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Few public company announcements
strike as much fear into investors’ hearts
as the headline ‘equity raise to fund
acquisition and expansion into new
overseas market’.

There are countless examples of Australian businesses
who have been humbled by their global ambitions:
Bunnings’ entry into the UK with Homebase, Boral’s
foray into the US with Headwaters or Orora’s recent
entry into Europe with Saverglass. During the June
quarter, our fears were realised when one of our core
holdings, Nick Scali, announced its expansion into the
UK market with the acquisition of Fabb Furniture.

Fortunately, there are a few reasons why we are

much more optimistic about the prospects for Nick
Scali's acquisition. For one, the acquisition itself is a
relatively low-cost bet. The Fabb Furniture business is
currently loss-making, with the main attraction being
the acquisition of the 21-store footprint, which Nick
Scali will spend $27m rebranding and refurbishing. The
total estimated cost of the venture is $50m — or just
~5% of Nick Scali’s market capitalisation at the time
of acquisition. Compare this to Boral's ~58% dilution
for Headwaters or Orora’s ~45% dilution to acquire
Saverglass. It's fair to say that, for Nick Scali, this is far
from a ‘bet the farm’ acquisition.

Additionally, management have a demonstrated

track record of creating value through acquisition.

The company acquired Plush in 2021 for $103m, or
just 4x EBITDA. The acquisition made strategic sense,
leveraging Nick Scali’s scale in upholstery to materially
improve Plush’s gross margins from 54.8% to 62.7%.
The playbook for Fabb Furniture is largely the same —
refurbish the store network and leverage the Nick Scali
supply chain to improve gross margins.

And finally, you have one of Australia’s most talented
retailers at the helm in Anthony Scali. While it's true that
he has significantly reduced his shareholding, Anthony
still holds ~8% of the company, and his track record for
creating value for shareholders over the past 20 years

is stellar. The importance of good management in retail
is paramount, and in this case, there are few managers
you would back more to execute this expansion than
Anthony Scali.

If the venture does prove successful, the upside case is
obvious; the UK furniture market is twice the size of the
Australian market, so there is scope to build a business
that one day dwarfs the size of the existing business. For
these reasons, Nick Scali remains a core holding in the
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IMPORTANT INFORMATION: Units in the fund(s) referred to herein are issued by Magellan Asset Management Limited (ABN 31 120 593 946, AFS Licence No. 304 301)
trading as Airlie Funds Management (‘Airlie’). This material is issued by Airlie and has been prepared for general information purposes only and must not be construed
as investment advice or as an investment recommendation. This material does not take into account your investment objectives, financial situation or particular needs.
This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer documentation, offer or invitation to
purchase, sell or subscribe for interests in any type of investment product or service. You should obtain and consider the relevant Product Disclosure Statement (*PDS’)
and Target Market Determination (‘TMD’) and consider obtaining professional investment advice tailored to your specific circumstances before making a decision to
acquire, or continue to hold, the relevant financial product. A copy of the relevant PDS and TMD relating to an Airlie financial product or service may be obtained by
calling +61 2 9235 4760 or by visiting www.airliefundsmanagement.com.au.

Past performance is not necessarily indicative of future results and no person guarantees the future performance of any fund, the amount or timing of any return from
it, that asset allocations will be met, that it will be able to implement its investment strategy or that its investment objectives will be achieved. Statements contained
in this material that are not historical facts are based on current expectations, estimates, projections, opinions and beliefs of Airlie or the third party responsible for
making those statements (as relevant). Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed
thereon. This material may contain ‘forward-looking statements’. Actual events or results or the actual performance of an Airlie financial product or service may differ
materially from those reflected or contemplated in such forward-looking statements. This material may include data, research and other information from third party
sources. Airlie makes no guarantee that such information is accurate, complete or timely and does not provide any warranties regarding results obtained from its use.
This information is subject to change at any time and no person has any responsibility to update any of the information provided in this material. No representation or
warranty is made with respect to the accuracy or completeness of any of the information contained in this material. Airlie will not be responsible or liable for any losses
arising from your use or reliance upon any part of the information contained in this material.

Further information regarding any benchmark referred to herein can be found at www.airliefundsmanagement.com.au/benchmark-information/ . Any third-party
trademarks contained herein are the property of their respective owners and Airlie claims no ownership in, nor any affiliation with, such trademarks. Any third-party
trademarks that appear in this material are used for information purposes and only to identify the company names or brands of their respective owners. No affiliation,
sponsorship or endorsement should be inferred from the use of these trademarks. This material and the information contained within it may not be reproduced, or
disclosed, in whole or in part, without the prior written consent of Airlie.
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