setting out the terms and
other information in relation to the Offer, to be read in conjunction with BAC's
first supplementary bidder's statement dated 27 June 2017

CGT

capital gains tax

Coliseum

Coliseum Capital Management, LLC

Coliseum Nominee
Directors

Adam Gray and Matthew Lavelle

Corporations Act

the Corporations Act 2001 (Cth)

Director

a director of PAS

EBITDA

earnings before interest, tax, depreciation and amortisation

FY16

the financial year from 1 July 2015 to 30 June 2016

FY17

the financial year from 1 July 2016 to 30 June 2017

FY18

the financial year from 1 July 2017 to 30 June 2018

GST

goods and services tax

IBC

the independent board committee of PAS formed to respond to the Offer,
comprising Rod Walker, Craig Holland and Eric Morris

Independent Expert or
ShineWing

ShineWing Australia Corporate Finance Pty Ltd

Insolvency Event

any of the events set out in section 652C(2) of the Corporations Act

LTI Plans

the PAS Long Term Incentive Plans described in Section 4.6 of this Target's
Statement

Offer

the on market takeover bid by BAC for all PAS Shares other than those
already owned by BAC or its associates, as described in the Bidder's Statement

Offer Period

the period during which the Offer will remain open for acceptance in
accordance with section 3.6 of the Bidder's Statement
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Offer Price

the consideration offered by BAC under the Offer. As at the date of this
Target's Statement, the Offer Price is $0.51 cash for each PAS Share

PAS

The PAS Group Limited ACN 169 477 463

PAS Board or Board

the board of directors of PAS

PAS Option

an unlisted option issued under a LTI Plan

PAS Performance
Right

a performance right issued under the LTI Plans

PAS Share or Share

a fully paid ordinary share in the capital of PAS

PAS Shareholder or
Shareholder

a holder of PAS Shares

relevant interest

has the meaning given in sections 608 and 609 of the Corporations Act

Target's Statement

this document, being the statement of PAS under Part 6.5 of the Corporations
Act in response to the Offer

Trading Day

has the meaning given to that term in the ASX Listing Rules

voting power

has the meaning given in section 610 of the Corporations Act

VWAP

volume weighted average price

8.2

Interpretation
In this Target's Statement, unless the context otherwise requires:
•
•
•
•

•
•
•
•
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the singular includes the plural and vice versa and words importing one gender include
other genders;
terms defined in the Corporations Act as at the date of this Target's Statement have the
meanings given to them in the Corporations Act 2001 (Cth) at that date;
a reference to dollars, A$, AUD, $ and cents is a reference to Australian currency;
a reference to a statute of any parliament or any section, provision or schedule of a statute
of any parliament includes a reference to any statutory amendment, variation or
consolidation of the statute, section, provision or schedule and includes all statutory
instruments issued under the statute, section, provision or schedule;
a reference to a person includes any company, partnership, joint venture, association,
corporation or other body corporate and vice versa;
a reference to a Section is a reference to a section of this Target's Statement;
a reference to time is a reference to Melbourne time; and
headings and bold type are used for reference only.
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Appendix 1 – Independent Expert's Report
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5 July 2017

The Independent Board Committee
The PAS Group Limited
17 Hardner Road
Mount Waverley VIC 3074

Dear Sirs

Independent Expert’s Report
Introduction
The PAS Group Limited (“PAS” or the “Company”) is an Australian apparel and sports equipment
business with a diverse portfolio of brands, including Review, Black Pepper, JETS and Everlast. The
Company was listed in June 2014 and as at 4 July 2017, PAS had a market capitalisation of $69.7
million.
On 16 June 2017, Brand Acquisition Co., LLC (“BAC” or the “Bidder”) announced an on-market
takeover bid for all of the shares in PAS (“PAS Shares”) that it or its associates do not already own at
$0.51 per share (the “Offer Price”). This on-market takeover bid is referred to in our Report as the
“Takeover Bid” or the “Offer”. The Takeover Bid was to open on 3 July 2017 and scheduled to close
on 3 August 2017, unless it is extended or withdrawn in accordance with the Corporations Act.
On 23 June 2017, Australian Securities and Investments Commission (“ASIC”) granted PAS relief to
lodge its target’s statement in response to the Takeover Bid (“Target’s Statement”) with ASIC,
Australian Securities Exchange (“ASX”) and the Bidder on or before 7 July 2017. As a result of this
extension, the Bidder announced on 27 June 2017 in its first supplementary bidder’s statement (“First
Supplementary Bidder’s Statement”) that the offer period had been amended to commence on 10
July 2017 and end on 10 August 2017 (the “Offer Period”).
The Bidder is a special purpose vehicle established by Coliseum Capital Management, LLC
(“Coliseum”) to acquire PAS Shares under the Takeover Bid. Coliseum is the largest shareholder of
PAS. Prior to the announcement of the Takeover Bid on 16 June 2017, Coliseum had a 48.56%
shareholding in PAS. As at 4 July 2017 Coliseum’s shareholding had increased to 54.33%.
Purpose of this report
Section 635(1) of the Corporations Act requires that in response to the Takeover Bid, PAS distribute
its Target's Statement no later than 14 days after the Takeover Bid was announced (with this period
now extended to 21 days, with the benefit of the ASIC relief noted above). In addition, section
640(1)(a) of the Corporations Act states that a Target’s Statement issued in response to a takeover
offer must be accompanied by an independent expert's report if:
1)

the bidder’s voting power in the target is 30% or more; and

2)

for a bidder who is, or includes, an individual – the bidder is a director of the target company; or

3)

for a bidder who is, or includes, a body corporate – a director of the bidder is a director of the target
company.

ShineWing Australia Corporate Finance Pty Ltd ABN 13 068 744 114. An authorised representative of ShineWing Australia Wealth Pty Ltd ABN 34 006 341 386.
Australian Financial Services Licence 236556. An independent member of ShineWing International Limited – members in principal cities throughout the world.

An independent expert’s report is required by section 640 of the Corporations Act in respect of the
Takeover Bid as the Bidder’s voting power was more than 30% in PAS at the time that the Bidder's
Statement was issued, and Mr Adam Gray, a director of PAS, is also a director of Coliseum.
PAS' independent board committee has requested that ShineWing Australia Corporate Finance Pty
Ltd (“SWA” or “ShineWing Australia Corporate Finance”) prepare an Independent Expert’s Report
(the “Report” or “Independent Expert’s Report”) on the Takeover Bid, to determine whether, in our
opinion, the Offer is fair and reasonable to the PAS Shareholders not associated with Coliseum (the
“Non-Associated Shareholders”) and the reasons for that opinion.
This Independent Expert’s Report has been prepared for inclusion in the Target’s Statement and
solely for the purpose of assisting the Non-Associated Shareholders in considering whether to accept
the Takeover Bid.
This Report has not been prepared to provide information to parties considering the purchase or sale
of any equity or other security in PAS. Accordingly, we do not assume any responsibility or liability for
any losses suffered as a result of the use of this Report contrary to the provisions in this paragraph.
Summary and conclusion
ShineWing Australia Corporate Finance has concluded that the Takeover Bid is NEITHER FAIR
NOR REASONABLE to the Non-Associated Shareholders.
While there are certain factors that could be attractive to the PAS Shareholders in the absence of a
superior proposal, in our opinion as at the date of this Report, these factors are not, on balance,
sufficient to conclude that PAS Shareholders should be prepared to accept less than fair market value
for their PAS Shares.
In forming our opinion, we have also considered that the Offer Price is at a discount of between 25%
and 40% compared with the low and high end of our valuation range respectively, on a 100% control
basis.
While we have concluded that the Takeover Bid is neither fair nor reasonable, we strongly encourage
PAS Shareholders to read this document in full. We believe that the assumptions adopted in our
opinion are reasonable, however, depending upon the views taken by individual shareholders in
relation to these assumptions, it is possible that individual shareholders could reach a different
conclusion on the appropriate range of values for PAS or the relevant advantages and disadvantages
of the Takeover Bid. In these circumstances we note that it remains open for these shareholders to
accept the Takeover Bid.
Our opinion is based solely on information available at the date of this Report as detailed in Appendix
B.
The principal factors that we have taken into account in forming our opinion are set out in our Report.
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Fairness assessment of the Takeover Bid
In accordance with our basis of evaluation of the Takeover Bid (set out in Section 6 of this Report), we
have assessed whether the Takeover Bid is fair to PAS Shareholders by comparing the Offer Price of
$0.51 per share to our assessed value of a PAS Share. The results of our analysis are summarised in
the table below:

Future maintainable earnings
EBITDA multiple adopted on control basis (Times)

Low
$'000

High
$'000

Mid
$'000

21,000

21,000

21,000

4.50

5.00

4.75

94,500

105,000

99,750

- White Runw ay's earn-out payment

(2,600)

(2,600)

(2,600)

- Capital expenditure required to achieve the FY18 forecast

(5,000)

(5,000)

(5,000)

Enterprise value on a control basis
Deduct surplus liabilities:

Fair m arket value of Equity on a control basis
No of shares issued
Fair m arket value per share (control basis) ($)
The Offer Price ($)
Discount ($)
Discount (%)

86,900

97,400

92,150

136,690,860

136,690,860

136,690,860

0.64
0.51
(0.13)
-25%

0.71
0.51
(0.20)
-40%

0.67
0.51
(0.16)
-32%

Source: SWA Analysis

As illustrated in the table above, the Offer Price is significantly lower than our assessed value per PAS
Share of $0.64 to $0.71. On this basis, we consider the Takeover Bid is not fair to PAS Shareholders.
PAS Shareholders should be aware that our assessment of the value per PAS Share does not reflect
the price at which PAS Shares will trade when the Takeover Bid lapses. The price at which PAS
Shares will ultimately trade depends on a range of factors including liquidity of PAS Shares, macroeconomic conditions, competitor behaviour, exchange rates and the underlying performance of the
PAS business.
Comparison with recent share trading prices
Section 4 of this Report sets out the trading activities of PAS Shares and highlights the illiquidity in
trading levels.
We note that our assessment of fair market value of PAS of between $0.64 and $0.71 per share is
materially higher than recent share trading prices.
In our opinion, this trading price differential between our valuation assessment of PAS on a control
basis and the recent share trading before the announcement of the Takeover Bid is due to the
following factors, which may be reflected in the trading prices that are set out in Section 4 and 6 but
not necessarily captured in our valuation assessment of PAS:
x

There has historically been a low level of trading in PAS Shares mainly as a direct result of
the top 20 Shareholders holding the majority of PAS Shares on issue. The monthly volume
traded for the last 12 months prior to the Takeover Bid announcement as a percentage of
outstanding shares ranged between 1% and 2% with an average of 1%; and

x

PAS Shares have been volatile over the past 12 months with the minimum and maximum
share price (excluding periods after the announcement of the Takeover Bid) varying
between $0.47 and $0.80 per share between June 2016 and June 2017.

For the reasons set out above, it is our opinion that the share trading price of PAS before the
announcement of the Takeover Bid may not be reflective of fair market value. As a result, we have not
relied on the quoted security price of PAS for our primary valuation assessment of PAS. However we
note the quoted security price represents the price at which PAS Shareholders could realise their
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portfolio investment. Therefore we consider it is reasonable to apply the quoted security price as a
cross check to our primary valuation assessment. For further details refer to Section 6 of this Report.
Reasonableness
Pursuant to Regulatory Guide 111 (“RG 111”), an offer may be reasonable if, despite not being fair,
after considering other significant factors, the expert is of the view that there are sufficient reasons for
shareholders to accept the offer in the absence of any higher bid before the close of the offer. In
assessing the reasonableness of the Takeover Bid, we have considered the following advantages,
disadvantages and other factors.
Advantages
Premium over the trading price before the announcement of the Offer
The Offer Price of $0.51 cash for each PAS Share represents a premium to PAS’ closing price before
the announcement of the Takeover Bid of 4%.
However, PAS Shareholders should treat this relatively minor premium with caution due to the
following:
x

The liquidity of PAS Shares is limited given the top 20 shareholders hold approximately 89%
of the issued capital (as at 4 July 2017). Accordingly, as noted above, the trading prices may
not be fully representative of fair value; and

x

The announcement of the Takeover Bid appears to have been opportunistically timed. We
note that trading prices of PAS reached a 12 month low of $0.47 per share shortly before the
announcement of the Offer whereas they traded on or above the Offer Price prior to the end
of May 2017. There is no premium for control implied in the Offer Price if you compare the
Offer Price to the 90 day Volume Weighted Average Price (“VWAP”), the use of which may be
more appropriate and relevant in order to mitigate the impact of short term volatility in trading
prices following recent announcements related to Amazon entering the Australian market. Set
out below is the historical VWAP trading price compared to the Offer Price for the last 1, 2, 3,
6 and 12 months.

Source: S&P Global, SWA Analysis

While the Offer Price represents a minimal premium to the PAS one month VWAP share price prior to
the announcement of the Takeover Bid, we do not consider the closing share price prior to the
Takeover Bid to be representative of fair market value.
Certainty of the cash consideration
Given the current lack of liquidity in PAS Shares, the Takeover Bid provides an opportunity for
shareholders to immediately realise cash consideration for their investment in PAS. The certainty of
this receipt of cash should be compared with the uncertainties of, and risks associated with, remaining
a PAS Shareholder.
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Opportunity for the Shareholders to change a portfolio investment
Australia’s clothing retailers face a changing operating environment with challenging economic
conditions and changing consumer behaviour that has threatened the retail sector. This is further
impacted by instability in financial markets which has increased volatility in consumer sentiment and
households are more selective in discretionary spending.
The potential launch of online retail services within Australia by Amazon and Alibaba has further
unfavourably impacted the clothing retail business and has increased the risk profile of this industry.
For those Shareholders who view these circumstances as threats to the clothing retail business, they
may consider the Takeover Bid as an opportunity for them to change their portfolio investment to a
different risk profile which may better suit their financial parameters.
No guarantee of the future performance of PAS
As at 4 July 2017 Coliseum has a 54.33% shareholding in PAS. With a 54.33% shareholding,
Coliseum has now gained control of PAS. We are advised this enlivens the change in control
provisions in certain PAS material contracts. The change in control provisions may cause these
parties to exercise their termination rights.
Some PAS Shareholders may have concerns that if these parties exercise their rights and this
unfavourably impacts the PAS business in the future, there is no guarantee of PAS’ future
performance. However, we are advised it is highly unlikely that a counterparty to any of these
contracts will exercise a termination right due to the amount of the revenue each counterparty has
generated and will continue to generate from the contract.
Disadvantages
The Takeover Bid is not fair
As noted above, the Offer Price is significantly lower than our assessed midpoint value per PAS
Share of $0.67. On this basis, we consider the Takeover Bid is not fair to PAS Shareholders.
No exposure to the benefit from potential upside in PAS
Shareholders who accept the Takeover Bid will no longer own shares in PAS and will therefore not
benefit from any potential future profits and capital growth of PAS as a result of PAS’ current business
strategies explained in Section 4 of this Independent Expert’s Report.
PAS’ growth strategies include:
x

The continued growth of the online business;

x

The launch of 12 new Review concessions in David Jones;

x

The acquisition of a significant new sports licence which is planned to launch in the second
half of FY18;

x

The growth in international sales, particularly in the US and UK, in regard to JETS Swimwear
(“JETS”); and

x

The future launch on potential new online distribution channels such as Alibaba and Amazon.

Shareholders that accept the Takeover Bid can however reinvest the proceeds of the Takeover Bid in
similar investment opportunities.
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Give up the opportunity to participate in PAS future dividends
As set out in the table below, since PAS listed on the ASX it has regularly distributed fully franked
dividends to PAS Shareholders. By disposing of their shares, PAS Shareholders will no longer have
access to future dividends and give up their regular return on their investment:

Financial Year
30 June 2015
30 June 2015
30 June 2016
30 June 2016
30 June 2017

Am ount per
share
$
0.0190
0.0310
0.0260
0.0260
0.0260

Type
Interim
Final
Interim
Final
Interim

Source: PAS annual reports and ASX Announcements

Foregoing the opportunity to benefit from an alternative and possibly superior offer
Shareholders may consider that the potential exists for a superior offer to emerge in the future,
whether from Coliseum or a third party. Acceptance of the Takeover Bid would remove the opportunity
to benefit from any such superior offer.
Potential tax consequences
PAS Shareholders who accept the Takeover Bid will receive $0.51 cash for each PAS Share currently
held, which may, depending upon individual shareholders taxation position, give rise to Capital Gains
Tax consequences at a time that may or may not be advantageous to individual PAS Shareholders.
A generic and indicative outline of the taxation implications of the Takeover Bid is included in the
Target’s Statement at Section 6. PAS Shareholders should seek their own independent taxation
advice regarding the taxation consequences of the Takeover Bid.
Other considerations
Likelihood of an alternative or superior offer
We have discussed with Management potential alternative proposals to the Takeover Bid and have
been informed there is little expectation of a third party emerging with an alternative bid. We note
Coliseum already owns 54.33% of PAS’ issued capital (as at 4 July 2017) and accordingly any
superior proposal for PAS as a whole would require the support of Coliseum as the largest
shareholder.
As stated in Section 7 of the Bidder’s Statement, as at the date of the Bidder’s Statement, the Bidder
had no plan to pursue a further on-market offer in relation to the PAS Shares in the future, but it has
not ruled out doing so at its discretion (and therefore reserves the right to do so) including, for
example, within six months of the end of the Offer Period.
Possible delisting
If after the close of the Takeover Bid the Bidder acquires more than 50% but less than 90% of PAS
Shares, the Bidder intends to request the Board to review the benefits and suitability of PAS
remaining listed on the ASX having regard to the requirements of the Listing Rules and the additional
corporate and compliance costs including the spread of PAS Shares, the level of liquidity of PAS
Shares and the costs of listing and associated compliance.
Any decision to delist PAS Shares is required to be made by the PAS Board and should be in the best
interest of PAS and its Shareholders as a whole. However if the PAS Board decides to delist PAS
from the ASX, this would still require ASX’s consent and is likely to be subject to conditions imposed
by the ASX.
Further, ASX guidelines state that the approval of PAS minority shareholders is most likely to be
required unless each of the following three conditions are fulfilled:
x

Coliseum has at least 75% control of PAS at the time delisting is sought;
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x

There are fewer than 150 PAS Shareholders (excluding Coliseum and its related bodies
corporate) whose shareholding is worth at least $500. We note that as at 4 July 2017 PAS
has more than 700 shareholders; and

x

The Takeover Bid remains open for at least an additional two weeks after Coliseum and its
associates attain at least 75% control of PAS.

Even though there is a possibility that PAS Shares may be delisted, taking into account the conditions
above, we consider this possibility to be low.
Implications if Coliseum do not achieve full control
Coliseum already holds approximately 54.33% of the PAS issued shares as at 4 July 2017 which
means Coliseum has now gained control of PAS. If, as a result of the Takeover Bid, Coliseum does
not achieve full control, it is expected that Coliseum may seek to appoint additional persons to the
Board so that the majority of Directors are Coliseum nominees and it will gain effective control (other
than special resolutions) of PAS. This may reduce the appeal of PAS to the market resulting in a
reduction of trading volume and free float which may diminish the ability of PAS Shareholders to sell
their shares at fair market value.
Compulsory acquisition
Coliseum has stated in Section 7.3 of the Bidder’s Statement that if it acquires a relevant interest in
more than 90% of PAS’ Shares and is entitled to proceed to compulsory acquisition of the outstanding
PAS Shares, Coliseum intends to compulsorily acquire any outstanding PAS Shares.
Potential competitors entering market
The Australian retail market is viewed as a high margin and attractive market to enter by global
competitors. This is evidenced by the recent arrival of online retailers Alibaba and Amazon.
In February 2017, Alibaba opened its first Australia-New Zealand headquarters in Melbourne and has
already formed a partnership with Woolworths and signed a deal with Australia Post to connect
Australian consumers with Chinese manufacturers, while at the same time boosting Chinese
consumption of Australian products.
In April 2017, Amazon confirmed it would roll out its retail offering in Australia over the next few years
and media reports confirm it is currently searching for distribution and fulfilment centres in Australia.
While the entrance of these two giant online retailers will further increase competition, it will provide
an opportunity for brands to sell on their platform.
Directors and substantial shareholders intentions
The Independent Board Committee have unanimously recommended PAS Shareholders reject the
Takeover Bid.
We note that each member of the Independent Board Committee who holds PAS Shares individually
intends to reject the Takeover Bid in relation to those shares. Section 1.1 of the Target’s Statement
sets out the intentions of the Independent Board Committee in relation to their PAS Shares under the
Takeover Bid.
Following our assessment above, we have concluded that as a whole, the Takeover Bid is not
reasonable.
Accordingly, we have concluded that the Takeover Bid as a whole is NEITHER FAIR NOR
REASONABLE to the Non-Associated Shareholders.
Other matters
ShineWing Australia Corporate Finance has prepared a Financial Services Guide (“FSG”) in
accordance with the Corporations Act. The Financial Services Guide is set out in the following section.
This Report has been prepared solely for the purpose of assisting the Non-Associated Shareholders
in considering the merits of the Takeover Bid. We do not assume any responsibility or liability to any
party as a result of reliance on this Report for any other purpose.
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The decision of whether or not to accept the Takeover Bid is a matter for each PAS Shareholder to
decide based on their own views of value of PAS and expectations about future market conditions,
PAS’ performance, risk profile and investment strategy. If PAS Shareholders are in doubt about the
action they should take in relation to the Takeover Bid, they should seek their own professional
advice.
This letter should be read in conjunction with the full text of this Report as attached including the
appendices.

Yours faithfully
ShineWing Australia Corporate Finance Pty Ltd

Phillip Rundle
Director

John Blight
Director
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Financial Services Guide
We are required to issue to you, as a retail client, a Financial
Service Guide (FSG). The FSG, dated 7 October 2016, is
designed to assist retail clients in their use of the general
financial product advice provided by ShineWing Australia
Corporate Finance Pty Ltd ABN 13 068 744 114 (“ShineWing
Australia Corporate Finance”) as a corporate authorised
representative (389399) of ShineWing Australia Wealth Pty
Ltd ABN 34 006 341 386, Australian Financial Services
License (AFSL) number 236556 (“ShineWing Australia
Wealth”). This FSG contains information about:
1.
2.
3.
4.
5.
6.
7.
8.

You should also consider all other parts of the Target’s
Statement before making any decision in relation to the
financial product.

Who we are, what our engagement is and who engaged
our services;
The services we are authorised to provide under the AFSL
held by ShineWing Australia Wealth;
Remuneration that we may receive in connection with the
preparation of the general financial product advice;
Any relevant associations, relationships and or referrals
arrangements;
Our internal and external complaints handling procedures
and how you may access them;
The compensation arrangements that ShineWing Australia
Wealth has in place;
Our privacy policy; and
Our contact details.

This FSG forms part of an Independent Expert’s Report
(“Report”) which has been prepared for inclusion in a
Target’s Statement to be dated on or about 7 July 2017
prepared by The PAS Group Limited ACN 169 477 463
(“Target’s Statement”). The purpose of the Target’s
Statement is to help you make an informed decision in relation
to a financial product.
1)

About us

ShineWing Australia Corporate Finance is a related entity of
ShineWing Australia and independent member of ShineWing
International Limited – members in principal cities throughout
the world.
The general financial product advice in our Report is provided
by ShineWing Australia Corporate Finance and not by
ShineWing Australia which provide services primarily in the
areas of audit, tax and business consulting.
ShineWing Australia Corporate Finance has been engaged by
The PAS Group Limited to issue a Report for inclusion in the
Target’s Statement.
2)

Financial services we are authorised to provide and
our responsibility to you

We are authorised by ShineWing Australia Wealth to provide
general financial product advice for securities only to retail and
wholesale clients.
ShineWing Australia Wealth is responsible for the financial
services we provide.

The Report contains only general financial product advice as it
was prepared without taking into account your personal
objectives, financial situation or needs. You should consider
the appropriateness of the general advice in the Report having
regard to your circumstances and consider obtaining personal
financial advice from an appropriately licensed person before
you act on the general advice in the Report.

The Report has been prepared for the Independent Board
Committee of The PAS Group Limited. You have not engaged
us directly but have received a copy of the Report because
you have been provided with a copy of the Target’s Statement.
Neither ShineWing Australia Corporate Finance nor
ShineWing Australia Wealth are acting for any person other
than The PAS Group Limited.
ShineWing Australia Corporate Finance and ShineWing
Australia Wealth are responsible and accountable to you for
ensuring there is a reasonable basis for the conclusions in the
Report.
3)

Fees, commission and other benefits we may receive

ShineWing Australia Corporate Finance charges fees for
providing reports, which are agreed to upfront, and paid by,
the entity who engages us to provide the report.
Fees are charged on an hourly basis or as a fixed amount
depending on the terms of the agreement with the entity who
engages us. In this case, The PAS Group Limited has agreed
to pay us approximately $90,000 for preparing the Report.
Except for the fees referred to above, neither ShineWing
Australia, nor any of its directors, authorised representatives,
employees, associates or related entities, received any
pecuniary benefit, directly or indirectly, for or in connection
with the provision of the Report. All employees receive a
salary and bonus based on overall productivity and not linked
to our opinions expressed in this Report.
Further details may be provided on request.
4)

Associations, relationships and referrals

The ShineWing Australia group, including ShineWing
Australia, ShineWing Australia Corporate Finance and
ShineWing Australia Wealth are members of ShineWing
International Limited, consisting of independent member firms
and correspondents.
ShineWing Australia and its authorised representatives,
employees and associates may from time to time have
relationships with the issuers of financial products in the
ordinary course of its business. Partners of ShineWing
Australia through their shareholdings will receive a direct
benefit from the fees received.
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No individual involved in the preparation of the Report holds
an interest in, or is a substantial creditor of The PAS Group
Limited or has other material financial interests in the
transaction proposed by the Target’s Statement.

professional indemnity insurance that satisfy these
requirements.
7)

We are required or authorised to collect personal information
from you by certain laws. Details of these laws are in our
privacy policy.

ShineWing Australia group does not pay commissions or
provide any benefits to any person for referring customers to
them in connection with the Report.
5)

Privacy Statement

Our full privacy policy is available at
http://www.shinewing.com.au/privacy-policy. It covers:

Complaints

Internal complaints resolution

x

If you have concerns with the general advice provided in the
Report, please contact us at the details provided in section 8
below. If your concerns are not addressed in a timely manner,
please send your complaint in writing to the General Manager,
ShineWing Australia Wealth Pty Ltd, Level 10, 530 Collins St,
Melbourne, VIC 3000.

x

x

how you can access the personal information we hold
about you and ask for it to be corrected;
how you may complain about a breach of the Privacy Act
1988 (Cth), or a registered privacy code and how we will
deal with your complaint; and;
how we collect, hold, use and disclose your personal
information in more detail.

External dispute resolution

We will update our privacy policy from time to time.

If your concern is not resolved, or if you are not satisfied with
the decision, you may contact the Financial Ombudsman
Service (FOS). FOS independently and impartially resolves
disputes between consumers, including some small
businesses, and participating financial services providers. The
FOS provides an independent dispute resolution process
covering complaints about financial services. You may contact
the FOS by:

Where you have provided information about another
individual, you must make them aware of that fact and the
contents of this privacy statement.
8)

Level 10, 530 Collins Street
Melbourne, VIC 3000
Australia

Financial Ombudsman Service
GPO Box 3, Melbourne VIC 3001
Toll free: 1300 780 808,
Email: info@fos.org.au
Website: www.fos.org.au

T: +61 3 8635 1800
F: +61 3 8102 3400
www.shinewing.com.au

The Australian Securities & Investments Commission (ASIC)
is Australia’s corporate, markets and financial services
regulator. ASIC contributes to maintaining Australia’s
economic reputation by ensuring that Australia’s financial
markets are fair and transparent, and is supported by informed
investors and consumers alike. ASIC seeks to protect
consumers against misleading or deceptive and
unconscionable conduct affecting all financial products and
services. You may contact ASIC by:

This Financial Services Guide has been authorised for
distribution by the authorising licensee.
References to ‘we’ or ‘us’ or ‘ours’ should be read as ShineWing
Australia Corporate Finance Pty Ltd (ABN 13 068 744 114), in
its capacity as a corporate authorised representative (389399)
of ShineWing Australia Wealth Pty Ltd (ABN 34 006 341 386),
AFSL 236556.

Australian Securities & Investments Commission
GPO Box 9827, Your Capital City
Phone: 1300 300 630
Website: www.asic.gov.au;
Before you send your concern to any of these respective
bodies, please contact them first to understand the process of
lodging your concern with them.
6)

Contact Details—ShineWing Australia Corporate
Finance and ShineWing Australia Wealth

Compensation arrangements

The law requires ShineWing Australia Wealth to have
arrangements in place to compensate certain persons for the
loss or damage they suffer from certain breaches of the
Corporations Act by its representatives. ShineWing Australia
Wealth has internal compensation arrangements, as well as
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1. Overview of the Takeover Bid
1.1. On-market takeover bid
On 16 June 2017, Brand Acquisition Co. LLC (the “BAC” or the “Bidder”) announced an on-market
takeover bid for all of the shares in PAS (“PAS Shares”) that it or its associates do not already own at
$0.51 per share. This on-market takeover is referred to in our Report as the Takeover Bid or the
Offer. The Takeover Bid was to open on 3 July 2017 and scheduled to close on 3 August 2017,
unless it is extended or withdrawn in accordance with the Corporations Act.
On 23 June 2017, Australian Securities and Investments Commission (“ASIC”) granted PAS relief to
lodge its target’s statement in response to the Takeover Bid (“Target’s Statement”) with ASIC,
Australian Securities Exchange (“ASX”) and the Bidder on or before 7 July 2017. As a result of this
extension, the Bidder announced on 27 June 2017 in its first supplementary bidder’s statement (“First
Supplementary Bidder’s Statement”) that the offer period has been amended to commence on 10
July 2017 and end on 10 August 2017 (the “Offer Period”).
The Takeover Bid is for all PAS Shares that exist and are listed for quotation on the ASX or will exist
at any time during the Offer Period (excluding all PAS Shares held by the Bidder and its associates).
The Bidder is a special purpose vehicle established by Coliseum Capital Management, LLC
(“Coliseum”) to acquire PAS Shares under the Takeover Bid. Coliseum is the largest shareholder of
PAS, holding approximately 48.56% of the issued ordinary share capital of PAS (immediately prior to
the announcement of the Takeover Bid). As at 4 July 2017, Coliseum's voting power has increased to
54.33%.
The Takeover Bid is not subject to any conditions.
The Bidder has instructed Canaccord Genuity to purchase all PAS Share offered for sale on the ASX
during the Offer Period.
1.2. Options and performance rights
The Takeover Bid will not extend to the acquisition of any PAS options or performance rights (or any
other securities that confer rights to be issued PAS Shares). However, the Takeover Bid will extend to
all PAS Shares that are issued and listed for quotation on the ASX at any time during the Offer Period
as a result of the exercise of any PAS options or vesting of any PAS performance rights (or any other
securities that confer rights to be issued PAS Shares).
1.3. Extension of the Offer Period
The Bidder may, at its discretion and in accordance with the Corporations Act, extend the Offer
Period. The Bidder may extend the Offer Period in its discretion at any time prior to the last five
trading days of the Offer Period, or in certain limited circumstances at any time prior to the end of the
Offer Period (subject to compliance with the law).
1.4. Withdrawal of the Takeover Bid
The Bidder may withdraw the Takeover Bid in respect of any unaccepted Offers at any time:
1)

With the written consent of ASIC and subject to the conditions (if any) specified in such consent,
or

2)

Upon the occurrence of an insolvency event in relation to PAS (regardless of the Bidder’s voting
power in PAS).

Notice of withdrawal of the Takeover Bid must be given by the Bidder to the ASX.
1.5. Profile of the Bidder
The Bidder is a limited liability company incorporated in Delaware, USA, with a head office located in
Rowayton, Connecticut.
The Bidder is owned by Coliseum and Blackwell Partners, LLC, Series A in different ownership
proportions. The Bidder has not traded since its establishment and does not have any employees.
Further information in regard to the Bidder is provided in the Bidder’s Statement.
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1.6. Intentions of the Bidder
At the conclusion of the Offer Period, the Bidder intends to conduct a review of PAS and its
operations, assets, liabilities, structure and employees. Final decisions will only be reached after that
review has been concluded and the results evaluated and in light of all material information, facts and
circumstances that exist at the time.
Under the Takeover Bid, the Bidder may or may not acquire 100% of the PAS Shares that the Bidder
and its associates do not already own. As per the Bidder’s Statement we note that the Bidder has no
plan to pursue a further on-market offer in relation to PAS Shares in the future, but it has not ruled out
doing so at its discretion (and therefore reserves the right to do so) including, for example, within six
months of the end of the Offer Period.
1)

The Bidder’s intention upon acquiring 90% or more of PAS Shares
Upon acquisition of a relevant interest in 90% or more of the PAS Shares, the Bidder’s intentions
are summarised below:
a. If it becomes entitled to do so under the Corporations Act, the Bidder intends to compulsory
acquire any outstanding PAS Shares (including any PAS Shares which are issued as a result
of the exercise of PAS options, the vesting of any performance rights, or any other securities
that confer rights to be issued PAS Shares);
b. At the conclusion of the compulsory acquisition process, the Bidder intends to remove PAS
from the official list of ASX;
c. Subject to the Corporations Act and PAS’ constitution, the Bidder intends to seek to appoint
directors to the PAS Board. Currently, the Bidder does not intend to remove any current
member of the PAS Board; and
d. Undertake a strategic review of PAS’ overall business including assets, liabilities, structure and
employees of PAS.

2)

The Bidder’s intention upon acquiring more than 50% but less than 90% of PAS Shares
Upon acquisition of a relevant interest in 50% or more of the PAS Shares, the Bidder’s intentions
are summarised below:
a. Review the benefits and suitability of PAS remaining listed on the ASX having regard to the
requirements of the listing rules and the additional corporate and compliance costs and the
following factors:
- The number of PAS Shares acquired by the Bidder under the Takeover Bid;
-

The spread of PAS Shareholders after the Offer Period closes; and

-

The level of liquidity of PAS Shares after the Offer Period closes.

b. Seek to appoint directors to the PAS Board. Currently, the Bidder does not intend to remove
any current member of the PAS Board; and
c. Cause the reconstituted Board to undertake a strategic review of PAS’ operations.
1.7. 2015 Takeover Bid
The Takeover Bid is the second on-market takeover bid that Coliseum has made for PAS. In
September 2015, Coliseum (through a special purpose vehicle) made an on-market takeover bid for
PAS at $0.63 per share (“2015 Takeover Bid”). Before announcing the 2015 Takeover Bid, Coliseum
had a relevant interest in 19.23% of PAS, which it increased to 45.81% by the conclusion of the 2015
Takeover Bid.
On 11 May 2017, Coliseum announced that it had increased its relevant interest in PAS from 45.81%
to 48.56% through on-market purchases, relying on the '3% in 6 months' creep exception in section
611 (item 9) of the Corporations Act.
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2. Purpose and scope of the report
2.1. Purpose
Section 640 of the Corporations Act requires that a target's statement issued in response to a
takeover offer for securities in an Australian publicly listed company must be accompanied by an
independent expert’s report if:
1)

the bidder’s voting power in the target is 30% or more; and

2)

for a bidder who is, or includes, an individual – the bidder is a director of the target company; or

3)

for a bidder who is, or includes, a body corporate – a director of the bidder is a director of the target
company.

The independent expert’s report must state whether, in the opinion of the independent expert, the
takeover offer is fair and reasonable to the target company’s independent shareholders and provide
the reasons for forming that opinion.
An independent expert’s report is required by section 640 of the Corporations Act in respect of the
Takeover Bid as the Bidder’s voting power is more than 30% in PAS at the time that the Bidder's
Statement was issued, and Mr Adam Gray, a director of PAS, is also a director of Coliseum.
PAS has requested that ShineWing Australia Corporate Finance Pty Ltd prepare an Independent
Expert’s Report (the “Report” or “Independent Expert’s Report”) on the Takeover Bid, to determine
whether, in our opinion, the offer is fair and reasonable to the PAS Shareholders not associated with
Coliseum (the “Non-Associated Shareholders”) and the reasons for forming that opinion.
2.2. Basis of assessment
The Corporations Act does not define the meaning of “fair and reasonable”. In preparing this
Independent Expert’s Report, SWA has had regard to RG 111 which establishes certain guidelines for
independent expert’s reports prepared for the purposes of the Corporations Act.
RG 111 provides the following guidance on the meaning of “fair and reasonable” in the context of a
takeover offer:
1)

an offer is “fair” if the value of the offer price or consideration is equal to or greater than the value
of the securities the subject of the offer. The comparison is made assuming 100% ownership of
the target and irrespective of whether the consideration is scrip or cash; and

2)

RG 111 states that an offer is “reasonable” if it is fair. It might also be reasonable if despite being
“not fair” the expert believes that there are sufficient reasons for shareholders to accept the offer
in the absence of any higher bid before the close of the offer. These might include:
a. The offeror’s pre-existing entitlement, if any, in the shares of the target company;
b. Other significant shareholdings in the target company;
c.

The liquidity of the market in the target company’s shares;

d. The likely market price if the offer is unsuccessful; and
e. The probability of an alternative offer.
Having regard to the above, in considering the fairness of the Takeover Bid, we have compared the
fair market value range of PAS Shares on a 100% basis with the value of the Offer Price, being $0.51
per PAS Share.
For the purpose of our opinion, fair market value is defined as the price that would be negotiated in an
open and unrestricted market between a knowledgeable, willing but not anxious buyer and a
knowledgeable, willing but not anxious seller acting at arm’s length.
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In considering whether the Takeover Bid is reasonable to the Non-Associated Shareholders, we have
considered a number of factors, including:
1) Whether the Takeover Bid is fair;
2) The implications to PAS and PAS’ Non-Associated Shareholders if the Takeover Bid does not
complete;
3) Other likely advantages and disadvantages associated with the Takeover Bid; and
4) Other costs and risks associated with the Takeover Bid that could potentially affect PAS’ NonAssociated Shareholders.
2.3. Independence
Prior to accepting this engagement, SWA considered its independence with respect to the Takeover
Bid by reference to ASIC Regulatory Guide 112 “Independence of Experts” (“RG 112”).
SWA has no involvement with, or interest in, the outcome of the Takeover Bid other than that of
independent expert. SWA is entitled to receive a fee based on commercial rates and including
reimbursement of out-of-pocket expenses for the preparation of this Report.
Except for that fee, SWA will not be entitled to any other financial or other benefit, whether direct or
indirect, in connection with the issuing of this Report. The payment of this fee is in no way contingent
upon the success or failure of the Takeover Bid.
2.4. Consent and other matters
Our Report is to be read in conjunction with the Target’s Statement dated on or around 7 July 2017 in
which this Report is included, and is prepared for the exclusive purpose of assisting the PAS
Shareholders in their consideration of the Takeover Bid. This Report should not be used for any other
purpose.
SWA consents to the issue of this Report in its form and context and consents to its inclusion in the
Target’s Statement.
This Report constitutes general financial product advice only and in undertaking our assessment, we
have considered the likely impact of the Takeover Bid to the PAS Shareholders as a whole. We have
not considered the potential impact of the Takeover Bid on individual shareholders. Individual
shareholders have different financial circumstances and it is neither practicable nor possible to
consider the implications of the Takeover Bid on individual shareholders.
The decision of whether or not to accept the Takeover Bid is a matter for each PAS Shareholder
based on their own views of the value of PAS and expectations about future market conditions, PAS’
performance, their individual risk profile and investment strategy. If shareholders are in doubt about
the action they should take in relation to the Takeover Bid, they should seek their own professional
advice.

- 15 -

3. Industry overview
3.1. Introduction
PAS operates an apparel and sports equipment business offering a broad range of products in
numerous brand categories targeting various demographic segments of the market, predominantly in
the clothing and sporting goods retailing and wholesaling sectors in Australia, with a growing
international reach.
3.2. Industry performance
Australia’s clothing retailers have faced a changing operating environment with challenging economic
conditions and changing consumer behaviour that has threatened the retail sector. These conditions
have triggered multiple national apparel chains to collapse over the past 12 months, including
Pumpkin Patch, Payless Shoes, Herringbone, Rhodes & Beckett, Marcs, David Lawrence and Top
Shop Australia. The main contributing factors include the inability to adapt its product range to suit the
Australian market, failure to embrace and exploit online, the struggle to cope with a climate of stalling
wage growth, lower consumer spending and the expansion of international fast fashion retailers into
the Australian market.
Consumers have become increasingly comfortable using websites to compare prices and purchase
the best-value items from domestic and international retailers which has also placed pressure on the
bricks-and-mortar stores of clothing retailers. In response, clothing retailers have invested heavily in
setting up and maintaining online sales platforms.
The recent instability in financial markets has increased volatility in consumer sentiment and many
households have reined in discretionary spending. Consumers have been reluctant to purchase
products at full price, causing bargain hunting trends to increase. This has reduced wholesale and
retail industry profit margins.
IBISWorld projects clothing retailing industry revenue in Australia to fall 1.4% to a total of $19.1 billion
in 2016/17. The clothing wholesaling industry in Australia has struggled similarly with revenue
expected to decrease by 1.8% to a total of $8.4 billion in 2016/17, reflecting the decreased
expenditure on clothing at the retail level according to IBISWorld.
Wholesale bypass by department stores building their own brand offer, sourcing these products
directly overseas, and growing trends favouring online shopping have hurt the clothing wholesaling
industry. Department stores have also taken steps to bypass wholesalers to protect their margins on
their private label products.
3.3. Competitive landscape
The clothing retailing and wholesaling industries in Australia are characterised by a low market share
concentration, with a lower market share concentration for the clothing wholesaling industry. The top
three major players as of February 2017 for each respective industry is presented in the table below:
Com pany nam e

Market Share
%

Clothing retailing industry
Premier Investments Limited

4.7%

Specialty Fashion Group Limited

4.6%

Woolw orths International (Australia) Pty Limited trading as
Country Road Group

4.3%

Total

13.6%

Clothing w holesaling industry
Pacific Brands Limited

4.5%

Voyager Distributing Company Pty Ltd

1.7%

PAS Group Limited

1.6%

Total

7.8%

Source: IBISWorld

Although the clothing retail industry is fragmented and diverse with a large number of small
independent operators, there has been an increase in merger and acquisition activity in the past five
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years in response to intensifying competition from international retailers entering the Australian
market. Industry concentration is expected to remain low due to the varied clothing retail segments
that compete on price, style, quality, location and target demographic, which make it difficult for major
players to cover a significant share of the market.
Australian clothing retailers face increasing competition from international retailers such as Zara,
Uniqlo and H&M that offer affordable on-trend clothing by using their large international supply chains
and greater economies of scale created by vertical integration. Australia has become an increasingly
attractive destination for international clothing brands due to its resilience during the global financial
crisis, relatively stable economy and high disposable incomes, which have encouraged a significant
influx of international fashion giants to establish a local presence in the market.
While the capital costs required to establish new stores are considered low for small retailers, the
primary barrier to entry into the industry is securing premium real estate in the best centres since
location is critical for retailers, particularly for international retailers who require large store space.
Other external competition has come from the rise of online shopping. Online retailers such as ASOS,
The Iconic and Net-A-Porter offer Australian consumers an extensive range of brands and products.
3.4. Key external drivers
The key external drivers impacting the performance of the clothing retail and wholesale industries
include the following:
1) Disposable income: There is a positive correlation between the change in real household
disposable income and clothing sales. When disposable income increases, consumers have
greater discretionary power to purchase clothing at a retail level, which also boosts demand for
wholesale apparel. Disposable income is determined by factors such as labour market growth,
wage growth and changes in interest rates, taxation and social security.
In this regard, we note that Australia is experiencing record low wage growth. According to the
latest Wage Price Index released by the Australian Bureau of Statistics, wages grew by 0.5%
during the March 2017 quarter, leaving the year-on-year increase at 1.9%. This is the lowest level
on record since the late 1990s. While wage growth is historically weak, the Australian
Government expects wages to grow 2.5% next financial year, despite a reduction in Sunday
penalty rates from 1 July 2017 after a decision by the Fair Work Commission earlier this year.
With low wage growth, record levels of household debt, rising mortgage rates and an expected
increase in electricity prices, household consumption and discretionary spending is anticipated to
remain weak. JP Morgan economists expect real household consumption to grow at an average
2.4% (annualised) for the next eight quarters, representing the weakest consumption growth in 30
years, excluding the recession in the early 1990s and the global financial crisis in 2008/09.
2) Consumer sentiment index: Consumer confidence moves in line with general household
expenditure, thereby impacting the demand for products such as clothing. Rising consumer
sentiment increases demand for clothing and inventory from wholesalers.
3) Demand from online shopping: The rapid development of new technology and the growing
acceptance of online shopping have increased competition for traditional clothing stores.
Consumers can find an extensive range of clothing online at highly competitive prices which
threatens traditional bricks-and-mortar retailers. However, traditional retailers and wholesalers
have also benefited from the popularity of online shopping through the development of online
sales channels that customers can use to directly purchase items. Demand from online shopping
is expected to rise in 2017/18, increasing industry competition from online stores.
4) Trade weighted index: The trade weighted index reflects changes in the value of the Australian
dollar compared with its major trading partners. If the Australian dollar appreciates, the price of
imports will fall, increasing consumer demand for overseas goods while decreasing demand for
domestic products, as well as reducing the purchase costs for wholesalers that source products
from overseas at a wholesale level. According to IBISWorld, the Australian dollar is expected to
depreciate in the short term, resulting in consumers being less likely to purchase clothing from
overseas retailers and an increase in spending at Australian bricks-and-mortar and online stores.
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3.5. Industry outlook
The clothing retailing industry is forecast to struggle in 2017/18 with industry revenue expected to fall
by 1.7%, according to IBISWorld, as consumers limit discretionary spending. However the industry is
anticipated to return to growth in the latter half of the next five year period as comparatively strong job
security and a forecast improvement in the global financial outlook boost household expenditure. The
clothing wholesaling industry is expected to follow a similar trend and industry revenue is expected to
fall by 1.4% in 2017/18.
Industry competition for retailers will continue to intensify as the major domestic players expand their
presence to compete with department stores and overseas entrants that have significantly larger
supply chains, allowing for higher quality brand positioning and lower prices. Fierce competition from
online shopping is also anticipated as websites become more sophisticated and many traditional
bricks-and-mortar retailers now have their own online retail stores. Based on experience from more
mature online markets such as the United Kingdom and United States, there would appear to be
further growth potential for Australian online apparel retailers.
The bricks-and-mortar shopping experience is projected to become more automated over the next
five years, with technological innovations encouraging customer engagement. For example, US
company Hointer has developed a system where consumers scan the code to the item they want and
robots deliver the garment to the assigned dressing room. Consumers can request different sizes to
be delivered and return items via a chute, as well as add products to a virtual shopping cart and make
payment through a self-serve checkout. Such technological advancements can help retailers boost
sales, improve customer service, reduce floor space, minimise labour requirements and optimise
inventories. Virtual stores and adaptive storefronts are also projected to become more common with
some retailers already trialling these technologies.
3.6. Impact of Amazon’s entry to Australia
In April 2017, Amazon formally announced it will be launching retail services within Australia. Amazon
has not confirmed a launch date however speculation suggests Amazon could launch as early as
September 2017. Much analysis has been made about its potential impact on the Australian retail
market, with most of the commentary highlighting a potentially negative impact and cautioning
Amazon’s arrival to increase competition, challenge incumbent retail business models and transform
the sector.
The clothing retailing industry is expected to be highly susceptive to Amazon’s disruptive impact as
clothing is a small, easy to ship good. Amazon’s focus on "low prices, vast selection, and fast
delivery" may result in price reductions as Amazon has the scale to absorb very low profit margins in
most of its products. Amazon is also expected to compete on range and delivery as opposed to price
since the majority of brand owners are required to keep prices consistent by channel. It is unknown
whether its Prime Now service, known for fulfilling deliveries in major cities within an hour, will launch
locally. Further, the low population density in capital cities such as Sydney and Melbourne compared
to other major markets would make it difficult for Amazon to achieve these levels of service.
Given Amazon's strengths in books, consumer electronics, clothing and sporting goods, the large
bricks-and-mortar retailers most exposed include JB Hi-Fi, Harvey Norman, Myer, BIG W, Kmart and
Target. These department stores may be more exposed than specialty retailers due to their
commodity based product offering, low service model, and reliance on volume and price, which is
where Amazon is expected to play. JP Morgan has downgraded profit forecasts for JB Hi-Fi, Harvey
Norman, Myer and Super Retail Group by as much as 30% after assessing the impact of Amazon’s
expansion and deteriorating consumer spending.
Further, Amazon have recently registered a number of trademarks in Australia relating to their private
brand basic programs which could place pressure on a number of clothing retailers selling basics.
This could also adversely impact clothing distributors to department stores, thereby reducing the
demand for generic clothing.
While Amazon is a giant retailer, it is also a market place or platform for retailers or third-party sellers
to sell their products which presents an opportunity for players to use the Amazon Marketplace
platform as a new distribution channel to market unique branded products. Therefore, industry players
could thrive with a chance to leverage Amazon’s role as a consolidated marketplace.
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Overall, Amazon poses both threats and opportunities to the clothing retail and wholesaling sectors.
An effective omni-channel strategy, strong brand equity and excellent customer service offering
innovative customer experiences will be crucial for keeping shoppers in-store.
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4. Profile of PAS
4.1. Overview
PAS operates as a wholesaler and retailer of apparel, accessories, and sports equipment and has a
rapidly growing online business, with some 258 retail stores across Australia and New Zealand. PAS
designs, markets, and supplies owned, licensed private label and branded apparel, to department
stores, discount department stores, specialty retailers as well as approximately 800 independent
retailers.
PAS comprises a diversified portfolio of brands, with limited customer overlap across its brands due to
the variety of distinct customer demographics targeted. Key owned brands include Review, JETS,
Black Pepper, Yarra Trail and Marco Polo, while key licensed brands designed and distributed to
major retailers by the Designworks operation include Everlast, Dunlop, Mooks, World Industries and
Slazenger.
4.2. History and strategy
PAS was founded in 2004 to capitalise on the fragmented nature of the apparel industry in Australia.
PAS progressively acquired a diversified portfolio of well established brands as part of its strategy.
PAS listed on the ASX on 16 June 2014 raising funds to repay debts, and is now a major player in the
apparel and sporting goods market with an established business model and platform providing
significant scale, infrastructure and capability to exploit opportunities.
A summary of the significant apparel businesses acquired by PAS is set out below:
x

November 2004: Yarra Trail

x

February 2005: Black Pepper and Breakaway

x

November 2005: Designworks

x

March 2006: Marco Polo

x

October 2006: Capelle, Fiorelli and Review

x

December 2007: Metalicus (disposed of in September 2016)

x

July 2015: White Runway

x

November 2015: JETS

PAS has grown and expanded through the acquisition of multiple significant apparel businesses since
its inception. PAS has subsequently focused on integrating these businesses into the PAS platform
and executing its retail growth strategy as well as expanding its sports and licensing divisions. In
2015, PAS acquired White Runway and JETS, and disposed of its loss-making Metalicus brand in
September 2016 in order to focus on its core brands.
PAS has invested significant time and capital to grow its capabilities in design and development,
infrastructure, operations, sales and brand management, sourcing arrangements, supply chain
operations, key customer relationships and a growing retail site footprint and online capabilities.
PAS expects to achieve growth through several initiatives described below:
1) International growth: growth through JETS online and wholesale, and Review;
2) Expansion through potential new online distribution channels: launch products on potential new
online platforms entering the Australian retail market, such as Amazon and Alibaba through their
Tmall Global marketplace;
3) Product and brand extension: continued growth in the Designworks sports division with new
sports categories being introduced and growth in the licensed and brand business from new
customer channels;
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4) Licensing opportunities: continue to leverage existing alliances and relationships, seek new sales
with key wholesale customers, and pursue further opportunities using PAS’ strong portfolio of
licenses and ongoing pipeline of new licensed opportunities;
5) Online growth: growth from new websites for JETS, White Runway and Black Pepper and provide
improved user experience and dedicated mobile compatibility;
6) Loyalty and communication: growth from major updates to the loyalty program to increase
customer engagement and deliver more personalised and tailored experiences through targeted
offerings, whilst improving customer loyalty and retention;
7) Acquisitions: continue to integrate and develop JETS and White Runway businesses acquired in
FY16, whilst continuing to evaluate further opportunities; and
8) New store roll outs and updated store concepts: expectation to grow the number of retail stores
and continued targeted investment in updating store concepts in Review and Black Pepper.
4.3. Current operations
PAS operates from three facilities. The head office is based in Mount Waverley, Victoria and houses a
number of brands as well as the corporate office. JETS and White Runway are Sydney based, and
the Designworks division is based in Richmond, Victoria.
PAS employs in excess of 1,400 employees and currently operates 258 retail stores.
Each of PAS’ key brands and operations are positioned to reach different customer demographics
and provide a high level of diversification for the Group.
Review
Established in 1985, Review has built a strong and loyal customer base. The retail brand offers
feminine products inspired by vintage designs with a modern twist, ensuring authenticity and
individuality. Review design and produce occasion wear, career wear and dressed up daywear that is
marketed to women aged between 24 and 40. The brand operates across stand-alone retail stores,
concession stores within Myer, and has recently launched concession stores with David Jones.
Review operate a market leading online business which accounts for 12% of sales.
Review recently launched on Myer’s website utilising a dropship model, and an enhanced mobile
application with improved site navigation. In October 2016, Review launched its interactive Review
magazine which enables the ability to showcase new products with direct shopping links and content
covering behind the scenes, beauty tips and exclusive interviews.
Review will be re-launching their website in February 2018 on the market leading Salesforce
Commerce Cloud platform.
JETS
JETS is an iconic Sydney based business with a 30 year heritage in the swimwear market and over
the last 15 years has become an iconic Australian swimwear brand with a growing international
presence.
A frequenter in fashion editorials, JETS is featured in publications and on celebrities and influencers
around the world. In May 2017, Jessica Gomes was appointed as the face of JETS for the next 3
years, commencing with the Spring 2017 campaign. Jessica’s popularity both within Australia and
internationally perfectly align the JETS brand as it expands into the next growth phase.
JETS is stocked comprehensively on an international basis in major department stores, online and at
a mixture of specialty and designer boutiques. These include David Jones (Australia), Selfridges & Co
(UK), Harvey Nichols (UK), Fenwick (UK), Neiman Marcus, Holt Renfrew (Canada), Everything but
Water and The ICONIC. JETS also has two standalone boutiques in Queensland, in the famous
holiday destination of Noosa and the other in Chermside.
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In January 2017, a new e-commerce platform for JETS was launched with dedicated sights in both
the UK and USA. Significant progress has been made transforming production and the supply chain
which allows for improved in-stocks in basic styles and in season wholesale customer reorders.There
are significant growth plans for JETS in international markets with a particular emphasis on the US.
Black Pepper
Black Pepper was established in 1976 and has a number of brands targeting the older demographic,
including Black Pepper, Breakaway, and Equus. The Black Pepper brands target a market segment
which includes women’s and men’s leisurewear to a loyal over 60s customer base.
Black Pepper has transitioned from a predominantly wholesale business to retail, now with some 140
stores. Black Pepper has increased its presence in New Zealand and store enhancements are
expected to continue to create larger format Black Pepper stores with an expanded brand portfolio.
A new website platform was recently launched, strengthening the online presence for Black Pepper.
The online store has in a short period of time become the largest store in the Black Pepper store
portfolio and continues to grow.
Designworks
Established in 1993, Designworks has established itself as one of Australia’s key design houses;
being recognised as an innovative designer, supplier and marketer of lifestyle and sports products.
With over one hundred talented design, production and management staff, Designworks has one of
the largest in-house teams in Australia.
A diverse portfolio, including popular Sport and Lifestyle brands such as Everlast, Mooks, Republic
and Sista, in addition to long term partnerships with global key licensing principals such as IBML,
Disney, Coca Cola, Mattel, and Dreamworks, has secured Designworks’ place as an industry leader.
Designworks operates as a high volume, lower margin business and has a highly efficient supply
chain enabling speed to market. Designworks partners with long established customers Kmart, Target
and Myer to produce branded, licensed and private label products. Designworks also have a rapidly
growing business with Toys “R” Us in Japan.
Key strengths of Designworks include design manufacturing, and global capabilities, resulting in a
highly efficient and ethical supply chain. Designworks has long term sourcing relationships with a
number of key suppliers. Designworks recently received International Licensee of the Year Award for
Everlast in 2016 and have won a host of other industry awards.
Designworks categories include:
x

Men’s, Women’s, Children’s & Infant Apparel;

x

Sporting Apparel & Equipment;

x

Licensed Apparel;

x

Footwear & Accessories; and

x

Manchester.

Designworks is currently growing its new footwear ranges and sports equipment, and has grown its
international distribution through Toys “R” Us Japan. Designworks continues to attract numerous new
licensee opportunities due to its design capability, product quality and speed to market and expects to
continue to expand its presence in Australia and international markets and have recently signed
another major sports license which will be announced shortly.
Yarra Trail
Established in 1984, Yarra Trail produces high-quality, mid-range fashion products targeting women
over 35. The brand is positioned as on-trend weekend leisurewear designing collections which include
versatile wardrobe staples with highlight pieces that create easily coordinated outfits.
Catering to their brand statement “Make Life One Long Weekend”, Yarra Trail offers casual clothing to
wear 7 days a week and is renowned for their core product categories of Knitwear, Jackets, Pants
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and Shirts, and an extended range of casual co-ordinates. Collections are based around monthly
drops, each offering a new colour palette.
Yarra Trail has one stand-alone retail store, a rapidly growing online store, and is available in David
Jones, Myer and approximately 250 boutiques nationally and across New Zealand and South Africa.
White Runway
White Runway is a unique online occasion-wear business selling ready to wear and made to measure
bridal party, mother of the bride and formal dresses. Founded in Sydney in 2011, it offers more than
400 styles of dresses in a wide range of colour and size options to a growing Australian and
international customer base.
White Runway has showrooms in Sydney, Melbourne and Brisbane to provide customers with
personalised styling and fitting services; recently launched a pop up showroom in New York to cater
for the growing US market. White Runway also provides online consultations with its team of stylists
to customers that cannot visit its showrooms in person.
4.4. Customers
PAS has diversified customer segmentation with distribution across retail stores, retail concessions,
online and wholesale accounts.
Over time, PAS has transitioned into an increasingly retail-orientated business with retail sales
forecast to contribute approximately 54% of sales in the 2017 financial year. This was achieved
through increased investment in retail and online channels which has reduced the reliance on local
discount department stores own brand offer.
The sales by customers and customer channels are presented below:

Source: PAS 2017 H1 FY2017 Results Briefing

PAS’ loyalty program reached 652,000 members in December 2016. Loyalty program sales represent
approximately 75% of retail sales which continue to provide improved customer insights, enable
tailored communication and drive traffic to retail stores.
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4.5. SWOT analysis
The following table summarises PAS’ SWOT analysis:
STRENGTHS
•
•
•
•
•
•
•
•
•

WEAKNESSES

Portfolio of unique brands and diversification
Low cost support centre infrastructure
Nimble & efficient decision making
Market leading online and digital strategy & capability
Strong financial metrics – Profitable with no debt
Capability to generate new business through new
license deals in Designworks
Flat structure – lack of hierarchy, low bureaucracy,
quick decision making
Strong relationships with major customers
Strong cash conversion

OPPORTUNITIES
•
•

•
•
•
•
•
•
•

•
•
•

High exposure to the Australian retail apparel
industry in challenging times
Exposure to department and discount department
stores
Complexity of replacing owner/vendor skills &
passion in acquired businesses with limited talent
pool

THREATS

International expansion to US, China, New Zealand,
Japan, Singapore and Canada
Expansion through new online distribution channels
such as Amazon and Alibaba through their Tmall Global
marketplace
New licenced product & category expansion with
Designworks and Review
Further online sales penetration in Australia and
internationally
Loyalty & customer relationship management – growing
customer base & segmentation opportunities
Considered acquisitions in related disciplines
New product categories for apparel related fashions and
sport
New customer channels
Enhance & grow brand awareness through investment
in marketing

•
•
•
•
•

•
•

Economic environment and consumer sentiment,
weaker AUD
Performance of major customers and trading
partners
International competitors
New online international retail giants entering the
Australian market, i.e. Alibaba and Amazon
Share market perception. Low share price and
market cap (potential for unsolicited corporate
activity)
Consumer change in value perception with
increased risk of high/low activity
Independent boutique customers diminishing

Source: Management

We note that Coliseum, the largest shareholder of PAS, has obtained control of PAS with
approximately 54.33% shareholding in PAS as at 4 July 2017. Coliseum is now in a position to
influence the Board and may impact the strategic direction of the business.
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4.6. Financial performance
The financial performance of PAS for the year ended 30 June 2015 (“FY15”), 30 June 2016 (“FY16”),
six months ended 31 December 2016 (“YTD17”) and forecast for year ending 30 June 2017
(“Forecast FY17”) is set out below:

Revenue
Cost of sales
Gross profit
Gross profit margin
Other revenue
Royalty income
Other revenue
Other gains and losses
Total other revenue
Operating expenses
Selling and distribution expenses
Marketing expenses
Occupancy expenses
Administration expenses
Employee benefit expenses
Total operating expenses
Cost of doing business ("CODB")
EBITDA
EBITDA margin
Depreciation and amortisation expense
EBIT
EBIT margin
Net finance costs
Profit before tax
Income tax expense
Profit for the year after tax from continuing operations
(Loss) for the year after tax from discontinued operations
Profit/(loss) for the year
Other com prehensive inom e
Exchange differences arising on translation of foreign operations
Net gain/(loss) on cash flow hedges
Other comprehensive income for the year, net of income tax
Total com prehensive incom e for the year

Year ended

Year ended

6 m onths

Year ended

30-Jun-15
Audited
$'000
224,546
(100,602)
123,944
55.2%

30-Jun-16
Audited
$'000
269,390
(121,607)
147,783
54.9%

31-Dec-16
Review ed
$'000
135,675
(59,627)
76,048
56.1%

30-Jun-17
Forecast*
$'000
261,667
(114,868)
146,799
56.1%

361
130
295
786

261
431
86
778

116
376
224
716

(16,691)
(3,935)
(24,468)
(6,693)
(52,454)
(104,241)
(103,455)
20,489
9.1%
(5,318)
15,171
6.8%
(851)
14,320
(4,412)
9,908
(41,842)
(31,934)

(22,501)
(4,827)
(28,080)
(8,364)
(60,904)
(124,676)
(123,898)
23,885
8.9%
(6,749)
17,136
6.4%
(921)
16,215
(4,891)
11,324
(762)
10,562

(10,137)
(3,097)
(14,593)
(4,098)
(33,237)
(65,162)
(64,446)
11,602
8.6%
(3,935)
7,667
5.7%
(371)
7,296
(1,884)
5,412
(585)
4,827

(127,290)
19,509
7.5%
(7,723)
11,785
4.5%
(671)
11,114
(2,798)
8,316
(585)
7,731

(367)
2,328
1,961
(29,973)

180
(2,613)
(2,433)
8,129

(46)
2,857
2,811
7,638

NA
NA
NA
7,731

Source: Annual report for the year ended 30 June 2016, Appendix 4D Half Year Report for the half year ended 31 December
2016, Management
Notes: * Forecast FY17 is based on 11 months actual financial performance results and 1 month forecast (as at 31 May 2017),
subject to year-end adjustments. This forecast does not change the FY17 EBITDA guidance of $18.5 million - $20.0
million, as per the Business Update announced on 19 May 2017.
NA – Not available

On 30 September 2016, PAS announced the successful completion of the sale of its Metalicus
business. Accordingly, the results of the Metalicus discontinued operations are presented separately
in the statement of financial performance for FY15, FY16 and YTD17.
We note the following with respect to PAS’ historical and forecast financial performance:
1) In FY15, sales were lower than expected primarily due to the impact of challenging retail
conditions and the loss of wholesale sales from Target after they decided to insource its private
label business. Retail sales growth reflects the 44 new stores opened with an additional 40 stores
refurbished.
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Margins were lower than expected in FY15 due to increased promotional activity to generate
sales and clear Metalicus inventory levels, which was partially offset by lower support centre
costs;
2) Sales and earnings growth for FY16 were strong, with 20% growth in sales and 14% growth in net
profit after tax from continuing operations (excluding the Metalicus business). This was primarily
driven by positive like for like retail sales, the contribution from new stores, strong growth in the
Designworks business and the performance of the online business. PAS has made significant
investments in its digital infrastructure and customer engagement which have resulted in 149%
growth in online sales, representing over 9% of total retail sales.
The retail business also benefited from the strong new store roll out program with 31 new stores
opened and 34 additional stores refurbished in FY16.
The wholesale division has delivered strong results in its sports brands including the expansion
into footwear and equipment, whilst growing its international distribution through Toys “R” Us and
new product programs. Wholesale sales grew further in the second half of FY16 as a result of
new sales from JETS;
3) Sales for Forecast FY17 are expected to be lower than FY16 primarily due to the
underperformance of wholesale businesses Black Pepper and Designworks, which were
impacted by order reductions and delivery timing changes from key department store customers.
This is partially offset by the growth in JETS and the Designworks Sports Division, as well as
additional sales derived from new major domestic customers for Designworks.
Retail sales have also been flat due to challenging trading conditions with a late start to spring
and summer and the persistent promotional environment which has resulted in lower retail sales
for Black Pepper and Review brands (in particular in Myer concession stores).
This decline is offset by the new stores opened in FY17 and PAS’ ongoing store refurbishment
program, as well as the annualisation effect of the 31 new retail stores opened in FY16. Online
sales also continue to grow with new websites launched and an increased focus on loyalty
programs;
4) The new businesses acquired in FY16, White Runway and JETS, have contributed marginally to
Forecast FY17 sales. JETS online sales have experienced significant growth since its first full
summer season with PAS and the upgrade of its e-commerce platform which has resulted in
strong growth in local as well as international sales from the US and UK. JETS wholesale sales in
the US have also grown strongly demonstrating the international appeal and scalability of the
brand. Investment continues across these businesses in order to prepare them for future growth
through expansion in international markets and strong online presence;
5) The gross margin for YTD17 continued to be well managed through the currency cycle. The
gradual increase in gross margin is supported by the higher retail mix which is driven by PAS’
continuing transition to retail and the benefit of vertically integrated retail margins which are higher
than wholesale margins.
The sales contribution for each brand is summarised in the chart below:
JETS
Yarra Trail 5%
7%

Black
Pepper
27%

Review
28%

White
Runway
1%

Designworks
32%

Source: Management accounts
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6) PAS has a relatively fixed cost base that provides it with operating leverage and the ability to grow
earnings faster than revenue. However, total operating costs have increased as a percentage of
sales, from 46% in FY16 to 48% in YTD17. This reflects the continuing transition from wholesale
to retail as well as investments in retail infrastructure and marketing to develop and support the
retail channel;
7) PAS expects future wholesale sales growth to be primarily driven by JETS and Designworks.
JETS is expected to achieve wholesale growth in the North American market, capitalising on the
growth base from YTD17, whilst also growing US online sales. Designworks is continuing to grow
its new Sport Division with new license and product expansion opportunities for both Australia and
internationally;
Retail sales are expected to grow based on the Review store network expansion with the
continued launch of Review concessions in David Jones. Significant online sales growth across
all retail brands is also anticipated as PAS continues to invest in digital marketing and online
platforms; and
8) A key PAS initiative is to achieve expansion through potential new online distribution channels.
We are advised positive preliminary discussions have taken place with Amazon to include a
number of PAS’ brands on the Amazon Marketplace platform, once Amazon launches in the
Australian market.

- 27 -

4.7. Financial position
The financial position of PAS as at 30 June 2015, 30 June 2016 and 31 December 2016 is set out
below:
30-Jun-15
Audited
$'000

30-Jun-16
Audited
$'000

31-Dec-16
Review ed
$'000

Current assets
Cash and cash equivalents

12,525

7,863

10,227

Trade and other receivables

20,605

21,067

23,297

Other financial assets
Inventories
Current tax assets
Other current assets
Assets classified as held for sale
Total current assets
Non-current assets
Trade and other receivables
Property, plant and equipment
Deferred tax assets
Intangible assets
Goodw ill
Total non-current assets
Total assets
Current liabilities
Trade and other payables
Other current financial liabilities
Current tax liabilities
Provisions
Other current liabilities
Liabilities directly associated w ith assets classified as held for sale
Total current liabilities
Non-current liabilities
Deferred tax liabilities
Provisions
Other non-current liabilities
Total non-current liabilities
Total liabilities
Net assets

1,848
26,607
1,596
5,064
68,245

30,131
4,176
3,646
66,883

2,198
31,480
4,510
71,712

116
10,999
9,099
18,776
46,534
85,524
153,769

128
13,743
8,770
28,353
50,747
101,741
168,624

125
15,516
7,520
28,676
50,747
102,584
174,296

16,335
18
4,683
1,779
22,815

18,299
1,884
2,168
6,344
2,025
276
30,996

21,724
978
6,437
2,530
31,669

1,776
678
3,180
5,634
28,449
125,320

1,200
1,040
9,544
11,784
42,780
125,844

1,990
1,029
9,422
12,441
44,110
130,186

Source: Annual report for the year ended 30 June 2016, Appendix 4D Half Year Report for the half year ended 31 December
2016

In relation to the financial position as at 31 December 2016, we note that:
1) Other current assets primarily relate to prepayments ($4.2 million) and others ($0.2 million);
2) Other current financial assets relate to forward foreign exchange contracts carried at fair value
which are primarily related to the USD;
3) Inventory levels are stable and relative to annual sales turnover. The Group has not had any
significant historical aged inventory issues;
4) Assets classified as held for sale were related to the divestment of Metalicus and as at 31
December 2016 the balance was nil due to the successful completion of sale of its Metalicus
business on 30 September 2016;
5) Intangible assets represent trademarks ($0.5 million), brand names ($25.0 million), and software
and website development costs ($3.2 million);
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6) Goodwill arises from acquisitions completed by the business. We are advised that as at 31
December 2016 there are no impairment indicators for goodwill, therefore no write downs are
required;
7) As at 31 December 2016, PAS had no short term or long term borrowings.
PAS has facilities with Commonwealth Bank of Australia (“CBA”) available for general corporate
purposes including capital expenditure and permitted acquisitions. On 9 January 2017, PAS
executed documentation with CBA for three complementary facilities with a combined limit of
$45.0 million for a term of three years. The new finance package replaced the previous $55.0
million facility and will provide enhanced flexibility at a lower cost whilst supporting a platform for
growth.
In addition to the $45.0 million of committed funding, PAS may by written notice to CBA request
the establishment of a facility up to a maximum of $60.0 million which may be used to support the
acquisitive growth strategy; and
8) Other current and non-current liabilities primarily relate to lease incentives ($7.5 million),
contingent consideration ($4.2 million) and others ($0.3 million).
Consistent with retailers generally, the net working capital requirements of PAS are low compared to
the sales as cash is received at the point of sale and suppliers are paid on terms.
Based on information provided by Management, we have performed a monthly working capital
analysis and note that due to the seasonal nature of the business, the level of working capital required
varies throughout the year. As at 31 December 2016, PAS holds cash of approximately $10.2 million.
However, we do not consider this cash to be a surplus asset as it is required to provide the additional
working capital required throughout the year to operate the business.
4.8. Capital structure
As at the date of our Report, PAS has on issue:
1) 136,690,860 fully paid ordinary shares, listed on the ASX; and
2) 3,688,537 unlisted performance rights (“Rights”).
The top 20 shareholders of PAS as at 4 July 2017 is summarised below:
Num ber of
shares

Shareholders at 4 July 2017
HSBC CUSTODY NOMINEES (AUSTRALIA) LIMITED-GSCO ECA
CANNES MANAGEMENT PTY LTD
J P MORGAN NOMINEES AUSTRALIA LIMITED
CITICORP NOMINEES PTY LIMITED
BRAND ACQUISITION CO LLC
BSCL ACF MIML
MR CHRISTOPHER IAN SWITZER
ERIC MORRIS AS TRUSTEE FOR THE MORRIS FAMILY TRUST
MORGAN STANLEY AUSTRALIA SECURITIES (NOMINEE) PTY LIMITED
SLO CONCEPTS PTY LTD
MR BRUCE ROBERTSON CATTO & MRS GLENYS LOUISE CATTO
MACKERR PTY LTD
MR WILLIAM ANTHONY ANDREWS
NSR INVESTMENTS PTY LTD
NATIONAL NOMINEES LIMITED
AJSST PTY LTD
MR DERRICK ALAN KROWITZ
DALZIEL SUPERANNUATION PTY LIMITED
STIRLING SUPERANNUATION PTY LTD
MILLIARA NOMINEES (AUST) PTY LIMITED
Top 20 Shareholders
Other
Total shares on issue

66,376,217
13,805,777
11,166,275
8,660,156
7,885,759
3,913,516
2,154,665
1,598,134
1,023,267
849,000
615,475
500,000
461,350
440,000
431,461
427,372
417,112
380,417
380,000
354,538
121,840,491
14,850,369
136,690,860

%
48.56%
10.10%
8.17%
6.34%
5.77%
2.86%
1.58%
1.17%
0.75%
0.62%
0.45%
0.37%
0.34%
0.32%
0.32%
0.31%
0.31%
0.28%
0.28%
0.26%
89.14%
10.86%
100.00%

Source: Management

The spread of PAS Shareholders as at 4 July 2017 is presented in the following table:
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Range of Shares Held
1-1,000
1,001-5,000
5,001-10,000
10,001-100,000
100,001 and over
Total

Num ber of
Shareholders
83
160
150
266
45
704

Num ber of
As a % of
Shares issued shares
56,636
0.04%
469,167
0.34%
1,270,196
0.93%
8,245,239
6.03%
126,649,622
92.65%
136,690,860
100.00%

Source: Management

In addition to the 136.7 million shares on issue, as at the date of this Report PAS also has 3.7 million
unlisted performance rights on issue (“Rights”). 1,898,136 Rights were issued under the 2014 PAS
Long Term Incentive Plan which commenced on 1 July 2014 (the “2014 LTIP”) and 1,790,401 Rights
remain that were issued under the 2016 PAS Long Term Incentive Plan (the “2016 LTIP”). Each Right
gives the holder the right to receive one fully paid ordinary share in PAS for no consideration on
vesting. The following table summarises the Rights currently on issue:
Rights holder
Eric Morris
Matthew Durbin
Others

Type of rights
The 2014 LTIP
The 2016 LTIP
The 2014 LTIP
The 2016 LTIP
The 2014 LTIP
The 2016 LTIP

Grant date
30/10/2015
17/11/2016
22/09/2015
29/09/2016
22/09/2015
29/09/2016

Vesting date
30/10/2018
17/11/2019
22/09/2018
29/09/2019
22/09/2018
29/09/2019
Total

Num ber of
securities
980,000
749,652
549,818
433,241
368,318
607,508
3,688,537

Source: Management

2014 LTIP
All Rights issued under the 2014 LTIP are subject to share price hurdles. In particular, these Rights
are separated into three tranches and each tranche is subject to testing periods in September 2016,
September 2017 and September 2018 respectively.
To satisfy the share price hurdles, the VWAP of PAS in September 2016, September 2017 and
September 2018 respectively must be equal or exceed $1.15.
If the required share price hurdle is not achieved in any testing period, the Rights available to vest in
that tranche carry forward and will be subject to re-testing in the following years. If the share price
hurdle is not met at the testing period for the third tranche (i.e. September 2018), all Rights will lapse.
Even if a performance condition is met for a particular tranche, no Rights issued under the 2014 LTIP
will vest prior to 30 September 2018 (i.e. the vesting of all Rights will be delayed until the end of the 3year performance period).
2016 LTIP
All Rights issued to Executives under the 2016 LTIP are subject to cumulative EBITDA hurdles. In
particular, these Rights are separated into three tranches and each tranche is subject to testing
periods referrable to the financial years ending 30 June 2017, 30 June 2018 and 30 June 2019
respectively.
To satisfy the EBITDA hurdles, PAS’ underlying maintainable EBITDA for that period must exceed a
specified EBITDA target. This target will be calculated less interest and all capital expenditures during
the relevant year of the performance period. This will be adjusted as determined by the PAS board for
any ‘abnormal’ amounts such as acquisition costs.
If the required EBITDA hurdle is not achieved in any testing period, the Rights available to vest in that
tranche carry forward and will be subject to re-testing in the following years. If the EBITDA hurdle is
not met at the testing period for the third tranche (i.e. September 2019), all Rights will lapse.
Even if a performance condition is met for a particular tranche, no Rights issued under the 2016 LTIP
will be exercisable prior to 30 June 2019 (i.e. the vested Rights cannot be exercised until the end of
the 3-year performance period). The Rights vest yearly.
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All Rights issued to other selected employees are conditional on remaining employed by the Group
for a period of 3 years in order to vest.
In addition, all vested Rights issued under the 2016 LTIP will entitle the holder to a dividend
equivalent award of shares. This is a further issue of PAS shares equivalent to the dividends paid on
each vested Right (as if each vested Right was a Share during the period between the grant of the
Right and exercise).
4.8.2 Share price and volume trading history pre – Takeover Bid announcement
The following chart illustrates the daily movement in the Company’s share price and trading volumes
since PAS’ ASX listing date 16 June 2014, up to the announcement of the Takeover Bid on 16 June
2017:

Source: S&P Global, SWA Analysis

Based on the chart presented above we note the following:
1) PAS was officially listed on the ASX on 16 June 2014 with the initial offering price of $1.15 per
share. On 16 June 2014 the shares closed at $0.92 per share and since then the share price has
not reached $1.15 per share;
2) On 4 December 2014, 14.7 million shares were transferred following the PAS trading update
announced on 3 December 2014 advising sales and earnings were below expectations due to
challenging market conditions in the discretionary retail segment and accelerated reduction of
sales in Target house branded products;
3) Coliseum announced an unconditional on-market takeover bid on 22 September 2015 for an offer
price of $0.63 per share over the offer period commencing 7 October to 9 November 2015. We
note the share price remained relatively stable over the period, trading around $0.635 per share,
with the lowest and highest share price ranging from $0.630 to $0.645 per share. The share price
a day prior to the takeover bid closed at $0.520 per share, representing a 21% premium;
4) On 9 November 2015, the 2015 Takeover Bid closed and an additional 32.04 million shares was
traded with the majority acquired by Coliseum. Subsequent to this, PAS announced on
10 November 2015 that Coliseum had acquired an additional total of 35.4 million shares,
representing 25.9% of the Company’s issued share capital;
5) PAS announced the acquisition of JETS, Australia’s leading premium swimwear brand, on 30
November 2015. This announcement did not impact the share trading activities on the day as an
insignificant number of shares were traded, with the share opening and closing price of $0.600
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and $0.580 per share respectively. Subsequent to this announcement, we note there were no
trading activities for the remainder of the week;
6) On 28 July 2016, PAS announced the sale of its loss-making Metalicus brand to the General
Pants Group which triggered the share price to increase from $0.645 per share to $0.680 per
share;
7) A significant spike in trading volume occurred on 9 May 2017, with approximately 3.84 million
shares being traded for a VWAP of $0.550 per share. Based on the ASX announcement, we note
that the majority of these shares were purchased by parties related to the Bidder;
8) On 19 May 2017, PAS issued a trading update advising sales were below expectation and
EBITDA for the continuing business for FY17 was expected to be in the range of $18.5 million to
$20.0 million. This was largely due to the reduction in retail sales in the Black Pepper and Review
brands, and the wholesale business experiencing order reductions and delivery timing changes
from major customers. On the announcement date, the share price was stable at $0.580 per
share with a trading volume of approximately 108k shares. However, we note the share price
dropped on 22 May 2017 which was the first trading day after the trading update announcement,
with approximately 338k shares traded for a VWAP of $0.510 per share. This decline in share
price reflected the negative market reaction to the trading update made on 19 May 2017;
9) Subsequent to the Takeover Bid announcement on 16 June 2017, the share price closed at
$0.512 per share compared to the Offer Price of $0.510 per share. Approximately 8.6 million
shares were transferred with a VWAP of $0.511 per share. The closing price on 15 June 2017, a
day prior to the Takeover Bid, was $0.490 per share, representing a 4% premium; and
10) With the exception of transactions by parties related to the Bidder, we note that during our
assessment period there were minimal trading activities despite some market sensitive
announcements such as brand acquisitions, trading updates and the release of financial results
which did not significantly impact PAS’ share trading activities.
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4.8.3 Trading liquidity
Based on the total shares on issue of 136.7 million, the volume of PAS Shares traded as a
percentage of total shares prior to the announcement of Takeover Bid is summarised below:

Month end

Volum e
traded
('000)

Monthly
VWAP
($)

Total value
of shares
traded
($'000)

Volum e
Volum e traded traded as % of
as % of total total free float
shares
shares

Dec 2015

725

0.649

471

0.5%

2.9%

Jan 2016

568

0.676

384

0.4%

2.3%

Feb 2016

754

0.659

497

0.6%

3.1%

Mar 2016

1,330

0.712

947

1.0%

5.4%

Apr 2016

375

0.642

240

0.3%

1.5%

May 2016

1,201

0.629

755

0.9%

4.9%

Jun 2016

918

0.608

558

0.7%

3.7%

Jul 2016

1,267

0.604

766

0.9%

5.2%

Aug 2016

1,236

0.690

853

0.9%

5.0%

Sep 2016

1,583

0.719

1,139

1.2%

6.4%

Oct 2016

1,125

0.748

842

0.8%

4.6%

Nov 2016

965

0.705

680

0.7%

3.9%

Dec 2016

1,088

0.707

770

0.8%

4.4%

Jan 2017

1,119

0.742

831

0.8%

4.5%

Feb 2017

2,239

0.728

1,631

1.6%

9.1%

Mar 2017

1,448

0.664

962

1.1%

5.9%

Apr 2017

1,338

0.647

866

1.0%

5.4%

May 2017

6,235

0.543

3,384

4.6%

25.3%

Min

0.27%

1.52%

Max
Average

4.56%
1.04%

25.34%
5.76%

Median

0.85%

4.73%

Source: S&P Global, SWA Analysis
Notes: Free float shares excludes those shares owned by company employees, individual insiders, related parties and other
strategic investors.

Based on the table above the total shares traded from December 2015 to May 2017 was
approximately 25.5 million, or approximately 18.7% of total shares on issue of 136.7 million. We note
however that trading over the assessment period above included approximately 3.76 million shares
traded by the Bidder. In the absence of these trades, the total percentage of PAS’ issued shares
traded over the assessment period falls to approximately 15.9%, demonstrating the lack of liquidity in
PAS Shares.
Further, we are advised that only approximately 18% of PAS Shares are free-float shares. The freefloat shares are defined as the shares that are freely available for purchase in the public share
market. This measure provides a basis to exclude shares held by interested parties (such as the
founders, directors and related parties) and long-term, strategic shareholdings of a significant
proportion of issued shares.
PAS’ remaining balance, i.e. 82%, is held by strategic investors that have and are expected to
continue to hold PAS Shares as long term investments. These factors also contribute to the illiquidity
of PAS Shares.
As explained in Section 4.8.2 “Share price and volume trading history” above, we note that PAS has
announced market sensitive announcements during our assessment period, however, our
assessment of PAS Share trading activities did not indicate any correlation between the
announcements and movements in the share price. PAS Shares are thinly traded and the share price
has not fluctuated materially.
A listed share price is more likely to provide meaningful information on the market participants
assessment of share value if the shares are actively traded. However, the level of liquidity in PAS
Shares is limited. For the reasons outlined above, it is our opinion that the trading share price of PAS
before the announcement of the Takeover Bid may not be reflective of its fair market value. As a
result, we have not relied on the quoted security price of PAS in assessing a fair market value of PAS
Shares.

- 33 -

4.8.4 Share price and volume trading history post – Takeover Bid announcement
The following table summarises the monthly trading volume of PAS Shares after the announcement of
the Takeover Bid (17 June 2017 to 30 June 2017):
PAS historical share trading analysis post announcement of the Takeover Bid

17 June 2017 to 30 June 2017

High
$
0.515

Low
$
0.510

Total volume
VWAP
traded
$
('000)
0.511
2,352

Volume
Total value of traded as % of
shares traded
total shares
($'000)
1,201
1.7%

Source: S&P Global, SWA Analysis

Based on the table above, the total shares traded post the announcement of the Takeover Bid from
17 June 2017 to 30 June 2017 was approximately 2.35 million, or 1.7% of total shares on issue.
However we note that approximately 1.56 million of the shares traded were related to the Bidder.
Excluding the Bidder’s trades, the total percentage of PAS issued shares traded over the period falls
to approximately 0.6%, demonstrating the lack of liquidity in PAS Shares.
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5. Valuation methodologies
5.1. Introduction
SWA has assessed the value of PAS using the concept of fair market value. Fair market value is
commonly defined as:
“the price that would be negotiated in an open and unrestricted market between a knowledgeable and
willing, but not anxious, buyer and a knowledgeable and willing, but not anxious, seller acting at arm’s
length.”
Fair market value excludes any special value. Special value is the value that may accrue to a
particular purchaser. Special purchasers may be willing to pay higher prices to gain control or obtain a
special value that they expect to realise from the acquisition, such as the capacity to reduce or
eliminate competition, ensure a source of material supply or sales, achieve cost savings arising on
business combinations following acquisitions or other synergies which could be enjoyed by the
purchaser. Our valuation is not premised on the existence of a special purchaser.
5.2. Valuation methodologies
RG111 outlines the appropriate methodologies that a valuer should generally consider when valuing
assets or securities for the purposes of, amongst other things, share buy-backs, capital reductions,
scheme of arrangement, takeovers and prospectuses. The methodologies include:
x

The discounted cash flow (“DCF”) method including the estimated realisable value of any
surplus assets.

x

The application of earnings multiples (appropriate to the business or industry in which the
entity operates) to the estimated future maintainable earnings or cash flows of the entity,
added to the estimated realisable value of any surplus assets.

x

The amount that would be available for distribution on orderly realisation of assets;

x

The quoted price for listed securities, when there is a liquid and active market and allowing for
the fact that the quoted price may not reflect their value.

x

Any recent genuine offers received by the target for any business units or assets as a basis
for valuation of those business units or assets.

Further details on these methodologies are set out in Appendix C to this Report. Each of these
methodologies is appropriate in certain circumstances.
RG111 does not prescribe the above methodologies as the method(s) that an expert should use in
preparing their report. The decision as to which methodology to use lies with the expert based on the
expert’s skill and judgement and after considering the unique circumstances of the entity or asset
being valued. In general, an expert would have regard to valuation theory, the accepted and most
common market practice in valuing the entity or asset in question and the availability of relevant
information.
5.3. Selected valuation methodologies
The application of the DCF method generally requires cash flow forecasts for a minimum of five years.
Predicting future cash flows is a complex exercise requiring assumptions as to the future direction of
the company, growth rates, operating and capital expenditure and numerous other factors. We have
been provided with “PAS Board Paper Growth Strategy Review – March 2017” which provides PAS’
high level earnings projection up to FY21. We note the purpose of this Board Paper is to provide the
management of PAS (“Management”) with a projected financial outlook for the business after taking
into account PAS’ key historical results, operating environment, current capabilities/strengths, and
opportunities.
RG111(95) states that the expert should not include prospective financial information in its report
unless there are reasonable grounds for that information. Even though the prospective financial
information may have been prepared on a reasonable basis based on the Board’s growth strategy,
given the uncertain outlook for the retail sector it is less likely that PAS can project its financial
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performance with a level of certainty. On this basis we have not adopted this method for the purpose
of this Report.
We have determined our primary methodology in valuing PAS to be the Capitalisation of Future
Maintainable Earnings (“FME”) due to the following considerations:
x

Since its establishment PAS’ business has been growing either through acquisitions or
organic growth. PAS is a profitable and going concern business. As a going concern entity,
PAS is expected to continue operating for the foreseeable future;

x

In FY15, PAS had written-off approximately $40.7 million of its goodwill, brand name,
property, plant and equipment and website. This write-off mainly relates to the Metalicus
business which had performed poorly. In September 2016, the Metalicus business was sold.
The divestment of Metalicus freed up additional working capital to support the growth of PAS
and is expected to lead to an improved financial performance;

x

PAS’ anticipated profitability subsequent is the divestment of Metalicus and the acquisition of
White Runway and JETS;

x

PAS primarily operates an apparel business distributed through retail and wholesale
channels. This industry is considered to be a relatively mature industry even though it is
facing a challenging phase in regard to the online shopping trend and the anticipated arrival of
Amazon in the Australian market; and

x

The availability of sufficient market data to support our valuation approach.

In considering the fair market value of PAS Shares under the quoted share price methodology, in
accordance with RG 111, we are required to consider the depth of the market for the listed securities,
volatility of the market price, and whether or not the market value is likely to represent the underlying
value of PAS. Based on our analysis as detailed in Section 4 above, we do not consider the quoted
share price is an appropriate methodology in valuing PAS.
We have however cross-checked the outcome of our Capitalisation of FME methodology with the
recently observed quoted share price.
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6. Valuation of PAS Shares
6.1. Capitalisation of future maintainable earnings methodology
The Capitalisation of FME methodology involves the capitalisation of a business’ earnings at a
multiple that reflects the risks and future growth prospects of the business. The following key factors
are required in valuing PAS under this methodology:
x

PAS’ level of earnings which is expected to be maintainable in the future;

x

An appropriate range of capitalisation multiples;

x

Level of net debt; and

x

Level of surplus liabilities and assets.

Capitalisation multiples can be applied to either estimates of future maintainable earnings before
interest, tax, depreciation and amortisation ("EBITDA"), earnings before interest and tax (“EBIT”) or
net profit after tax (“NPAT”). For the purpose of the Report we have applied EBITDA as it removes
differences in depreciation and amortisation policies adopted by peer companies and provides a
better measure of earnings as it is not distorted by the impact of depreciation and amortisation which
are non-cash items.
6.2. Future maintainable earnings
FME represents the level of maintainable earnings that the business could reasonably expect to
generate in future on an ongoing basis.
In September 2016, PAS had successfully completed the sale of its Metalicus business. In
determining PAS’ FME, we have focused on PAS’ historical and forecast results excluding the
Metalicus business operations.
Based on discussions with Management and information provided, we have then adjusted the
earnings for one-off (non-recurring items) and other items which we considered are not business
related.
The normalisation adjustments are set out in the following table:
Notes
Revenue
EBITDA

Actual
FY15

Actual
FY16

Forecast
FY17

$'000
224,546
20,489
9.1%

$'000
269,390
23,885
8.9%

$'000
261,667
19,509
7.5%

EBITDA margin - pre adjustment
Add/(Less) adjustments:
Employee settlement costs
Corporate costs - Project Carrera

1
2

211
164

-

-

Takeover defence

3

-

300

-

LEK strategy consulting

4

-

300

-

Target opportunity

5

-

100

-

Acquisition costs of White Runw ay and JETS

6

-

193

-

Disposal of Metalicus costs

7

-

62

-

One-off M&A related costs and adjustments

8

Total Adjustm ents
Adjusted EBITDA
Adjusted EBITDA margin

-

-

(1,849)

374

954

(1,849)

20,863

24,839

17,660

9.3%

9.2%

6.7%

Source: Management, SWA Analysis

In regard to the adjustments above, we note the following:
1) Employee settlement costs – paid to PAS employees who left the Company;
2) Corporate costs (Project Carrera) – costs incurred related to an unsuccessful acquisition;
3) Takeover defence – costs incurred in regard to the on-market takeover bid by Coliseum;
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4) LEK strategy consulting – fees to LEK in regard to a review of the Group and to identify and
consider strategic opportunities;
5) Target opportunity – costs to support Designworks in exploring a Target Sport Concept
opportunity;
6) Acquisition costs of White Runway and JETS – acquisition costs including legal services, stamp
duty, due diligence costs and tax advisor costs;
7) Disposal costs related to Metalicus – legal costs incurred in divesting Metalicus; and
8) One-off M&A related costs and adjustments – one-off costs and accounting adjustments related
to PAS’ merger and acquisition activities during FY17, including the acquisitions of JETS and
White Runway and costs incurred in pursuing acquisition opportunities.
In deriving an appropriate level of FME for PAS, we have had regard to the following:
1) FY15 was a challenging year for PAS. Earnings were unfavourably impacted by a significant
decrease in the contribution from Target, one of PAS’ main customers, as Target decided to
produce private label menswear and children wear in-house. However subsequently in FY16, the
business earnings increased significantly, supported by the contribution from new stores, strong
growth in the Designworks business and the performance of the online business. In FY16, PAS
made significant investments in its digital infrastructure;
2) During FY16, PAS acquired White Runway and JETS.
White Runway is an online occasion-wear business selling ready to wear and made to measure
bridal party, mother of the bride and formal dresses. Management advised that White Runway is a
small online business that has not previously had a growth profile and it is not expected to grow
significantly in the short to medium term;
JETS is an iconic Australian swimwear brand with a growing international presence. Since the
acquisition of JETS, PAS has been working on opportunities to grow the JETS business
internationally, including the significant investment in the JETS website, being involved in major
overseas exhibitions and shows, and the appointment of Jessica Gomes to be the ambassador of
JETS in a new marketing campaign.
Since the acquisition of JETS in November 2015, PAS has incurred operating expenses and
capital expenses in the areas of people, marketing, online, logistics and inventory management to
grow the JETS business. However, the full contribution and benefits from this investment, which
are not reflected in the FY17 results, are expected to be derived in FY18 and future periods;
3) The current performance of PAS retail stores. Out of its 258 retail stores, only 4 have recently
experienced losses. The performance of each store is expected to be sustainable, with
Management continuing to improve financial performance;
4) In addition to the favourable performance of the retail stores, the retail business is also supported
by significant growth in online sales;
5) Strong growth in loyalty programs, in particular for the Review brand, together with the recent
launch of its new online website, mobile application and interactive Review magazine. The
potential upside of these marketing strategies has not been fully reflected in the FY17 results;
6) Strong growth potential of Designworks division supported by its licenced brands portfolio which
includes sports brands, footwear and accessories;
7) Growth contributed by new stores and annualisation of stores opened during FY17;
8) Anticipated future growth due to:
a. Store enhancement, including larger format Black Pepper stores with an expanded brand
portfolio and the launch of Review concessions in David Jones. It is expected that up to 12
concessions will open in the 2017 calendar year;
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b. The acquisition of a significant new sports licence that is planned to launch in the second half
of FY18; and
c. Continuing to develop the Designworks relationship with Toys “R” Us Japan.
Based on the above, we consider an EBITDA of $21 million to represent a reasonable level of FME
for the PAS business. We note the achievement of this FME is dependent on the success of the
application of PAS’ business strategy and favourable economic conditions, particularly those that
directly impact the retail industry.
6.3. Earnings multiple
The earnings multiple represents the return expected by an investor in the business. The selection of
an appropriate EBITDA multiple is a matter of judgement and involves consideration of a number of
factors including:
x

The stability and quality of earnings;

x

The nature and size of the business;

x

The business operational risks;

x

Future prospects and growth profile of the business;

x

Diversification of the business;

x

The quality of the management team; and

x

External environment.

In determining an appropriate multiple to apply to our assessment of FME, we have considered the
following:
x

Trading multiples observed in the market for listed companies involved in the apparel, retail
and wholesale business sectors; and

x

Transaction multiples of recent comparable company acquisitions that have occurred in the
relevant industry.
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6.3.1. Trading multiples
The trading multiples of comparable listed companies have been derived from share market prices
which are typically reflective of trades in small parcels of shares which represent a marketable
minority interest value.
The following table sets out earnings multiples implied by the trading activity of the comparable
companies operating in a similar industry to PAS. A description of the comparable companies is set
out in Appendix D.

Com pany nam e
(Local currency)
The PAS Group Lim ited

Country
Australia

Historical Forecast
Market
Enterprise EBITDA
EBITDA
Currency Latest
capitalisation
value
m ultiple m ultiple
FY
m illions
m illions
LTM
FY17
AUD
30/06/2016
70
59
2.6
2.3

Specialty Fashion Group Limited
Globe International Limited
Premier Investments Limited
Myer Holdings Limited
Billabong International Limited
OrotonGroup Limited
RCG Corporation Limited
Lovisa Holdings Limited
Gazal Corporation Limited
Noni B Limited
Hallenstein Glasson Holdings Limited
Kathmandu Holdings Limited

Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
Australia
New Zealand
New Zealand

AUD
AUD
AUD
AUD
AUD
AUD
AUD
AUD
AUD
AUD
NZD
NZD

30/06/2016
30/06/2016
30/07/2016
30/07/2016
30/06/2016
30/07/2016
26/06/2016
3/07/2016
30/06/2016
26/06/2016
1/08/2016
31/07/2016

70
36
2,034
735
170
43
423
359
132
128
176
393

58
27
1,890
727
356
38
477
341
157
130
164
442
Mean
Median
Low
High

4.8
4.8
10.8
3.9
7.7
5.7
6.6
8.4
11.6
17.7
5.6
7.2
7.9
6.9
3.9
17.7

Source: S&P Global
Notes:
1 Enterprise value is the sum of market capitalisation as at 19 June 2017; and net debt and non-controlling interest as at the latest
reporting date
2
3

LTM - Last tw elve months
nmf - Not meaningful or not available

In arriving at a set of companies which we consider comparable to PAS we have further assessed the
observed comparable companies above with regard to the size of the companies, products offered
and target market of the products. Based on our analysis we note the following:
1) Globe International Limited (“Globe”) produces and distributes special purpose apparel, footwear
and skateboard hardgoods for the boardsports, street fashion and workwear markets globally.
Globe is more focused on sport and skateboard hardgoods which is different to PAS;
2) Premier Investments Limited (“Premier”) and Myer Holdings Limited (“Myer”) are significantly
larger than PAS. Premier’s stationary brand Smiggle offers fashion-forward stationery and office
supplies, bags, lunchboxes and drink bottles, and is one of the main sales contributors for
Premier. We consider that its market is different to PAS. Further, Premier does not operate a
wholesale business.
Myer operates in the retail sector however we consider its diversified department store business
to be different to PAS;
3) Billabong International Ltd (“Billabong”) has significant international business operations in the
Asia Pacific, the Americas, Europe and internationally, compared to PAS which primarily trades in
Australia. Billabong’s product range includes casual apparel, accessories, eyewear, wetsuits and
hardgoods for the board sports sector;
4) Oroton Group Limited (“Oroton”) engaged investment bank Moelis & Company in May 2017 to
conduct a strategic review of the business, which may involve a sale, refinancing of debt facilities
or recapitalisation of Oroton. Our analysis of Oroton’s share trading activities indicate that Oroton
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1.5
nmf
11.3
3.5
6.9
17.2
6.1
7.5
nmf
nmf
5.1
6.5
7.3
6.5
1.5
17.2

shares are thinly traded, and we note that the Oroton share price closed at $1.35 per share prior
to the announcement on 16 May 2017 and subsequently closed at $1.085 per share on the date
following the announcement, i.e. 17 May 2017; and
5) Kathmandu Holdings Limited (“Kathmandu”) focuses on clothing and equipment for travel and
adventure. We consider Kathmandu’s market to be different to PAS.
The following table summarises the implied earnings multiples of the comparable companies
excluding the companies mentioned above:
Historical Forecast

Com pany nam e
(Local currency)
The PAS Group Lim ited

Country

Currency

Australia

AUD

Market
Enterprise EBITDA
EBITDA
capitalisation
value
m ultiple m ultiple
Latest
FY
m illions
m illions
LTM
FY17
30/06/2016
69.71
59.49
2.57
2.33

Specialty Fashion Group Limited
RCG Corporation Limited
Lovisa Holdings Limited
Gazal Corporation Limited
Noni B Limited
Hallenstein Glasson Holdings Limited

Australia
Australia
Australia
Australia
Australia
New Zealand

AUD
AUD
AUD
AUD
AUD
NZD

30/06/2016
26/06/2016
3/07/2016
30/06/2016
26/06/2016
1/08/2016

70.17
422.99
359.10
132.02
128.05
175.55

57.83
476.61
340.85
157.04
129.56
163.90
Mean
Median
Low
High

4.76
6.56
8.41
11.58
17.75
5.60
9.1
7.5
4.8
17.7

1.51
6.13
7.48
nmf
nmf
5.07
5.0
5.6
1.5
7.5

Source: S&P Global
Notes:
1 Enterprise value is the sum of market capitalisation as at 19 June 2017; and net debt and non-controlling interest as at the latest
reporting date
2 LTM - Last tw elve months
3 nmf - Not meaningful or not available

Our assessed FME is based on forecast results. Therefore we have focused on the forecast earnings
multiples in analysing the earnings multiples of the comparable companies.
In relation to the earnings multiples derived from the comparable companies above, we note the
following:
1) Specialty Fashion Group Limited (“Specialty”) operates as a specialty retailer of women’s fashion
products with more than 1000 sites, including concession locations in Myer, with products also
available online. The company offers its women’s fashion products under the Millers, Crossroads,
Katies, Autograph, and City Chic brands. It also provides men’s, women’s, and children's clothing
and footwear under the Rivers brand name. Specialty’s total sales of approximately $830 million
for FY16 is significantly higher than PAS. We note however Specialty’s EBITDA margin is
significantly lower than PAS’. Specialty’s EBITDA of approximately $25 million in FY16 represents
an EBITDA margin of 3%;
2) RCG Corporation Limited (“RCG”) acquired the Accent Group (the New Zealand-based importer,
wholesaler and retailer of international footwear brands and related accessories) in May 2015 and
Hype DC in August 2016. These acquisitions have enabled RCG to be a regional leader in the
retail and distribution sectors of performance and lifestyle footwear with more than 400 stores
across Australia and New Zealand. RCG has total sales and EBITDA of more than $520 million
and $70 million respectively;
3) Lovisa Holdings Limited (“Lovisa”) operates as a fashion jewellery retailer. It has approximately
250 retail stores in operation, including 16 franchise stores, and operates stores in Australia, New
Zealand, Singapore, Malaysia, South Africa, and the United Kingdom; and franchised stores in
the Middle East, including Kuwait, the United Arab Emirates, and Saudi Arabia. Although Lovisa
does not operate within the apparel industry, we consider it shares similar retail exposure to PAS.
Lovisa’s total sales are slightly lower than PAS however its earnings are higher, achieving a
significantly higher EBITDA margin than PAS;
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4) Gazal Corporation Limited (“Gazal”) engages in designing, importing, wholesaling and retailing of
branded apparel and fashion accessories for men and women in Australia. It also manufactures
the products and has the highest EBITDA margin among the selected comparable companies.
However, we note that Gazal’s financial forecasts are not publicly available and therefore we are
not able to analyse its forecast earnings multiple;
5) Noni B Limited (“Noni”) acquired CPH Fashion Pty Limited (“Pretty Girl”) in August 2016. Pretty
Girl engages in the sourcing and retailing of women's apparel under the following brands: BeMe,
Rockmans, W. Lane and Table Eight. The acquisition was funded by cash (through placement to
professional and sophisticated investors) and scrip. In an efficient market, the market
capitalisation of Noni should already reflect the impact of this acquisition and we note that the
Noni share price has increased subsequent to the announcement. However, the full impact of this
acquisition will not have been fully reflected in Noni’s earnings from its last reporting date in 2016.
We consider this to be the primary reason for Noni’s high historical EBITDA multiple of 17.75
times;
6) Hallenstein Glasson Holdings Limited (“Hallenstein”) retails men’s and women’s clothing in New
Zealand and Australia. It also owns and leases various retail outlets under operating lease
agreements;
7) The observed historical EBITDA multiples are in a wide range from 4.8 times to 17.7 times with a
median of 7.5 times. Excluding Noni from our analysis, the historical average and median EBITDA
multiples are 7.4 times and 6.6 times respectively; and
8) The observed average and median forecast EBITDA multiples are 5.0 times and 5.6 times
respectively.
6.3.2. Transaction multiples
The price paid in transactions involving the exchange of significant ownership interests is widely
considered to represent the market value of a controlling interest in the company. The difference
between the value of a controlling interest and a minority interest is referred to as a premium for
control. This premium can differ from transaction to transaction and is dependent on a range of
factors, including the percentage of shares acquired, the negotiating position of the parties,
competitive tension in the sales process, the availability of synergies and the extent to which a buyer
would pay away these synergies to gain control of the target (refer to Section 6.3.3 for a detailed
explanation on control premiums).
The following table summarises the implied EBITDA multiples for selected transactions in the apparel
retail and wholesale industries over the five year period from 2012 to 2017:

Com pletion Target
date
31/03/2017
Tigerlily Sw imw ear Pty Ltd
05/09/2016
4/08/2016
25/10/2015
27/05/2015
26/08/2014
12/09/2013
2/10/2012

Pretty Girl Fashion Group Pty
Limited
Hype DC Pty Ltd
Fashion Factory Outlets (Trade
Secret) Pty Ltd
ACCENT FOOTWEAR NZ, Ltd

Acquirer

Country

Crescent Capital Partners
Management Pty Ltd
Noni B Limited

Australia

Im plied
Transaction
EBITDA
Currency Stake
value m ultiple
%
($m il) (tim es)
AUD
100%
60
8.0

Australia

AUD

100%

82

6.6

RCG Corporation Limited
TJX Companies Inc.

Australia
Australia

AUD
AUD

100%
100%

105
80

6.0
na

AUD

100%

200

6.0

AUD

100%

180

7.4

AUD
AUD

35%
100%

30
181

6.9
5.3

RCG Corporation Limited

Australia,
New Zealand
Paciifc Brands Workw ear
Wesfarmers Industrial and Safety Australia
Group Pty Ltd
Pty Ltd
Boogie & Boogie Pty Ltd
Myer Holdings Limited
Australia
Witchery Australia Holdings Pty Country Road Ltd
Australia
Ltd

Mean
Median
Low
High
Source: Mergermarket, S&P Global and companies' announcement
Notes:
All figures are based on local currency
na - Not available
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6.6
6.6
5.3
8.0

We note the following in relation to the transactions above:
1) Although the target companies are considered, to varying degrees, broadly comparable to PAS, it
is necessary to consider the specific attributes of the target companies as well as the prevailing
economic conditions at the time of the transaction;
2) Except for the acquisition of a 35% shareholding of Boogie & Boogie Pty Ltd (“Sass + Bide”) by
Myer, all of the transactions shown in the table above involved the acquisition of a 100% interest
in the targets. The first 65% of Sass + Bide was acquired by Myer in February 2011. The EBITDA
multiple paid for that transaction was 9.9 times. Therefore any control premium paid for the 35%
acquisition may be expected to be minimal as Myer already had a level of control of Sass + Bide
through its 65% interest;
3) The transaction multiples observed from the acquisitions of a 100% interest in the targets may
incorporate various levels of control premium paid by the acquirers. Evidence from studies
indicate that premiums for control on successful takeovers have frequently been in the range of
20% to 40% and that the premiums vary significantly from transaction to transaction;
4) In addition, the transaction multiples may reflect various synergies paid for by the acquirer which
may be unique to the acquirers;
5) The transaction multiples are calculated based on the historical EBITDA of the acquired
companies which typically tends to provide higher multiples relative to forecast EBITDA multiples
due to the growth expectations typically included in forecast financial performance; and
6) The total consideration of $82 million paid for Pretty Girl consists of $65 million in cash, $9.7
million in Noni shares and a deferred cash component of up to $7.3 million which is contingent on
meeting certain business performance hurdles. The earnings multiple of 6.6 times is based on the
initial transaction consideration and Pretty Girl pro forma EBITDA for FY16.
A description of each target entity above is presented in Appendix E of the Report.
In addition to the transactions above, we also note the following transactions:
1) Alceon Group Pty Ltd (“Alceon”) acquired a major interest in Noni through a takeover bid in
September 2014. The Takeover Bid was $0.51 per share. Noni’s annual results announcement
released to the ASX on 29 August 2014 advised that Noni’s financial performance deteriorated
significantly during the financial year ended 29 June 2014. Even though the target’s statement
issued stated that the offer price included a premium, the offer price may have incorporated an
element of financial distress given the negative sentiment in the share price following the release
of the announcement; and
2) In May 2017, the Foschini Group, the South African retailer, announced the acquisition of Retail
Apparel Group (“RAG”) for a consideration of approximately $302.5 million. RAG owns the
Tarocash, Connor, yd., Johnny Bigg and Rockwear brands and has almost 400 stand-alone
stores. RAG’s sales and EBITDA for FY16 were $362 million and $36.5 million respectively. This
implies an EBITDA multiple for the acquisition of 8.3. We note this transaction has not been
completed and is expected to close in the third quarter of the 2017 calendar year.
6.3.3. Control premium
A premium for control is applicable when the acquisition of control of a company or business would
give rise to benefits such as:
x

The ability to realise synergistic benefits;

x

Access to cash flows;

x

Access to tax benefits; and

x

Control of the board of directors of the company.

Evidence from studies indicates that premiums for control on successful takeovers have frequently
been in the range of 20% to 40% in Australia and that the premiums vary significantly from transaction
to transaction. The following factors may impact the level of premium reflected in the transactions:
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x

The level of synergies available to the buyers including special value that may be unique to a
specific buyer;

x

The nature of the bidder, i.e. financial investor vs industry participant;

x

Desire for the buyer to complete the transaction;

x

Whether the acquisition is competitive; and

x

The extent the target company’s share price already reflects a degree of takeover
speculation.

In September 2015, Coliseum made an unsolicited offer to acquire PAS which resulted in Coliseum
holding a 46% shareholding in PAS. Following this acquisition, two nominees associated with
Coliseum were appointed directors of PAS. At the time of the announcement of the Takeover Bid,
Coliseum held a 48.56% shareholding in PAS, which represented de facto or practical control.
As at 4 July 2017, Coliseum has a 54.33% shareholding in PAS. With a 54.33% shareholding,
Coliseum has now gained control of PAS. However, we note that RG111 requires the fairness
assessment to be made assuming 100% ownership of the target company without consideration of
the percentage holding of the offeror or its associates in the target company. Accordingly, in deriving
the fair market value of PAS Shares on a control basis, we have incorporated a control premium in
our assessment of an appropriate multiple for PAS.
6.3.4. Selection of an appropriate multiple
The above trading multiples and transaction multiples provide a useful benchmark for the assessment
of an appropriate EBITDA multiple for PAS. In arriving at an EBITDA multiple, we have taken into
account the following:
1) The apparel, retail and wholesale business of PAS is considered a mature business. Future
growth is dependent upon the continuation of the strategy to roll-out of new stores, acquisitions
and sales growth through the continued development of the online platform. Without this growth
strategy PAS may only experience organic growth in line with projected CPI. We note that the
anticipated growth in online shopping as a percentage of total sales in the apparel industry is
expected to limit growth opportunities for the traditional shop front stores;
2) The retail industry is currently subject to considerable uncertainty following the announcement by
Amazon in regard to its intentions to pursue retail business operations in Australia. However this
can be seen as a threat or an opportunity for industry participants (refer to Section 3 “Industry
overview”);
3) In the past 18 months, PAS has made significant investments in JETS’ structure and
infrastructure to position the business to grow internationally. The full outcome of this strategy is
expected to eventuate from FY19 onward;
4) Excluding Specialty, PAS’ historical EBITDA margin (for the last twelve months) is lower than
most of the selected comparable companies. This is partially attributable to PAS generating
approximately 50% of its sales from the wholesale division which operates on lower margins;
5) The EBITDA considered in our valuation assessment is forecast EBITDA based on PAS’ ongoing
strategic initiatives and there exists a level of uncertainty around the achievability of this earnings
level in the future;
6) Even though PAS has managed to maintain its gross margin through the currency cycle, we note
a significant part of PAS’ business comprises the Designworks wholesale business that supplies
department stores, particularly discount department stores like Kmart, Target and Big W. If the
AUD continues to fall, there exists uncertainty around PAS’ ability to pass on the potential
increased costs in the future which may result in pressure on PAS’ gross margins;
7) The outlook for the Australian economy and consumer confidence, a key determinant of sales,
continues to be uncertain;
8) Competition in the apparel and retail sector continues to intensify as global retailers continue to
market to Australian customers through their online strategies; and
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9) The number of global entrant stores, with many taking prime anchor tenancies.
Having regard to the above matters, and after incorporating a premium for control, we have applied
an EBITDA multiple of 4.5 times to 5.0 times in valuing PAS.
6.4. Enterprise value
The following table summarises our assessment of the enterprise value of PAS:

Future maintainable earnings
EBITDA multiple adopted on control basis (Times)
Enterprise value on a control basis

Low
$'000

High
$'000

Mid
$'000

21,000

21,000

21,000

4.50

5.00

4.75

94,500

105,000

99,750

Source: SWA Analysis

6.5. Interest bearing loans
A valuation undertaken by capitalising EBITDA gives the aggregate market value of the business on
an ungeared basis, commonly referred to as the enterprise value. In order to place a value on the
equity of the business, net interest bearing debt must be deducted from the enterprise value.
As at 31 December 2016, PAS did not have any interest bearing loans.
6.6. Surplus liabilities
The following surplus liabilities have been considered in our valuation:
1) White Runway’s earn-out payment – In July 2015, PGR acquired White Runway. The purchase
price for this acquisition includes two earn-out payments which are linked to the performance of
White Runway and are payable in FY2017 and FY2019 respectively. Management advised that
the book value of the earn-out payments is $2.6 million and we have considered it is reasonable
to assume that the earn-out payments of $2.6 million to be surplus liabilities; and
2) Capital expenditure required to achieve the FY18 forecast – This adjustment relates to cash
outflows that are expected to be incurred in FY18 to maintain PAS’ business, including store
refurbishments, capital expenditure for IT, e-commerce and other capital expenditure. We are
advised that the Company expects this amount to be $5 million over the next 12 months.
6.7. Surplus assets
As at 31 December 2016, PAS had cash and cash equivalents of $10.2 million. However based on
our analysis in Section 4 “Profile of PAS”, the cash and cash equivalents balance is required to fund
the normal working capital and business operations. Therefore, we do not consider the cash and cash
equivalents of $10.2 million to be a surplus asset.
6.8. Valuation summary
Set out below is our valuation assessment of PAS on a control basis:
Low
$'000

High
$'000

Mid
$'000

21,000

21,000

21,000

4.50

5.00

4.75

94,500

105,000

99,750

- White Runw ay's earn-out payment

(2,600)

(2,600)

(2,600)

- Capital expenditure required to achieve the FY18 forecast

(5,000)

(5,000)

(5,000)

Fair m arket value of Equity on a control basis

86,900

97,400

92,150

136,690,860

136,690,860

136,690,860

0.64

0.71

0.67

Future maintainable earnings
EBITDA multiple adopted on control basis (Times)
Enterprise value on a control basis
Deduct surplus liabilities:

No of shares issued
Fair m arket value per share (control basis) ($)

Source: SWA Analysis
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6.9. Sensitivity analysis
We have also conducted a sensitivity analysis to highlight the impact on the fair market value per
share of PAS (control basis) to movements in the maintainable EBITDA and EBITDA multiple.

EBITDAx

Future m aintainable earnings (EBITDA) ($'000)
19,000

20,000

21,000

22,000

23,000

24,000

4.0x

0.500

0.530

0.559

0.588

0.617

0.647

4.5x

0.570

0.603

0.636

0.669

0.702

0.735

5.0x

0.639

0.676

0.713

0.749

0.786

0.822

5.5x

0.709

0.749

0.789

0.830

0.870

0.910

6.0x

0.778

0.822

0.866

0.910

0.954

0.998

Source: SWA Analysis

6.10. Valuation conclusion
Based on the Capitalisation of FME methodology adopted and the sensitivity analysis set out above,
the fair market value per share is in the range of $0.64 to $0.71 with a midpoint of $0.67 million.
6.11. Cross check
The quoted trading share price represents the price at which shareholders could realise their portfolio
investment. Therefore, even though the quoted share price may not be appropriate to be applied as
the primary methodology in valuing the fair market value of PAS Shares due to a lack of the
depth/liquidity in the market, we consider it is reasonable to consider as a cross check to the result
determined under our primary methodology, the Capitalisation of FME method.
The market value of quoted securities method is based on the Efficient Market Hypothesis (“EMH”)
which states that the share price at any point in time reflects all publicly available information and will
change when new information becomes publicly available. With regard to this, we note that PAS
complies with the full disclosure regime required by the ASX. As a result, the market is considered to
be fully informed about the performance of PAS.
We have observed PAS Shares trading activities, in particular the movement of the share price for the
twelve months prior to the announcement of the Takeover Bid. The following table summarises our
assessment.
Share Price
Total value of

Volume

shares traded

traded

Low

High

Close

($'000)

('000)

VWAP

1 day

0.490

0.490

0.490

-

-

0.490

1 w eek

0.470

0.490

0.486

52

109

0.481

1 month

0.470

0.600

0.521

875

1,722

0.508

2 month

0.470

0.650

0.564

3,963

7,224

0.549

3 months

0.470

0.700

0.600

4,800

8,493

0.565

6 months

0.470

0.790

0.665

8,105

13,089

0.619

12 months

0.470

0.800

0.681

13,264

20,611

0.644

Period prior to the Takeover Bid Announcement

Source: S&P Global, SWA Analysis

In regard to the table above, we note the following:
1) During the 12 months prior to the announcement of the Takeover Bid, PAS Shares have traded
as high as $0.800 on 6 October 2016, with approximately 109k shares traded on that day;
2) Since then the PAS share price has gradually declined from a 12 month VWAP of $0.644 to
$0.508 VWAP for the month prior to the Takeover Bid;
3) The share price hit a low point of $0.470 per share on 13 June 2017. The closing price on that
day was $0.490 per share. We note there were no trading activities subsequently on 14 and 15
June 2017. The one week VWAP during this period was $0.481; and
4) As previously explained the market is considered to be fully informed about the performance of
the PAS business. The latest market sensitive announcement prior to the announcement of the
Takeover Bid was a “PAS Business Update” which was made on 19 May 2017, approximately
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one month prior to the Takeover Bid announcement. Therefore, we have considered the relevant
quoted share price for our cross check purposes is the one month VWAP of $0.508.
The one month VWAP of $0.508 was assessed from the quoted trading share prices which reflect the
price paid for a minority holding or small parcel of shares, and does not reflect the market value
offering control to the acquirer. To arrive at a fair market value on a controlling basis, we are required
to apply a control premium on the observed one month VWAP. The following table summarises the
fair market value per share of PAS on a controlling basis under the secondary cross check approach.
For the purpose of this Report, we have applied a control premium of 20% to 30% (refer to Section
6.3.3 for a detailed explanation on control premiums).

One month VWAP
Assessed premium for control
Fair m arket value per share (control basis) ($)

Low

High

Mid

$
0.508
20%

S
0.508
30%

$
0.508
25%

0.61

0.66

0.64

Source: SWA Analysis

The outcome of our cross check method above supports the fair market value per share of PAS
assessed under our primary methodology.
6.12. Summary
The following diagram summarises our assessed fair market value of PAS Shares under the primary
and cross check methodologies considered above compared to the Offer Price.

2nd
Crosscheck

Source: SWA Analysis

6.13. Rights
In the PAS “Long Term Incentive Plan Rule – Adopted June 2014”, a Corporate Control Event
(“Corporate Control Event”) is defined as including any one or more of the following events or
circumstances:
1) an offer is made for PAS Shares (or shares in a subsidiary) under a takeover bid under Chapter 6
of the Corporations Act; or
2) a person acquires voting power of more than 50% in PAS as a result of a takeover bid for all of
the issued shares in PAS.
Under Rule 13.1 of both the 2014 LTIP and the 2016 LTIP, where a Corporate Control Event has
occurred or occurs in the future, the Board may in its discretion determine that:
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1) all or a specified proportion of any unvested Rights will be taken to have become vested (and that
any vesting conditions applicable to those rights will be waived) and to have been duly exercised
by the holder of those Rights, on a date determined by the Board; and
2) the balance of those unvested Rights will lapse on a date determined by the Board (or otherwise
remain on foot).1
Rule 13.2 of both the 2014 LTIP and the 2016 LTIP proceeds to state that the Board may make a
determination under Rule 13.1:
1) at any time, including at any time before or after a Corporate Control Event occurs;
2) in respect of any one or more particular Eligible Employees or Participants or class of Eligible
Employees or Participants;
3) in respect of any particular type or types or Plan Securities; and
4) in respect of any particular Corporate Control Event, or any specified class or classes of
Corporate Control Event (including any Corporate Control Events that satisfy any requirements or
conditions determined by the Board).
In the present case, a Corporate Control Event has occurred due to the occurrence of both of the
following events:
1) the announcement by Coliseum on 16 June 2017 of its on-market takeover bid; and
2) Coliseum acquiring voting power of more than 50% in PAS on 19 June 2017.
The occurrence of a Corporate Control Event gives the PAS Board a discretion to accelerate the
vesting of some or all rights.
As at the date of this Report we are advised that the PAS Board has not made a decision on this
matter. However, to provide the Non-Associated Shareholders with an outline of the impact of any
accelerated vesting to the fair market value of a PAS Share set out above, we have performed the
following assessments under different scenarios.
Scenario 1 - Assuming no accelerated vesting
Should the PAS Board decide not to accelerate the vesting of the Rights, the fair market value per
share will be per our assessment summarised in Section 6.8, which is in a range of $0.64 to $0.71 per
share with a midpoint of $0.65 per share.
Scenario 2 – Assuming 50% of the Rights vesting
The following table summarises the fair market value per share if the PAS Board decides to
accelerate the vesting of 50% of the Rights:

Fair m arket value of Equity on a control basis
No of shares issued
Shares issued under the exercise of the Rights
Total shares issued post the exercise of the Rights

50%

Fair m arket value per share (control basis) ($)

Source: SWA Analysis

1

Rule 13.1(a), (b) and (c) of the 2014 LTIP and 2016 LTIP
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Low
$'000
86,900

High
$'000
97,400

Mid
$'000
92,150

136,690,860
1,844,269
138,535,129

136,690,860
1,844,269
138,535,129

136,690,860
1,844,269
138,535,129

0.63

0.70

0.67

Scenario 3 – Assuming 100% of the Rights vesting
The following table summarises the fair market value per share if the PAS Board decides to
accelerate the vesting of 100% of the Rights:

Fair m arket value of Equity on a control basis
No of shares issued
Shares issued under the exercise of the Rights
Total shares issued post the exercise of the Rights

100%

Fair m arket value per share (control basis) ($)

Low
$'000
86,900

High
$'000
97,400

Mid
$'000
92,150

136,690,860
3,688,537
140,379,397

136,690,860
3,688,537
140,379,397

136,690,860
3,688,537
140,379,397

0.62

0.69

0.66

Source: SWA Analysis

Based on our assessment above, we conclude that any decision on the acceleration of the
performance rights will not materially impact our assessment of value of a PAS Share or our
assessment of the fairness or reasonableness of the Takeover Bid.
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Appendix A - Qualification, limitation and consent
Qualifications and independence
ShineWing Australia Corporate Finance is an authorised representative of ShineWing Australia
Wealth Pty Ltd ABN 34 006 341 386, Australian Financial Services Licence 236556.
ShineWing Australia Corporate Finance provides a full range of corporate finance services and has
advised on numerous takeovers, corporate valuations, acquisitions, and restructures. Prior to
accepting this engagement, ShineWing Australia Corporate Finance considered its independence
with respect to PAS and all other parties involved in the Takeover Bid with reference to the ASIC
Regulatory Guide 112 “Independence of expert” and APES 110 “Code of Ethics for Professional
Accountants” issued by the Accounting Professional and Ethical Standard Board. We have concluded
that there are no conflicts of interest with respect to PAS, its shareholders and all other parties
involved in the Takeover Bid.
ShineWing Australia Corporate Finance and its related entities do not have at the date of this Report,
and have not had within the previous two years, any shareholding in or other relationship with PAS or
its associated entities that could reasonably be regarded as capable of affecting its ability to provide
an unbiased opinion in relation to the Takeover Bid.
ShineWing Australia Corporate Finance has no involvement with, or interest in the outcome of the
transaction, other than the preparation of this Report.
ShineWing Australia Corporate Finance will receive a fee based on commercial rates for the
preparation of this Report. This fee is not contingent on the outcome of the transaction. ShineWing
Australia Corporate Finance’s out-of-pocket expenses in relation to the preparation of this Report will
be reimbursed. ShineWing Australia Corporate Finance will receive no other benefit for the
preparation of this Report.
ShineWing Australia Corporate Finance considers itself to be independent in terms of RG 112.
Draft reports
An advance draft of this Report was provided to the management of PAS for their comments as to its
factual accuracy. As a result, certain changes were made to factual statements in this Report.
However, no alterations were made to the methodology, valuations or conclusions as a result of these
factual reviews.
Analysis undertaken
In preparing this Report, we have used and relied upon the information set out in Appendix B and
representations made by the management of PAS. All material information and explanations
requested to prepare this Report have been made available.
We have considered and relied upon this information. We believe that the information from which this
Report was compiled was reliable, complete and appropriate for our purposes and we have no reason
to believe that material facts have been withheld. The information provided was evaluated through
analysis, enquiry and review for the purpose of preparing our Report. However, we do not warrant
that our enquiries have identified or verified all the matters which an audit, extensive examination or
‘due diligence’ investigation might disclose. None of these additional tasks have been undertaken.
ShineWing Australia Corporate Finance has been provided with historical information prepared by
PAS and whilst ShineWing Australia Corporate Finance has in part relied upon this information in
preparing this Report, PAS remains responsible for all aspects of this information.
Other than this Report, ShineWing Australia Corporate Finance has not been involved in the
preparation of the Target’s Statement or any other document prepared in respect of the Takeover Bid.
Accordingly, we take no responsibility for the content of the Target’s Statement as a whole or any
other document prepared in respect of the Takeover Bid other than this Report.
Market changes
Our opinions are based on economic, market and other conditions prevailing at the date of this
Report. Such conditions can change significantly over relatively short periods of time.
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Our valuation of PAS at the valuation date does not take into account events that have occurred
subsequent to our valuation date, that were not expected to occur at that date.
Indemnity
Recognising that ShineWing Australia Corporate Finance may rely on information prepared by PAS
and its officers, PAS has agreed to make no claim against ShineWing Australia Corporate Finance to
recover any loss or damage which PAS may suffer as a result of reasonable reliance by ShineWing
Australia Corporate Finance on the information provided by PAS, and to indemnify ShineWing
Australia Corporate Finance and its officers and employees, who may be involved in or in any way
associated with the preparation of this Report, against any and all losses, claims, damages and
liabilities arising out of or related to the performance of services by ShineWing Australia Corporate
Finance in connection with our assessment and occasioned by reliance by ShineWing Australia
Corporate Finance on information provided by PAS or its representatives which is subsequently found
to be false or misleading or not complete. Complete information is deemed to be have been provided,
which at the time of completing our Report, should have been available to ShineWing Australia
Corporate Finance and would reasonably have been expected to have been made available to
ShineWing Australia Corporate Finance to enable us to form our opinion.
Consents
ShineWing Australia Corporate Finance consents to the inclusion of this Report in the form and
context in which it accompanies the Target’s Statement to be issued to the Shareholders of PAS
including the Non-Associated Shareholders. Neither the whole nor any part of this Report or any
reference thereto may be included in any other document without the prior written consent of
ShineWing Australia Corporate Finance as to the form or context in which it appears.
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Appendix B - Sources of information
In preparing this Report, we have considered the following key sources of information:
x

PAS’ draft Target’s Statement dated 5 July 2017;

x

BAC’s Bidder’s Statement dated 16 June 2017;

x

Audited annual reports of PAS for the years ended 30 June 2015 and 30 June 2016;

x

Appendix 4D Half Year Report for the half year ended 31 December 2016;

x

CFO report for FY15 and FY16;

x

Management accounts of PAS for the 11 months ended 31 May 2017;

x

Forecast financial performance of PAS for the financial year ending 30 June 2017;

x

PAS’ growth strategy review Board paper for March 2017;

x

File note for JETS acquisition accounting updated for 30 June 2017;

x

File note for White Runway acquisition accounting dated 30 June 2016;

x

Long term incentive plan rules of PAS adopted June 2014;

x

Summary of share based payments dated 20 June 2017;

x

Releases and announcements by PAS on ASX;

x

PAS’ SWOT analysis;

x

Top 20 Shareholders and spread as at 4 July 2017;

x

Clothing Retailing in Australia Industry Report prepared by IBISWorld dated February 2017;

x

Clothing Wholesaling in Australia Industry Report prepared by IBISWorld dated February 2017;

x

Management view of Amazon’s Australian Entry on PAS;

x

S&P Global;

x

Mergermarket;

x

Other publicly available information; and

x

Discussions and correspondences with Management.
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Appendix C - Valuation methodologies
Capitalisation of future maintainable earnings

The capitalisation of future maintainable earnings multiplied by appropriate earnings multiple is a
suitable valuation method for businesses that are expected to trade profitably into the foreseeable
future. Maintainable earnings are the assessed sustainable profits that can be derived by a
company’s business and excludes any abnormal or “one off” profits or losses.
This approach involves a review of the multiples at which shares in listed companies in the same
industry sector trade on the share market. These multiples give an indication of the price payable by
portfolio investors for the acquisition of a parcel shareholding in the company.
Discounted future cash flows

An analysis of the net present value of forecast cash flows or DCF is a valuation technique based on
the premise that the value of the business is the present value of its future cash flows. This technique
is particularly suited to a business with a finite life. In applying this method, the expected level of
future cash flows are discounted by an appropriate discount rate based on the weighted average cost
of capital. The cost of equity capital, being a component of the WACC, is estimated using the Capital
Asset Pricing Model.
Predicting future cash flows is a complex exercise requiring assumptions as to the future direction of
the company, growth rates, operating and capital expenditure and numerous other factors. An
application of this method generally requires cash flow forecasts for a minimum of five years.
Orderly realisation of assets

The amount that would be distributed to shareholders on an orderly realisation of assets is based on
the assumption that a company is liquidated with the funds realised from the sale of its assets, after
payment of all liabilities, including realisation costs and taxation charges that arise, being distributed
to shareholders.
Market value of quoted securities

Market value is the price per issued share as quoted on the ASX or other recognised securities
exchange. The share market price would, prima facie, constitute the market value of the shares of a
publicly traded company, although such market price usually reflects the price paid for a minority
holding or small parcel of shares, and does not reflect the market value offering control to the
acquirer.
Comparable market transactions

The comparable transactions method is the value of similar assets established through comparative
transactions to which is added the realisable value of surplus assets. The comparable transactions
method uses similar or comparative transactions to establish a value for the current transaction.
Comparable transactions methodology involves applying multiples extracted from the market
transaction price of similar assets to the equivalent assets and earnings of the company.
The risk attached to this valuation methodology is that in many cases, the relevant transactions
contain features that are unique to that transaction and it is often difficult to establish sufficient detail
of all the material factors that contributed to the transaction price.
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Appendix D - Description of comparable companies
Company name
Business description
Specialty Fashion Group Specialty Fashion Group Limited operates as a specialty retailer of women’s fashion products. As of June 30, 2016, the
Limited
company's total physical store portfolio comprised 1,092 sites, including 14 concession locations in Myer, and the brands
products are also available through 7 online stores. The company sells its garments in Australia, New Zealand, South Africa,
and the United States. The company offers its women’s fashion products under the Millers, Crossroads, Katies, Autograph,
and City Chic brands. It also provides men’s, women’s, and children's clothing and footwear under the Rivers brand name. The
company was formerly known as Miller's Retail Ltd and changed its name to Specialty Fashion Group Limited in December
2006. Specialty Fashion Group Limited was founded in 1993 and is based in Alexandria, Australia.
Globe International
Limited

Globe International Limited produces and distributes purpose-built apparel, footwear, and skateboard hardgoods for the board
sports, street fashion, and workwear markets. The company markets its products under various propriety brands, such as
Globe, Dwindle, Enjoi, Blind, Almost, Cliché, Darkstar, Tensor, Dusters, FXD, and Sample. It also licenses and distributes
third party brands, including Stüssy, Obey, Komono, M/SF/T, XLarge, Zero, ANDALÉ, Kryptonics, and Hardcore. The company
offers its products in approximately 100 countries in Australasia, North America, South America, and Europe. Globe
International Limited was founded in 1984 and is based in Port Melbourne, Australia.

Premier Investments
Limited

Premier Investments Limited operates various specialty retail fashion chains in Australia, New Zealand, Singapore, the United
Kingdom, Malaysia, and Hong Kong. The company offers casual wear, women’s wear, and non-apparel products. It has a
portfolio of retail brands consisting of Just Jeans, Jay Jays, Jacqui E, Portmans, Dotti, Peter Alexander, and Smiggle. The
company provides its products through approximately 1,100 stores, as well as through online. In addition, it invests in listed
securities and money market deposits. The company is based in Melbourne, Australia.

Myer Holdings Limited

Myer Holdings Limited, together with its subsidiaries, operates department stores in Australia. The company offers products in
various categories that include women’s wear; men’s wear; youth wear; children’s wear; intimate apparel; beauty, fragrance,
and cosmetics; homewares; electrical goods; toys; footwear, handbags, and accessories; and general merchandise. It also
provides customer loyalty programs. The company operates approximately 67 stores under the Myer brand name. Myer
Holdings Limited was founded in 1900 and is based in Docklands, Australia.

Billabong International
Limited

Billabong International Limited engages in the marketing, distribution, wholesale, and retail of apparel, accessories, eyewear,
wetsuits, and hard goods in the board sports sector in the Asia Pacific, the Americas, Europe, and internationally. The
company provides surf, skate, snow, and sports apparel, accessories, and hardware products under the Billabong, Element,
RVCA, Kustom, Palmers, Honolua, Xcel, Tigerlily, and Von Zipper brand names. It also licenses trademarks; and operates
online retail e-commerce. The company distributes its products through specialized board sports retailers and company own
branded retail outlets. As of June 30, 2016, it operated 407 retail stores under various banners, including Billabong, Element,
Surf Dive‘n’ Ski, Rush, Amazon, Honolua, Two Seasons, and Quiet Flight. Billabong International Limited was founded in 1973
and is based in Burleigh Heads, Australia.

OrotonGroup Limited

OrotonGroup Limited designs, develops, markets, distributes, and retails leather goods, fashion apparel, and related
accessories to men and women in Australia, New Zealand, and Asia. It provides various products, such as handbags, satchels
and wallets, small leather accessories, jewelry, ties, umbrellas, knitwear, lingerie, men’s underwear, and shoes under the
Oroton brand name. The company is also involved in the retail of fashion apparel under the GAP brand. It operates 63 Oroton
and 7 GAP stores. In addition, the company licenses its Oroton brand, as well as offers its products online at oroton.com.
Further, it offers shared service support and brand management services for the Brooks Brothers Australia. OrotonGroup
Limited was founded in 1938 and is based in Waterloo, Australia.

RCG Corporation Limited RCG Corporation Limited, an investment holding company, owns and operates various footwear and apparel stores in Australia
and New Zealand. The company’s The Athlete's Foot segment franchises and retails general sports footwear. Its RCG Brands
segment acts as a wholesaler and retailer of the Merrell, Caterpillar, Sperry, Saucony, and Instride branded footwear/apparel;
and operates the Merrell retail and Podium Sports stores. The company’s Accent Group segment operates as a wholesaler
and retailer of the Skechers, Vans, Dr. Martens, Timberland, Palladium, and Stance branded footwear/apparel and
accessories; and operates the Skechers, Vans, Timberland, and Platypus retail stores. RCG Corporation Limited was founded
in 1981 and is based in Waterloo, Australia.
Lovisa Holdings Limited

Lovisa Holdings Limited operates as a fashion jewelry retailer. It designs, develops, sources, and merchandises fashion jewelry
and accessories under the Lovisa brand name to fashion conscious females aged 25-45. As of July 3, 2016, the company had
250 retail stores in operation, including 16 franchise stores. It operated stores in Australia, New Zealand, Singapore, Malaysia,
South Africa, and the United Kingdom; and franchised stores in the Middle East, including Kuwait, the United Arab Emirates,
and Saudi Arabia. Lovisa Holdings Limited was founded in 2010 and is headquartered in Hawthorn East, Australia.

Gazal Corporation
Limited

Gazal Corporation Limited, together with its subsidiaries, engages in the design, manufacture, import, wholesale, and retail of
branded apparel and fashion accessories for men and women in Australia. It also provides work-wear and corporate uniforms.
The company sells its apparel under the Calvin Klein, Tommy Hilfiger, Van Heusen, and Nancy Ganz brands through a joint
venture partnership with PVH Corp.; and Pierre Cardin, Bracks, Paramount, Fred Bracks, Nancy Ganz, HoldmeTight, Spanx,
and Bisley Workwear brands. Gazal Corporation Limited was founded in 1958 and is based in Banksmeadow, Australia.

Noni B Limited

Noni B Limited engages in the retail of women’s apparel and accessories in Australia. The company offers dresses; T-shirts,
shirts, twinsets, kaftans, tanks, and tunics; cardigans, sweaters and jumpers, and capes and ponchos; jackets, coats, shrugs,
and vests; pants, skirts, denims, and shorts; bras, briefs, camisoles, and slips; and scarves, eyewear, bracelets, earrings,
rings, necklaces, and bags. It sells its products through a national network of boutique stores under the Noni B and Liz Jordan
brand names. As of June 26, 2016, the company operated approximately 220 stores, including 217 Noni B stores. Noni B
Limited was founded in 1977 and is based in Rosebery, Australia.

Hallenstein Glasson
Holdings Limited

Hallenstein Glasson Holdings Limited, together with its subsidiaries, retails men’s and women’s clothing in New Zealand and
Australia. It also owns and leases various retail outlets under operating lease agreements. The company operates stores under
the Glassons, Hallensteins, and Storm names, as well as offers products through its e-commerce platform. Hallenstein
Glasson Holdings Limited was founded in 1873 and is headquartered in Auckland, New Zealand.

Kathmandu Holdings
Limited

Kathmandu Holdings Limited, together with its subsidiaries, designs, markets, and retails clothing and equipment for travel and
adventure in New Zealand, Australia, and the United Kingdom. The company offers a range of apparel products, including
waterproof jackets, down jackets, thermals, fleece jackets, shirts and pants, merino apparel and thermals, and footwear and
socks. It also provides equipment, such as packs, bags, sleeping bags, tents, travel accessories, and camping accessories.
The company offers its products through a network of 161 stores, including 47 in New Zealand and 114 in Australia.
Kathmandu Holdings Limited was founded in 1987 and is based in Christchurch, New Zealand.

Source: S&P Global
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Appendix E - Description of target companies
Company name
Tigerlily Swimwear Pty
Ltd

Business description
Tigerlily Swimwear Pty Ltd. engages in swimwear and girls apparel business. The company was founded in 2000 and is based
in Rose Bay, Australia. Tigerlily Swimwear Pty Ltd. operates as a former subsidiary of Billabong International Ltd.

Pretty Girl Fashion
Group Pty Limited

Pretty Girl Fashion Group Pty Ltd engages in the sourcing and retailing of women's apparel. The company is based in Tempe,
Australia. As of September 5, 2016, Pretty Girl Fashion Group Pty. Ltd. operates as a subsidiary of Noni B Limited.

Hype DC Pty Ltd

Hype DC Pty Limited retails footwear and other merchandize in Australia. It operates retail stores that offer footwear for men,
women, and kids, as well as apparel and accessories for men and women. The company also sells products online. The
company was founded in 1998 and is based in Sydney, Australia. Hype DC Pty Limited operates as a subsidiary of RCG
Corporation Limited.

Fashion Factory Outlets Fashion Factory Outlets (Trade Secret) Pty Ltd. operates off-price fashion apparel and homeware retail stores. It offers apparel
(Trade Secret) Pty Ltd
for kids, men, and women; and beauty, Christmas, events, home, markdowns, and other products. It also provides sleep
sanctuaries, denims, and baby and kids fashion products; sheet sets, quilts, and pillows; cushions, throws, and scented
candles; and work-wear. The company was incorporated in 1956 and is based in Banksmeadow, Australia. It has store
locations in Brisbane, Gold Coast, Sunshine Coast, Cairns, Townsville, Toowoomba, Sydney, Newcastle, Albury, Warrawong,
and Melbourne, Australia. Fashion Factory Outlets (Trade Secret) Pty Ltd. operates as a subsidiary of Gazal Corporation
Limited. As of October 24, 2015, Fashion Factory Outlets (Trade Secret) Pty Ltd operates as a subsidiary of The TJX
Companies, Inc.
ACCENT FOOTWEAR
NZ, Ltd

ACCENT FOOTWEAR NZ, Ltd. retails and distributes shoes in Australasia. The company was incorporated in 1937 and is
based in Auckland, New Zealand. It has sales offices in Sydney, Brisbane, and Melbourne, Australia; and Auckland, New
Zealand. As of May 27, 2015, ACCENT FOOTWEAR NZ, Ltd. operates as a subsidiary of RCG Corporation Limited.

Paciifc Brands Workwear Pacific Brands Workwear Group Pty Ltd. designs, sources, manufactures and distributes industrial work wear, corporate wear,
Group Pty Ltd
uniforms and specialized defense and emergency services work wear to customers across Australia, New Zealand, the United
Kingdom and the United Arab Emirates. The company was incorporated in 1906 and is based in Richmond, Australia. As of
December 1, 2014, Pacific Brands Workwear Group Pty Ltd. operates as a subsidiary of Wesfarmers Industrial And Safety Pty
Ltd.
Boogie & Boogie Pty Ltd Boogie & Boogie Pty Ltd, through its subsidiaries, sells ready to wear clothing. The company was incorporated in 2004 and is
based in Alexandria, Australia. As of March 2, 2011, Boogie & Boogie Pty Ltd operates as a subsidiary of Myer Holdings
Limited.
Witchery Australia
Holdings Pty Ltd

Witchery Australia Holdings Pty Ltd, through its subsidiaries, retails clothing. The company owns and operates retail stores for
two fashion brands Witchery and Mimco. The company was incorporated in 2006 and is based in Sydney, Australia. As of
October 2, 2012, Witchery Australia Holdings Pty Ltd operates as a subsidiary of Country Road Ltd.

Source: S&P Global
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Appendix F - Glossary of terms
Glossary
$ or AUD
2014 LTIP
2015 Takeover Bid
2016 LTIP
ASIC
ASX
BAC or the Bidder
CBA
CODB
Coliseum
Corporations Act or the Act
Corporate Control Event

DCF
EBIT
EBITDA
EMH
First Supplementary Bidder's
Statement
FME
Forecast FY17
FSG
FYXX
Independent Expert's Report or the
Report
JETS
Non-Associated Shareholders
Offer Period
Offer Price
PAS or the Company
PAS Board
PAS Shareholders or Shareholder
PAS Shares
RG 111
RG 112
Rights
ShineWing Australia Corporate
Finance or SWA
Takeover Bid or the Offer
WACC
VWAP
YTD17

Australian dollars
Long term incentive plan for 2014
On-market takeover bid for PAS Shares at $0.63 per share
announced on 22 September 2015
Long term incentive plan for 2016
Australian Securities and Investments Commission
Australian Securities Exchange
Brand Acquisition Co., LLC
Commonwealth Bank of Australia
Cost of doing business
Coliseum Capital Management, LLC
Corporations Act 2001 (Cth)
Defined as including any one or more of the following events or
circumstances:
1) an offer is made for PAS Shares (or shares in a subsidiary)
under a takeover bid under Chapter 6 of the Corporations Act; or
2) a person acquires voting power of more than 50% in PAS as a
result of a takeover bid for all of the issued shares in PAS
Discounted cash flow
Earnings before interest and tax
Earnings before interest, tax, depreciation and amortisation
Efficient Market Hypothesis
First supplementary bidder's statement announced on 27 June
2017
Future maintainable earnings
Forecast for the financial year ending 30 June 2017
Financial Services Guide
Financial year ended 30 June 20XX
This report prepared by ShineWing Australia Corporate Finance Pty
Ltd
JETS Swimwear
PAS Shareholders not associate with Coliseum
10 July 2017 to 10 August 2017
$0.51 cash per PAS share
The PAS Group Limited
The Board of Directors of PAS
A holder of PAS Shares
Fully paid ordinary shares in PAS
Regulatory guide 111 - Content of Expert Reports
Regulatory guide 112 - Independence of Experts
Unlisted performance rights on issue
ShineWing Australia Corporate Finance Pty Ltd
On-market takeover bid for PAS Shares at $0.51 per share
announced on 16 June 2017
Weighted average cost of capital
Volume weighted average price
11 months ended 31 May 2017
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Corporate Directory
Independent Board Committee
Rod Walker (Non-Executive Chairman)

Legal Adviser to Independent Board
Committee

Eric Morris (CEO and Managing Director)

MinterEllison
Rialto Towers
Level 17
525 Collins Street
Melbourne Victoria 3000

Company Secretary

Independent Expert

Kwong Yap

ShineWing Australia Corporate Finance Pty Ltd
Level 10
530 Collins Street
Melbourne Victoria 3000

Registered Office

Share Registry

17 Hardner Road
Mount Waverley Victoria 3149
Phone: (03) 9902 5555
Website: http://www.the pasgroup.com.au

Link Market Services Limited
Tower 4, 727 Collins Street
Docklands Victoria 3008

Craig Holland (Non-Executive Director)
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