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SLA have reported 1H21 underlying EBITDA of $10.3m, representing 77%
of prospectus forecasts. 1H21 pro-forma EBITDA was up 166%, with
strong growth achieved behind a maturing network and increasing
penetration of the injectables category. Momentum has continued in to the
1H, offering management sufficient comfort to upgrade guidance to
underlying EBITDA of $14m-$15m (4% - 11%), we believe the top of that
range is highly achievable and have upgraded our own forecasts to reflect
that. We further expect site rollouts to accelerate, with 60+ to be opened
this year, while M&A opportunities remain a live possibility with the
balance sheet in good health ($26.6m net cash). SLA is in an industry with
some nice tailwinds (generational attitudes, injectable penetration,
consolidation) while the business itself is benefitting from a multi-year
network maturation and expansion profile. We maintain a Buy
recommendation with a price target of $5.06.

Greater penetration of higher value categories continues

= |n FY20 injectables accounted for 38% of sales across the network, while
body was immaterial. We expect that penetration grew in the 1H and will
continue to do over FY21 (41%) and beyond. This will drive a good LFL
profile for mature clinics (>3) while the inclusion of Body, which the
company has indicated is performing well, will do the same as well as
drive margin expansion longer term.

Changes to forecasts
=  Following the upgrade of guidance we have
- Increased network cash sales
- Modestly reduced GP margins on product mix (inject)
- Modestly increased opex forecast
=  The result is EPS upgrades for FY21/22/23 of: +14%/+10%/+9%
FY22 PE of 22.4x with 3yr EPS CAGR of 65%. Buy

= We maintain a Buy recommendation with a price target of $5.06.

Year-end June (3$) FY19A FY20A FY21E FY22E FY23E
Revenue ($m) 26.6 34.3 57.7 67.4 79.1
EBITDA ($m) 15 6.6 14.9 17.5 21.2
EBIT ($m) (0.4) 3.8 11.6 135 16.5
Reported NPAT ($m) (2.0) 0.7 6.6 7.4 9.1
Reported EPS (c) - 1.6 13.3 15.6 19.4
Normalised NPAT ($m) (0.3) 2.6 8.2 9.5 11.7
Normalised EPS (c) - 5.5 17.3 20.2 24.8
EPS Growth (%) - - 215.4 16.9 22.6
Dividend (c) - - - - -
Net Yield (%) - - - - -
EV/EBITDA (X) - 319 12.9 10.7 8.5
Normalised P/E (X) - 82.5 26.2 22.4 18.3
Normalised ROE (%) - 7.2 17.4 15.6 16.8

Source: OML, Iress, Silk Laser Australia Limited
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Strong trading to the end of year

=  SLA have released their maiden 1H21 result recording Underlying EBITDA of $10.3m,
representing 77% of FY21 prospectus EBITDA.

= Reported EBITDA of $10.6m was 166% ahead of the pcp with reported revenue
growing 78% vs 1H20.

=  Network cash sales were $44.9m, 55% of full year forecasts with LFL sales growth of
47% as the maturation of existing clinics continues.

=GP margins (incl. franchise revenue) fell to 73.4% as the penetration of the injectables
category continued, this is in line with what was foreshadowed at the IPO.

=  Reported EBITDA margins of 34.6% were well ahead of prospectus forecasts and up
materially on the pcp. We expect margin expansion to continue in FY22, however
more moderately as expansion provides modest drag.

=  To this end, 5 new clinics were opened in the 1H and the company now expect >60 by
the end of FY21.

= Cash flows were strong with Net OCF conversion of 144% due to the upfront and
prepaid nature of SLA’s services.

=  The company has $26.6m in cash at the end of 1H21 with no debt.

=  Following the strong end to the CY, SLA have now upgraded forecasts for FY21 to the
following:

- Network cash sales of $82m - $86m (from $81m)
- FY21 EBITDApf of $15m - $16m ($14m)
- FY21 Underlying EBITDA of $14m - $15m ($13.5m)

Figure 1: Result overview

1H20pf 1H21A %A pcp) FY21pf % of FY21pf
Network cash sales 27.7 44.9 62% 81.0 55%
Reported revenue 17.2 30.6 78% 53.5 57%
Cash revenue 31.6 54.8 58%
COGS -3.9 -7.8 100%, -13.7 57%
Reported GP 13.4 23.2 73%) 39.8 58%
% margin 78.0% 73.4% -5.9% 0.7
CODB -9.5 -13.1 38%) -26.2 50%
Reported EBITDA (pre-associates) 3.9 10.1 157% 13.6 75%
% margin 32.0%
Associates 0.0 0.5 888% 0.3 140%
Reported EBITDA (pf) 4.0 10.6 166% 139 76%
% margin 23.2% 34.6% 49.4% 26.0%
Associate adj. 0.7 1.2 57%
Unearned revenue 0.6 1.3 43%
Cash rent -15 -3.0 50%
Underlying EBITDA 10.3 13.4 7%
D&A -1.1 -1.6 42%) -3.3 48%
ROU Amortisation -1.0 -1.2 15% -2.4 49%
D&A -2.1 -2.8 29% -5.7 48%
Reported EBIT (pf) 1.8 7.8 325% 8.2 95%
Net interest 0.0 0.0 80%) 0.1 50%
Lease liability interest -0.1 -0.2 48% -0.5 35%
Reported PBT (pf) 1.8 7.7 340% 7.8 99%
Tax -0.6 -2.1 282% -2.3 93%
Reported NPAT (pf) 1.2 5.6 367% 55 101%
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Comments & Outlook

=  SLA last provided an update to the market in Dec-20 upon listing, indicating
they had achieved network cash sales of $38m up until Nov-20. This implied
cash sales of $6.7m on average in October and November. At this result,
SLA reported network cash sales of $44.9m, implying conditions continued to
be robust to the end of the year.

= December EBITDA did slow from the Oct/Nov rate however, though with 4
new clinics opened during the 1H we expect there was modest drag. The
company have now reiterated that conditions were strong in February, with
that factor the key catalyst in upgrading FY21 forecast.

=  The company has also intimated that they expect to be at 60+ clinics by the
end of FY21, with our forecasts implying 60. We have maintained our
existing forecasts, with additional clinics likely to open later in the 2H, with
only a modest contribution to FY21.

= With several of these clinics opening as JV’s with established nurse injectors,
we expect the typical ramp up profile to be somewhat accelerated, offering
potential upside to our FY22 forecasts.

=  The company also indicated that injectables were a key source of strength
during the 1H, with this driver central to the long-term investment thesis. We
expect this to come with modest incremental GP margin contraction, thought
view this as entirely acceptable given the growth it facilitates at the top line.

Changes to forecasts

= We have increased network cash sales across our forecasts, reduced GP
margins and modestly increased opex

Figure 2: Changes to forecasts

Fy21 FY22 FY23
Prior Current Change Prior Current Change Prior Current Change

Total cash sales 54.8 57.7 5.2% 65.2 67.4 3.2% 76.5 79.1 3.4%
COGS -13.7 -14.6 6.1% -17.3 -17.9 3.3% -20.8 -215 3.5%
Cash GP 41.1 43.1 4.8% 47.9 49.5 3.2% 55.7 57.6 3.4%

% margin 74.9% 747% T -02% 73.5% 734% © 0.0% 72.8% 72.8% 0.0%
Operating expenses -29.1 -29.9 2.7% -32.9 -33.8 2.8% -37.4 -38.5 3.0%
Associates 1.7 2.1 21.3% 1.7 2.2 32.6% 2.0 2.5 28.3%
Underlying EBITDA 13.5 14.9 10.7% 16.3 17.5 7.2% 19.9 21.2 6.7%

% margin 24.5% 258% | 1.3% 25.0% 260% ' 1.0% 26.0% 26.8% 0.8%
Depreciation -5.7 -5.7 0.0% -6.6 -6.6 0.0% -7.6 -7.6 0.0%
Operating EBIT 10.14 11.58 14.2% 12.32 13.49 9.5% 15.21 16.54 8.7%
Net interest -0.2 -0.2 -1.3% -0.2 -0.2 -3.4% -0.2 -0.2 -4.2%
PBT 10.2 11.6 14.2% 12.4 13.6 9.5% 15.4 16.7 8.7%
Tax -3.1 -35 14.2% -3.7 -4.1 9.5% -4.6 -5.0 8.7%
Underlying NPAT 7.1 8.2 14.2% 8.7 9.5 9.5% 10.7 11.7 8.7%
eps 15.2 17.3 14.2% 18.5 20.2 9.5% 22.8 24.8 8.7%
Adjustments 17 19 T 7.4% 1.7 22 7 260% -2.3 -2.5 8.3%
Reported NPAT 5.4 6.3 16.3% 7.0 7.4 5.3% 8.4 9.1 8.8%
eps 10.8 13.3 23.5% 14.8 15.6 5.7% 17.8 19.4 9.0%

Source: OML
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Valuation & Recommendation

We value SLA by using a discounted cash flow (DCF) method due to the highly
cash generative nature of the business and include it alongside a target 1yr fwd PE
multiple (24x FY22).

Figure 3: Valuation

Key DCF inputs Key DCF outputs

Risk free rate 3.0% Explicit cash flows 71
Equity risk premia 6.0% Terminal item 156
Beta 1.10 Enterprise value 226
Cost of Equity 9.6% Less net debt (add cash) -21
Cost of Debt - After tax 3.9% Equity value 248
D/EV 0.0% Diluted share count 47
WACC 9.6% Equity valuation p.s. 5.26
Terminal growth 1.5%

Multiple Method

Target FY22 PE 24x
FY22 EPS 20.2
Valuation p.s. 4.86

Valuation composite

DCF 5.26
PE 4.86
Average 5.06
Implied PE 25.0x
Current share price 4.53
Upside 11.6%

After the Dec-20 update it was clear that momentum had carried over into the later
months of 1H21 and that an upgrade was becoming increasingly likely. It's
encouraging to see that occur at this result, and for it to be based on management’'s
confidence in the trajectory of the business.

We believe this industry has some strong tailwinds at its back (injectables,
generational change etc) and SLA are well placed to benefit.

We maintain a Buy recommendation with a price target of $5.06.
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Silk Laser Australia Limited Buy
PROFIT & LOSS (A$m) 2019A 2020A 2021E 2022E 2023E DIVISIONS 2019A 2020A 2021E 2022E 2023E
Revenue 26.6 34.3 57.7 67.4 79.1
Operating costs (25.1) (27.7) (42.8) (49.9) (57.9) 5
Operating EBITDA 15 66 149 175 212 giﬁi;f;h(@ Zfllg’; 2022;”; 2062;'; 201262§ 2012731;3
D&A (1.9) 2.7) 3.3) (4.0) (4.6) ’ ’ ’ ’ ’
EBITDA growth - 333.1 127.3 17.4 21.2
EBIT (0.4) 3.8 11.6 135 16.5 EBIT groa/th ) _ 202.2 165 296
Net interest 0.1) 0.1) 0.1 0.1 0.2 ) ’ ’ '
. Normalised EPS growth - - 215.4 16.9 22.6
Pre-tax profit (05) 87 11.6 136 6.7 cairpa margin ’ 5.7 19.1 25.8 26.0 26.8
Net tax (expense) / benefit 0.1 1.1 (3.5) (4.1) (5.0 OCF /EBITDA 274.6 147-6 100.0 96.2 95.8
Significant items/Adj. 1.7) (1.8) (1.5) (2.2) (2.5) . ) ’ ’ ’ ’
Normalised NPAT 0.3) 26 8.2 95 11.7 E::Ir?;:g'anssets - 1}1'5_) 28& 28'2 ig'i
Reported NPAT (2.0) 0.7 6.6 7.4 9.1 . ) ' ' ' '
Ret t - 7.2 17.4 15.6 16.8
Normalised dil. EPS (cps) - 55 17.3 20.2 24.8 LN O eauly
Reported EPS (cps) - 1.6 13.3 15.6 19.4
VALUATION RATIOS (x) 2019A 2020A 2021E 2022E 2023E
Effective tax rate (%) 30.0 30.0 30.0 30.0 30.0 Reported P/E - 285.2 34.0 29.0 23.3
DPS (cps) - - - - - Normalised P/E - 825 26.2 22.4 18.3
DPS (cps) 0.0 0.0 0.0 0.0 0.0 Price To Free Cash Flow - 38.4 29.0 40.4 29.1
Dividend yield (%) - - - - - Price To NTA - 229 7.2 5.7 4.6
Payout ratio (%) - - - - - EV / EBITDA - 31.9 12.9 10.7 8.5
Diluted # of shares (m) - 47.1 47.1 47.1 47.1 EV /EBIT 0.6 54.5 16.6 13.8 10.9
CASH FLOW (A$m) 2019A 2020A 2021E 2022E 2023E LEVERAGE 2019A 2020A 2021E 2022E 2023E
Net Interest (paid)/received (0.1) (0.5) 0.1 0.1 0.2 ND / (ND + Equity) (%) 0.7) (14.2) (59.5) (69.5) (83.9)
Income tax paid (0.2) 0.1 (1.0) (3.2) (3.9) Net Debt / EBITDA (%) (15.1) (70.3)  (142.9) (151.9) (159.9)
Other operating items 4.2 9.7 11.0 15.3 18.6 EBIT Interest Cover (x) - 27.6 - - -
Operating Cash Flow 3.8 10.6 13.8 12.3 14.8 EBITDA Interest Cover (x) 19.4 47.1 - - -
Capex (7.1) (5.1) (6.5) (7.0 (7.5)
Acquisitions @3) X X . °  'SUBSTANTIAL HOLDERS m %
Other investing items (2.6) (0.9) (0.1) - - Advent Partners 133 28.2%
Investing Cash Flow (12.6) (6.0) (6.6) (7.0) (7.5) HSBC Custody 71 15.0%
Inc/(Dec) !n equity _ 8.1 0.0 23.3 - - JPM Custody 3.2 6.8%
Inc/(Dec) in borrowings 0.5 - - - -
Dividends paid - - (6.9) - -
Other financing items (0.3) (2.1) (6.9) - - VALUATION
Financing Cash Flow 8.3 (2.1) 9.5 - - Cost of Equity (%) 9.6
FX adjustment - - - - Cost of debt (after tax) (%) 3.9
Net Inc/(Dec) in_Cash (0.4 2.6 16.7 5.3 7.3 D/EV (%) -
WACC (%) 9.6
BALANCE SHEET (A$m) 2019A 2020A 2021E 2022E 2023E Forecast cash flow ($m) 708
gash_ bi i; gg Z;g 222 322 Terminal value ($m) 155.7
| eceltva es 1'1 2'1 2'9 3'4 4'0 Enterprise Value ($m) 226.5
nventory ' ' ’ ' ’ Less net debt / add net cash & investments ($m) 21.3
Other current assets 0.1 0.8 0.8 0.8 0.8 Equity NPV ($m) 2478
PP & E 11.1 13.3 16.4 19.4 22.3 Equity NPV Per Share (3) 5.6
Intangibles 27.4 27.6 27.6 27.6 27.6 Multiples 4.9
Other non-current assets 35 19.3 22.0 22.6 23.3 '
Total Assets 47.1 71.6 95.1 105.2 117.4
Short term debt L0 A A - A Target Price Method DCF
Payables 2.4 5.9 6.9 7.4 7.9 Target Price (§) 5.06
Other current liabilities 7.1 13.9 16.0 17.5 19.4 Valuation disc. / (prem.) to share price (%) 11.6
Long term debt 0.8 - - - -
Other non-current liabilities 1.4 14.8 15.1 15.5 15.8
Total Liabilities 12.7 34.7 38.1 40.4 43.1
Total Equity 34.4 36.9 57.0 64.7 74.3
Net debt (cash) (0.2 (4.6) (21.3) (26.6) (33.9)
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Guide to Ord Minnett Recommendations

Our recommendations are based on the total return of a stock — nominal dividend yield plus capital appreciation — and have a 12-month
time horizon.

SPECULATIVE BUY We expect the stock’s total return (nominal yield plus capital appreciation) to exceed 20% over 12 months.
The investment may have a strong capital appreciation but also has high degree of risk and there is a
significant risk of capital loss.

BUY The stock’s total return (nominal dividend yield plus capital appreciation) is expected to exceed 15% over the
next 12 months.

ACCUMULATE We expect a total return of between 5% and 15%. Investors should consider adding to holdings or taking a
position in the stock on share price weakness.

HOLD We expect the stock to return between 0% and 5%, and believe the stock is fairly priced.

LIGHTEN We expect the stock’s return to be between 0% and negative 15%. Investors should consider decreasing their
holdings.

SELL We expect the total return to lose 15% or more.

RISK ASSESSMENT Classified as Lower, Medium or Higher, the risk assessment denotes the relative assessment of an individual

stock’s risk based on an appraisal of its disclosed financial information, historic volatility of its share price,
nature of its operations and other relevant quantitative and qualitative criteria. Risk is assessed by
comparison with other Australian stocks, not across other asset classes such as Cash or Fixed Interest.

Disclosure: Ord Minnett Limited ABN 86 002 733 048 (Ord Minnett) holds AFS Licence Number 237121 and E.L. & C. Baillieu Limited ABN 74 006 519 393
(EL&C Baillieu) holds AFS Licence Number 245421. Ord Minnett and EL&C Baillieu are ASX Group Participants, Participants of Chi-X Australia Pty Ltd and are
wholly owned subsidiaries of Ord Minnett Holdings Pty Limited ABN 32 062 323 728.

Ord Minnett and EL&C Baillieu and their associated entities, directors and employees may have a material interest in, and may earn brokerage from, any securities
referred to in this document, or may provide services to the company referred to in this report. Further, Ord Minnett, EL&C Baillieu and/or their affiliated companies
may have acted as manager or co-manager of a public offering of such securities in the past three years or may provide or may have provided corporate finance
services to the companies referred to in the report.

This document is not available for distribution outside Australia, New Zealand and Hong Kong and may not be passed on to any third party or person without the
prior written consent of Ord Minnett.

Disclaimer: Ord Minnett and EL&C Baillieu believe that the information contained in this document has been obtained from sources that are accurate but have not
checked or verified this information.

Except to the extent that liability cannot be excluded, Ord Minnett, and EL&C Baillieu and their associated entities accept no liability for any loss or damage caused
by any error in, or omission from, this document.

This document is intended to provide general financial product advice only, and has been prepared without taking account of your objectives, financial situation or
needs, and therefore before acting on advice contained in this document, you should consider its appropriateness having regard to your personal circumstances.

If any advice in this document relates to the acquisition or possible acquisition of a particular financial product, you should obtain a copy of and consider the Product
Disclosure Statement prospectus or other disclosure material for that financial product before making any decision. Investments can go up and down. Past
performance is not necessarily indicative of future performance.

Ord Minnett Hong Kong: This document is issued in Hong Kong by Ord Minnett Hong Kong Limited, CR Number 1792608, which is licensed by the Securities and
Futures Commission (CE number BAI183) for Dealing in Securities (Type 1 Regulated Activity) and Advising on Securities (Type 4 Regulated Activity) and Asset
Management (Type 9 Regulated Activity) in Hong Kong. Ord Minnett Hong Kong Limited believes that the information contained in this document has been obtained
from sources that are accurate but has not checked or verified this information. Except to the extent that liability cannot be excluded, Ord Minnett Hong Kong Limited
and its associated entities accept no liability for any loss or damage caused by any error in, or omission from, this document. This document is provided for
information purposes only and does not constitute an offer to sell (or solicitation of an offer to purchase) the securities mentioned or to participate in any particular
trading strategy. The investments described have not been, and will not be, authorized by the Hong Kong Securities and Futures Commission.

Analyst Certification: The analyst certifies that: (1) all of the views expressed in this research accurately reflect their personal views about any and all of the subject
securities or issuers; (2) no part of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed herein.

This report has been prepared by Ord Minnett. EL&C Baillieu is authorised to provide the advice contained in the research report to other persons
subject to the condition that it makes no material changes to the advice contained herein.

Ord Minnett, EL&C Baillieu and associated persons (including persons from whom information in this report is sourced) may do business or seek to do business with
companies covered in its research reports. As a result, investors should consider any potential conflicts of interest that could affect the objectivity of this report and
should view this report as only a single factor in making their investment decision.

This document is current as at the date of the issue but may be superseded by future publications. You can confirm the currency of this document by checking Ord
Minnett's internet site.

For summary information about the qualifications and experience of the Ord Minnett research service, please visit http://www.ords.com.au/our-team-2/
For information regarding Ord Minnett Research’s coverage criteria, methodology and spread of ratings, please visit http://www.ords.com.au/methodology/
For information regarding any potential conflicts of interest and analyst holdings, please visit http://www.ords.com.au/methodology/

The analyst has certified that they were not in receipt of inside information when preparing this report, whether or not it contains company recommendations. Any
reports in this publication have been authorised for distribution by Malcolm Wood, Head of Institutional Research at Ord Minnett.
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