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Hibbett — why did the management choose to sell — and should
we accept?
HJOHN HEMPTON

JUN 13, 2024
The funds I advise are not activist funds — and we are generally not activist shareholders.

However sometimes we see a situation where — for the benefit of our clients — we feel we need to take some kind of action.

The most notable example of this is when we were (loudly) opposed to the deal by which Swedish Match sold itself to Philip Morris. We thought this was

stupid at the time and have been proven correct since.

Below is the sales path of Zyn — the most attractive asset at Swedish Match — in the US. The transaction was announced in the second quarter of 2022 — and

since then Zyn has simply crushed it:
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If Swedish Match had remained an independent company the stock would have doubled.

The Hibbett acquisition

Again, we are faced with an acquisition of one of our holdings that we are not comfortable with. We have written extensively on this blog (and to our clients) of

how we view Hibbett. We thought then (and still think) that the business will be bigger and better in ten years.
So why then would we be happy with a deal to sell the company at 10 times current earnings? It seems stupid to us.

Yes, there is an argument that Hibbett has traded as low as 4 times earnings recently and so 10 times earnings is a good price. But over the very long period 10

times earnings is at the low-end of what Hibbett has traded at — and I suspect the future is pretty good here for the reasons indicated in the previous post.

Here is a long chart of the stock — which shows it to be better than a twenty bagger since IPO — and its previous price earnings ratios (from CapitallQ).
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As you can see — the blue line above — Hibbett has rarely traded at below 10 times earnings — and first hit that (low) ratio around 2017. Since then, earnings
have gone up sharply.

And now the management has proposed selling at roughly 10 times earnings despite considerable historic growth and what we think is likely future growth.

You might think that management has decided this on the assumption that the future is notably worse than the past. But it is just not true.

The proxy statement that was released in connection with the transaction also publishes the company’s internal projections. Here is what they say about the

harder times they project:

In February 2024, Hibbett’s management updated, and the Board approved, the Initial Hibbett Projections to reflect a downward revision to
management’s forecast for each of the fiscal years 2025 through 2029 after considering, in management’s best judgment, (i) the probable
impact of the challenging market environment on Hibbett’s business throughout the forecast period and (ii) Hibbett’s financial performance

for the fiscal year ended February 3, 2024 (the “Revised Hibbett Projections,” together with the Initial Hibbett Projections, the “Projections”).

So how bad are the new projections?

Clearly not very. Here are the revised projections taking account of the “challenging market environment”.




2024A0  2023E 026E 202TE I028E 09E

(dollars: in millions)
Net Sales $1,720 $1,814 S$1957 82,135 $2311  $2,510
Operating Profit/ EBITQ $ 137 S 139 § 160 5 189 § 212 5 246
EBITDAG) S 186 S 195 § 223 5 261 § 293 § 331
Capital Expenditures $ 5 $ NS E 3 ®H S0 %0
Change in Net Working Capital(4) (5 42) 5 35 (5 15 (5 18 (3 18 (5 20)

(1) Fiscal 2024 was 2 53-week fiscal vear Adjusted to eliminate the effect of the 537 week and non-recurng benefit due to a change of
Hibbett's estimate of gift card breakage that occurred in Q4 fiscal 2024, Hibbett's net sales were 51,702, Operating Profit / EBIT was 5130,
and EBITDA was 5179 (dollars m mullions). Other fiscal vears presented are 52-week vears.

(2) Operating Profit / EBIT defined 23 earnings before interest and taxes,

(4) Assones (i) mventory and accounts payvable grow at the rate of cost of goods sold for Gscal 2026 — fiscal 202%; (i) accounts recemvable
grow at 2.5% annually for fiscal 2026 - 2029, (m) prepasd expenses and other current asssts grow at 1.0% annually for fiseal 2026 — fiscal
2029; and (1) all other net working capital accounts grow ot the rate of net sales for fiscal 2026 - fiscal 2029.

So now a management team I trust is telling me that [ should accept an offer for the company at 5 times forward earnings — and after what would be
considerable distributable profit in the next five years.

This is nuts to us.

Obviously, you might also think the projections are silly. But in 2019 Hibbett’s revenue was barely over a billion dollars. Growth was 71 percent over five

years to more than $1.7 billion as of 2024. The company is predicting a slowing — they only predict 45 percent growth over the next five years.

Also operating profit in 2019 was a mere $37.5 million and is now running at $137 million. The company is projecting far less growth over the next five years

than they have achieved over the last five.
I think our choice here is simple. We will vote against the transaction. We hope other shareholders do too.

We do think that there is a (higher) price shareholders will accept. Indeed, there is a higher price we would accept — but without a very good explanation from
management, that price is substantially higher than the current offer. We will however listen to management. We think this management team is very good —

and if they have a good explanation for selling, we should consider it. The proxy however gives us strong reasons not to sell.




Looking forward to more details. We would love to know what other shareholders think. There may be some that give us reason to accept. There may be some
that think a modestly higher price is acceptable, while others may demand a significant bump to approve. For the moment though we intend to vote against

the transaction.

John Hempton

THIS IS NOT A SOLICITATION OF AUTHORITY TO VOTE YOUR PROXY. DO NOT SEND US YOUR PROXY CARD. BRONTE CAPITAL
MANAGEMENT PTY LTD. (TOGETHER WITH ITS AFFILIATES, “BRONTE”) IS NOT ASKING FOR YOUR PROXY CARD AND WILL NOT
ACCEPT PROXY CARDS IF SENT. BRONTE IS NOT ABLE TO VOTE YOUR PROXY, NOR DOES THIS COMMUNICATION
CONTEMPLATE SUCH AN EVENT.



