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Retail and Consumer Sector Hedge Fund

Peer Group Margin Comparison

Pinehurst has a margin structure that lags the peer group significantly…
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PEER
Pinehurst Avg COLM GIII JNY OXM PVH RL VFC WRC

5 Yr Sales Growth CAGR 1.0% 9.6% 5.2% 19.3% 1.0% (0.6%) 27.4% 8.7% 8.4% 7.2%

LTM Gross Margin 33.2% 46.4% 44.1% 34.1% 35.3% 56.0% 51.5% 58.6% 48.1% 43.3%

LTM OPEX as a %  of Sales 31.3% 37.7% 36.3% 26.4% 32.6% 46.7% 45.2% 43.4% 33.6% 37.2%

LTM EBITDA Margin 3.3% 11.7% 10.2% 8.4% 6.8% 13.0% 10.2% 18.7% 16.2% 10.4%

LTM EBIT Margin 1.9% 8.7% 7.8% 7.7% 2.7% 9.3% 6.4% 15.2% 14.4% 6.1%

Royalty Income  % of EBITDA 97.2% 15.8% 8.0% NA 16.9% 16.0% 34.8% 12.6% 6.3% NA

Inventory as a %  of Sales 22.6% 16.1% 19.5% 19.9% 14.4% 15.7% 15.6% 15.5% 12.3% 16.2%

Note:  WRC LTM ending September 2012, JNY LTM ending December 2013.
Source: Bloomberg
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Past Peak Analysis

…and has generated superior profitability metrics in the past
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• Even recovering a fraction of the 1,000 bps of margin degradation from prior 
peak EBITDA levels presents a compelling opportunity.

• As recently as Q1 of 2012 the company and analyst community expected 
earnings of $2.65 (approx $100mm in EBITDA) for last year.

Past Pe ak Me trics

Fiscal Year Note s

Total Sales $981 2012 Men's: $719M driven by Perry Ellis, Women's: $164M driven by acquisition, 
DTC: $73M driven by new stores and ecomm

Gross Margin 35.7% 2011 Women's a lower margin business added in 2012, promotional activity 
accelerated in recent years as well

EBITDA Margin 14.5% 2000 Big leap in royalty income in the mix.  Peak EBITDA margins reached since
2000 were in 2003 at 11.8% and in 2008 at 8.7%
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Mismanagement and Opportunities

Low hanging fruit on the cost side – PERY is a decent company in desperate 
need of “adult supervision”

• The CEO/COO family retains ownership of the jet and charges Pinehurst for 
management use and anecdotes regarding travel and other expenses also lead 
us to believe there is a sizable opportunity.

• Money Losing Brands / Businesses - Mgmt identified several brands losing at 
least $10m on an annual basis.

• Management has a history of high turn over and inability to retain A talent. 

• Four of the five independent Board of Directors live in Miami and have no 
relevant experience.

• Real estate seems excessive – HQ/DC and NYC show rooms total 460k.  In 
addition there is another 650k+ sq feet of owned DC space and 136k leased.  
Plus another 160k of leased office space in multiple locations across the 
country.

• Initial work and management conversations lead us to estimated net real estate 
value of $50mm. 
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Executive Compensation Opportunities

Two excessive CEO style contracts in place

• Current employment contracts run through January 2016.

• We estimate in a change of control scenario that the payouts would be at least 
$6m to each of the CEO and COO.

• ~$550K in rent paid to CEO for properties that may not be necessary as well.
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SAR / Non-Equity Incentive Other
FY Total Salary Bonus Stock Awards Option Awards Plan Comp (Life Insurance Primarily)

Chairman and CEO 2013 $3,533,398 $1,000,000 $0 $0 $924,950 $1,387,500 $220,948

2012 $2,149,734 $1,000,000 $0 $0 $925,725 $0 $224,009

2011 $3,803,693 $1,000,000 $650,000 $0 $925,123 $1,000,591 $227,979

Vice Chairman and COO 2013 $3,407,707 $1,000,000 $0 $0 $924,950 $1,387,500 $95,257

2012 $2,023,693 $1,000,000 $0 $0 $925,725 $0 $97,968

2011 $3,666,447 $1,000,000 $650,000 $0 $925,123 $1,000,591 $90,733
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Operational Fixes

Initial review leads us to believe there are numerous opportunities to improve 
profitability that are not related to fixing merchandise issues. 

• Sourcing – our impression is the company is not using best practices sourcing 
product.

• Supply Chain / Warehousing – we understand the company has an under 
utilized distribution net work including 3 separate owned DC facilities 
totaling 650k+ square feet of space and 2 leased totaling an additional 130k 
square feet.

• Licensing – the underwear license resides with the Father in Law of the COO.  
Despite collecting $2mm in royalties, we would question whether this is the 
best partner for the business.

• Inventory Management – excess inventories have lead to significant margin 
pressure.  We question if the company has the proper controls in place.

— Q4 inventory growth exceeded sales growth by over 29%.  In FY 2009, 
2010 and 2011 on a comparable sales base to FY14 the company had on 
average 37% lower inventories. 
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Beyond Operational Fixes 

• Beyond the operational fixes there is an underutilized portfolio of brands that should 
be capable of growing.

• Several components of the business are showing promise.

— Company comp stores sales were up 2% QTD in a very difficult environment.

— Internet sales in the 2H of 2013 were up 30% and 70% QTD.

— Original Penguin is now in all doors at Nordstrom.

— Company saw GM expansion in Q4 of 170bp.

— Company has a large number of owned brands.  Several could be potential for 
down market, exclusive brand opportunities. 

— Jack Nicklaus golf recently launched at JCP.

— International an under developed opportunity for brands as well as licensing.  
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Capital Structure

Significant cash balance and real estate assets on the balance sheet relative to 
market value
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Se curity Maturity Size Balance Rate Note s

Cash & Investments NA NA $42 0.000% ~$40M overseas

Revolving Loan 12/6/2016 $125 $8 L + [175 - 250 bps] Spread calc'd by excess cash at end of prior Q and prior Q availability

Sr Sub Notes 4/1/2019 $150 $150 7.875% Calls: 4/1/14: 105.906; 4/1/15: 103.938; 4/1/16: 101.969; 4/1/17: Par

Mortgage Debt 8/1/2020 $13 $11 4.250% Miami HQ (estimate based on total $22.8m mortgage out)

Mortgage Debt 6/7/2016 $15 $12 4.000% Tampa Facility (estimate based on total $22.8m mortgage out)

Other

LOC Facility - US $55 $12 Not updated for most recent period

LOC Facility - UK $0 $0 Not updated for most recent period

Unfunded Pension $10 Contributing c. $3M annually - could make sense to buyout

Re al Estate Size $ / SQ Ft Value Note s

Miami HQ + Warehouse 240,000    [  ] [  ] $13M mortgage at onset of mortgage in July 2010 - est $16M-$17M

Seneca, SC DC 345,000    [  ] [  ] Purchased for $2.5M in 2002 as part of Jantzen acquisition

Winnsboro, SC DC 380,000    Sold for ~$2M in Q3 2014

Tampa, FL DC 305,000    [  ] [  ] $15M mortgage at onset of mortgage in June 2006 - est $20M

Beijing, China Offices 12,000      [  ] [  ] Limited information available at this time - "prime location"
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Comparable Transactions

• Pinehurst generates a disproportionate amount of profits from royalties

— Over 90% of LTM EBITDA as compared to JNY which was under 20% of 
LTM EBITDA and still generates a margin at the bottom of the transaction 
comp peer group.
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EV /  EV /  LTM EBITDA
Announce Date Acquiror Target LTM Net Sales LTM EBITDA Margin

Dec‐13 Sycamore Partners Jones New York 0.6x 8.7x 6.8%

Dec‐13 Leonard Green & Partners Lucky Brand Jeans 0.5x 7.8x 6.4%

Oct‐13 Authentic Brands Juicy Couture 0.4x 23.7x 1.6%

May‐13 TowerBrook Capital Partners True Religion Apparel 1.3x 7.3x 15.6%

Oct‐12 PVH Corp. Warnaco Group 1.2x 9.4x 10.4%

May‐12 Sycamore Partners The Talbots 0.3x NM ‐2.4%

May‐12 Wolverine / Golden Gate Capital / Blum Capital Collective Brands 0.5x 8.0x 6.3%

Feb‐12 KCP Holdco Kenneth Cole Productions 0.5x 8.9x 5.6%

Jun‐11 V.F. Corporation Timberland 1.4x 12.8x 11.0%

Jun‐11 Jones Apparel Group Kurt Geiger 1.0x 10.4x 9.6%

Nov‐10 TPG Capital / Leonard Green & Partners J. Crew 1.6x 8.6x 17.1%

May‐10 Jones Apparel Group Stuart Weitzman 1.7x 8.1x 21.0%

Mar‐10 PVH Corp. Tommy Hilfiger 1.4x 8.5x 16.5%

Sep‐07 Sun Capital Partners Kellwood Company 0.5x 7.7x 6.5%

Dec‐05 Apax Partners Tommy Hilfiger 0.8x 6.3x 12.7%

Source: Peter J Solomon and Bloomberg
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Price Target

Improved execution and basic operational clean-ups will generate significant 
value (at $14.60 a share Pinehurst trades at 7.1x 2014E EBITDA)
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Le ss Plus Plus Ne t

LTM Pine hurst Closed Brands Cost Cuts Efficiencies Adjustme nts PF Pine hurst

EBITDA $31 TBD TBD TBD $49 $79

% Margin 3.3% TBD TBD TBD NM 9.0%

Targe t Price

Exit Multiple 7.0x 8.0x

PF EBITDA $79 $79

Enterprise Value $554 $633

Less Net Debt (excl mort) ($116) ($116)

Plus Inventory Reduction $44 $44

Plus 2 Yr LTM IS CF $37 $37

Market Value $520 $599

TSO 15.680 15.680

Price  Pe r Share $33.14 $38.19

Unle ve rage d Re turns 127.0% 161.6%
Note: Assume restructuring costs are offset by operational improvements
Note: Assume inv reduced to peer avg. as % of rev & AP as a % of inv to 65%
Note: LTM IS CF is last fiscal year's net income plus depreciation
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Brand Build to PF EBITDA
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An alternative approach to considering EBITDA potential yields a similar result 
without even considering revenue growth

• Golf Brands and Rafaella EBITDA MCM estimate based on mgmt conversations

• Licensing estimate driven by LFY Licensing EBITDA margin

Golf Brands Rafae lla Lice nsing Othe r LTM  Pine hurst

EBITDA $13 $9 $25 ($17) $31

Margin 6.5% 6.9% 85.0% 3.3%

LTM Golf Brands Eliminate 2% Margin Incre me ntal Growth

Raf & Lice nsing Othe r Losse s on Othe r Sale s & Efficie ncie s PF Pine hurst

EBITDA $47 $17 $11 ??? $75

Margin 13.1% NM 2.0% 8.2%
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Price Target – Near Term

A faster exit would be predicated on clear demonstration to PE/Strategic buyers 
of easy EBITDA improvements and a multiple off an adjusted figure

• EBITDA improvements are credible enough to warrant valuation parameters 
based off a projected number as opposed to an LTM number. 
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Near Term Exit Price

EBITDA Multiple

6.5x 7.0x 7.5x 8.0x 8.5x

$55 $15.42 $17.17 $18.92 $20.68 $22.43

$60 $17.49 $19.40 $21.32 $23.23 $25.14

$65 $19.56 $21.63 $23.71 $25.78 $27.85

$70 $21.63 $23.87 $26.10 $28.33 $30.56

$75 $23.71 $26.10 $28.49 $30.88 $33.27

Note: Assumes no incremental cash flows and net debt of $116m
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Near Term Exit Return

EBITDA Multiple

6.5x 7.0x 7.5x 8.0x 8.5x

$55 5.7% 17.7% 29.7% 41.7% 53.7%

$60 19.9% 33.0% 46.1% 59.2% 72.3%

$65 34.1% 48.3% 62.5% 76.7% 90.9%

$70 48.3% 63.6% 78.9% 94.2% 109.5%

$75 62.5% 78.9% 95.3% 111.7% 128.1%

Note: Assumes no incremental cash flows and net debt of $116m
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Tactics

• We would expect to raise between $12-$20mm in a SPV.

• We would envision building the investment to 5% (about $10mm).

• We would anticipate keeping some powder in the event future 
disappointments take the stock lower or we see operational progress.

• 13D filing – we would anticipate initially filing a friendly 13D articulating the 
case for improvement and offering to work with the BOD to maximize value 
for shareholders.

• Important to apply pressure prior to the executive contract negotiations to 
prevent the company from entering excessive agreements again.

• At this point our assessment would be that company would either embrace our 
assistance and add 2-3 new board members or they would become defensive.

• If the company chose the defensive path Macellum would anticipate taking 
more aggressive actions.
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Appendix
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Business Composition

The business has an attractive mix of distribution as well as brand composition
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