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Executive Summary

Sigma Healthcare, after merging with Chemist Warehouse in February 2025, has catapulted into the
S&P/ASX 20 and is a growing headache for competitors. It is dominating as the market leader by
pharmacy retail spending and continues to steal market share from supermarkets in nonprescription
categories. We expect further share growth, and investors are excited for good reason.

We think the firm's competitive position is stronger than we thought and worthy of a narrow moat.
It's carved a moat founded on durable cost advantages through buying power and economies of
scale. We raise our fair value by 45% to AUD 2.40 accordingly and expect robust earnings growth
for longer. Our fiscal 2039 EBI forecast increases by roughly 60% and mainly reflects a longer
forecast period of above-average revenue growth, coupled with an expectation for slightly higher
margins.

However, shares are expensive as we think Sigma's best days for growth are behind it. Market
expectations for the future are too high, with the much-loved Chemist Warehouse brand clouding
judgment. The industry is maturing, and future growth is likely to mainly reflect growth in the
overall market, which is sedate. Sigma's market cap is just shy of that of wide-moat Woolworths,
where we expect more than twice as much profit in fiscal 2029. The market's aggressive implicit
growth expectations are reflected in Sigma's fiscal 2027 P/E of over 40 on consensus estimates.

Key Takeaways

» To justify Sigma's share price requires faster new store openings and same-store sales growth

across the Chemist Warehouse Australia network than in the past, but then, the industry was less
mature.

» We expect Australia to dominate earnings. While we think overseas growth will come, and it is 10%

of our valuation, we don't expect Chemist Warehouse to replicate its Australian success in large
overseas markets. This reflects a lack of scale and fiercer competition given relaxed regulation and
established competitors.

Earnings are defensive and relatively sheltered from current trade disputes. Trump's April 2
announcement had little bearing on Sigma shares amid wider market turbulence.

Companies Mentioned

Economic Fair Value  Current Uncertainty Marningstar Market
Name/Ticker Moat Currency Estimate Price Rating Rating Cap (Bil)
Sigma Healthcare/SIG Narrow  AUD 2.40 3.15 Medium %% 36
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Chemist Warehouse Is a Good Business, but Investors Are too Optimistic

Narrow-moat Sigma is dominating as the market leader by pharmacy retail spending and stealing
market share from supermarkets in nonprescription categories. Investors are excited for good
reason, but we think the market expects too much of Sigma. Shares trade at a meaningful premium
of roughly 30% to our AUD 2.40 fair value estimate.

Sigma's valuation hinges on more franchise stores, amazing same-store sales growth, and material
cost efficiencies from scale. However, Australian pharmacy retailing is regulated, with gross
margins capped for roughly half of Sigma's sales. Location rules and a declining number of
remaining independent pharmacies in suitable catchments also make it hard for Sigma to source
additional valuable sites. We expect the group to make inroads overseas, but doubt a significant
earnings contribution.

Exhibit 1 \We Forecast Chemist Warehouse's EBIT Margins to Expand More Than Its Peers.

EBIT Margin FY24 FY29E FY34E
Chemist Warehouse 17.1% 23.5% 26.0%
Bunnings 11.9% 12.1% 13.2%
Kmart 8.6% 1.1% 1.2%
Officeworks 6.1% 6.5% 6.5%
Dan Murphy's 9.1% 9.8% 6.3%
JB Hi-Fi 6.8% 9.9% 5.9%

Source: Company filings, Morningstar. Data as of May 22, 2025.

We think our valuation reflects reasonable yet appropriately optimistic assumptions given the high
quality of Chemist Warehouse's retail franchise. For the next 10 years, we estimate an average 19
net new Australian Chemist Warehouse franchise stores per year, average Australian Chemist
Warehouse same-store sales growth of 6%, and group EBIT margins expanding to 15% from 9% on
warehousing and distribution optimization, operating leverage, and greater contributions from the
higher-margin Chemist Warehouse business. This compares with the firm opening an average of 18
net new Australian Chemist Warehouse franchise stores in each of the last three years, average
same-store sales growth of 11%, and group EBIT margins flat at 9%.

Exhibit 2 Sensitivity Analysis on Our Fair Value Estimate for Key Assumptions.

Chemist Warehouse Australia Average Annual Like-For-Like Network Sales Growth

Sensitivity
= Analysis 2% 4% 6% 8% 10%
b
[
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E 19% 2.15 2.49 2.89 3.38 3N

Source: Morningstar. Data as of May 22, 2025.
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We like the business, but the market is overly optimistic. To reach a valuation near the share price,
we need to assume 30 net new Australian Chemist Warehouse franchise stores open per year,
average Australian Chemist Warehouse same-store sales growth of 8%, and group EBIT margins
expanding to 17% in 10 years. We think all are unlikely in isolation and collectively unrealistic.

Exhibit 3 Step Change for Sigma Revenue Following Chemist Warehouse Contract Win.
M Chemist Warehouse Revenue M Sigma Revenue = Chemist Warehouse Growth (RHS) — Sigma Growth (RHS)

$18,000 19.0
AUD mil %
15,000 15.0
12,000 1.0
9,000 70
6,000 30
3,000 -1.0
0 5.0
FY22 FY23 FY24 FY25E FY26E FY27E FY28E FY29E FY30E FY31E FY32E FY33E FY34E
Source: Company filings, Morningstar. Data as of June 30, 2024.
Sigma’s legacy wholesale business, which mainly consists of prescription medicines and over-the-
counter products, currently contributes the majority of group revenue but is a fraction of group
earnings due to regulated margins. The main driver for group earnings is Chemist Warehouse's
wholesaling business of front-of-store items to its franchisees. Hence, Chemist Warehouse earnings
are largely derived from its store rollout and network sales.
Exhibit 4 \We Expect Chemist Warehouse's Wholesaling to Drive Group Earnings.
I Chemist Warehouse EBIT M Sigma EBIT = Chemist Warehouse EBIT Margin (RHS) = Sigma EBIT Margin (RHS)
$2,500 30.0
AUD mil %
2,000 24.0
1,500 18.0
1,000 120
500 l I 6.0
0 0.0

FY22  FY23 FY24 FY2SE FY26E FY27E FY28E FY29E FY30E FY31E FY32E FY33E FY34E

Source: Company filings, Morningstar. Data as of June 30, 2024.
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Australian Store Rollout Is Largely Dictated by Remaining Independent Pharmacies

We think the market is too aggressive about new store openings for Chemist Warehouse in
Australia. The implicit assumption priced into the shares is for faster new store additions in the
future. However, we think the growth runway is shortening. The franchise is approaching maturity,
regulated ownership and location rules are unlikely to loosen, and remaining valuable catchments

in Australia are limited and declining, making it increasingly hard to source additional valuable
sites.

Exhibit 5 Chemist Warehouse Stores Are Comfortably Servicing the Australian Population
M Stores per every 100 thousand Australians ¥ FY34E

5
K
3
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1
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Woolworths McDonald's Coles Chemist Bunnings Kmart Officeworks
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Source: Company filings, ABS. Data as of Dec. 31, 2024.

The implicit assumption priced into shares, assuming fiscal 2024 Chemist Warehouse network sales
mix stays constant, is that sales of just front-of-store items will likely surpass Kmart, one of
Australia's largest retailers, and similar to Bunnings' current sales. Our forecasts still imply an
above-average 10-year network sales compound annual growth rate of 9%. As Chemist Warehouse
encroaches on other retailers’ sales, like the supermarkets, there could be a competitive response.

Exhibit 6 Market Is Baking in a 10-Year Chemist Warehouse Network Sales CAGR in the Teens
WFY24MFY34EMMarket Implied
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Note: Chemist Warehouse FY34E and Market Implied Sales estimate assumes all other variables are constant, including sales mix. 10-
Year CAGRs are based on Morningstar sales growth estimates.
Source: Company filings, Morningstar. Data as of June 30, 2024.

Chemist Warehouse, on average, has opened 23 net new Australian stores annually in the last 25
years to reach about 580 now. The rate has slowed in the last five years, and Sigma expects to open

© 2025 Morningstar, Inc. All rights reserved. Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or timely nor will they have any liability for its use or
distribution. This report has been prepared for clients of Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892) and/or New Zealand wholesale clients of Morningstar Research Ltd, subsidiaries of Morningstar, Inc. Any
general advice has been provided without reference to your financial objectives, situation or needs. For more information refer to our Financial Services Guide at www.morningstar.com.au/s/fsg.pdf. You should consider the advice in light of
these matters and if applicable, the relevant Product Disclosure Statement before making any decision to invest. Our publications, ratings and products should be viewed as an additional investment resource, not as your sole source of
information. Morningstar's full research reports are the source of any Morningstar Ratings and are available from Morningstar or your adviser. Past performance does not necessarily indicate a financial product's future performance. To
obtain advice tailored to your situation, contact a financial adviser. Some material is copyright and published under licence from ASX Operations Pty Ltd ACN 004 523 782.



Page 5 of 16 Sigma’s Finds a Moat in Chemist Warehouse | May 28, 2025 | See disclosures at the end of this report.

new stores in the short to medium term at a similar rate. We think this is reasonable given
ownership and location rules, and the declining suitability of remaining catchments, making it
increasingly hard to source additional valuable sites. We forecast an average of 20 net new
Australian Chemist Warehouse stores over the next five years, but expect this to slow in the longer
term as the market matures.

Exhibit 7 Sourcing Additional Chemist Warehouse Sites Likely More Challenging

BNet New Australian Stores (LHS)MBull Case (LHS)-Cumulative Australian Stores Base Case (RHS)
50 800

40 640
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2 320
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E FY17 FY19 FY21 FY23  FY25E  FY27E  FY29E  FY31E  FY33E

Source: Company filings, Morningstar. Data as of June 30, 2024.

The Australian pharmacy industry is mature. The number of Australian community pharmacies
barely grows year to year and currently totals just under 6,000 pharmacies. Opening a brand-new
pharmacy in Australia is complicated, lengthy, and requires multiple approvals on a state and
national level that aren't generally given unless the proposed location is in a population growth
area. As such, Chemist Warehouse's new franchise stores are largely sourced from the roughly 40%
of pharmacies that remain in the hands of independent pharmacists who are looking to sell or
retire.

Theoretically, the roughly 2,500 remaining independent pharmacies represent potential Chemist
Warehouse store conversions, but the proportion in suitable catchments is declining, and Chemist
Warehouse has likely picked the low-hanging fruit in the last 25 years. We think the runway for
growth is mostly done. We estimate that independent pharmacies account for less than 20% of
total pharmacy consumer spending, including front-of-store items, reflecting smaller footprints and
less productive catchments. This compares with Sigma having roughly 15% of total registered
pharmacies in Australia, which we estimate generates roughly 50% of total pharmacy retail
spending.
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Exhibit 8 40% of Pharmacies Are Independent but Capture Less Than 20% of Pharmacy Retail Spending

Pharmacies by Retail Franchisor Group %
O Sigma 15.00
0 EBOS 12.00
O IPA Group 8.00

API 8.00
O Other 17.00
© Independent 40.00

Source: Company filings. Data as of June 13, 2024.

Regulated Pharmacy Location and Ownership Rules Constrain Store Rollout

New Chemist Warehouse store openings are unlikely to accelerate as potential new locations are
harder to come by. Even after acquiring an independent pharmacy, the process to convert it to a
Chemist Warehouse banner is usually a multiyear process and limits new store openings. According
to Sigma, the typical independent pharmacy has a footprint of roughly 200 square meters, less than
half the size of the average Chemist Warehouse retail footprint of 522 square meters.

Increasing the size of an acquired store is challenging, given pharmacy location rules generally only
allow relocation within 1.5 kilometers of the existing site, and only once every five years. This is also
against proximity rules to existing pharmacies, which vary depending on location characteristics,
such as proximity to doctors and whether it is in a shopping center. These location rules are
government-mandated and unlikely to change, and limit the acceleration of new store openings. As
of the 2024 year-end, Chemist Warehouse has 23 Australian pipeline stores acquired by a
pharmacist but awaiting a suitable site to become a Chemist Warehouse store. This typically takes a
few years and suggests the rate of new store openings is unlikely to materially improve. Store
openings can be volatile, but are largely dependent on availability, and expediting store openings
will result in reaching market saturation faster.

Due to ownership of Australian pharmacies being restricted to registered pharmacists, Chemist
Warehouse also needs to find a pharmacist willing to own, manage, and often have greater
responsibility over a Chemist Warehouse store. Chemist Warehouse stores are open for significantly
longer, with some stores open between 8 am and 11 pm, seven days a week. In contrast,
independent pharmacies often operate between 9 am and 5 pm, five days a week. Also, Chemist
Warehouse stores on average derive 60% of store sales from front-of-store items, compared with
less than 20% for traditional pharmacies. This means a pharmacist who predominantly handles
prescription medicines and over-the-counter products must then manage significant additional
front-of-store volume.
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While it means Chemist Warehouse can drive store sales productivity and serve its customers at
scale, many chemists resist the move from a focus on pharmaceuticals to general merchandise. The
retail focus and management complexities can be a barrier to pharmacists changing to the Chemist
Warehouse banner. These factors also limit the viability of Sigma converting other banners it owns,
such as Amcal and Discount Drug Stores, into Chemist Warehouse stores. The vast majority of its
franchise stores under other banners are not in a suitable space for a Chemist Warehouse store,
and we think convincing existing owners to change their pharmacy can be difficult. Sigma affirmed
its strategy to have a few different banners to offer pharmacists and customers variety.

We Expect Same-Store Sales Growth to Moderate

We suspect the market is extrapolating recent abnormal growth rates shown in Exhibit 9 and is
overly optimistic versus our forecast 10-year average Australian Chemist Warehouse same-store
sales growth rate of 6%. We estimate Chemist Warehouse's Australian same-store sales growth to
have averaged 3.6% over the last eight years, but were significantly boosted in the last three years
by inflation and the pandemic recovery. Pharmacies sell mature product categories, and pricing for
roughly a third of Chemist Warehouse store sales is regulated. Our forecast 10-year average
Australian Chemist Warehouse same-store sales growth rate of 6% is made up roughly by 2.5%
industry price growth, 1.5% industry volume growth, and 2% outperformance in market share gains,
which is broadly in line with our estimate of its 10-year historical average outperformance. We
expect outperformance to moderate as new stores are likely to be in less profitable catchments.

Exhibit 9 Recent Like-For-Like Chemist Warehouse Network Sales Growth Boosted by Abnormal Inflation

= Estimated Like-For-Like Network Sales Growth M Industry Price Inflation I Population Growth B Market Share Shift

12
% Above-trend growth given high inflation and recovery from the pandemic.

w

—_U-.

Fy17 FY19 FY21 FY23 FY25E FY27E FY29E FY31E FY33E

Source: ABS, Company filings, Morningstar. Data as of June 30, 2024.

Chemist Warehouse derives roughly a third of store sales from prescription medicines, about 60%
from front-of-store items like fragrances, skincare, cosmetics, and dietary supplements, and the
remainder from over-the-counter products. These don't require a prescription but are evaluated by
the Therapeutic Goods Administration, such as aspirin and paracetamol. Over-the-counter products
are largely commoditized, with typically very low price inflation. According to the Australian Bureau
of Statistics' consumer price index for personal care products, which we use as a proxy for Chemist
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Warehouse's front-of-store items, price inflation has averaged 0.6% a year for the last eight years.
Similarly, for pharmaceutical products, including generics and patented drugs, which we are using
as a proxy for 40% of Chemist Warehouse's sales, price inflation has averaged 1.3% for the last
eight years. On a blended estimate, industry price inflation for Chemist Warehouse's products has
averaged 0.9%.

We assume pharmacy sales volume growth is closely tied to population growth, which we estimate
has, in effect, averaged 1.7% for Chemist Warehouse's customer demographic over the last eight
years. This accounts for the growing proportion of over-65s and their propensity to consume more
drugs. We estimate that a further average of 0.9% of growth per year for the last eight years has
come from volume per person growth, market share gains from new stores, and foot traffic gained
from grocers in the front-of-store category.

Noting the increasing difficulty in sourcing additional sites given a declining number of remaining
independent pharmacies and location rules, new sites are likely to be in less profitable catchments
or cannibalize existing store sales, making it harder for Sigma to maintain sales growth rates. While
Sigma has roughly 15% of total registered pharmacies in Australia, we estimate its network,
partially served by its wholesale distribution business, generates roughly 50% of pharmacy retail
spending. This is boosted by more exposure to over-the-counter and front-of-store products.

Sigma estimated its pharmacy banners had roughly 20% market share of pharmacy consumer
spending in 2019, second only to Chemist Warehouse at the time. As such, the remaining 40% of
independent pharmacies account for a disproportionately low share of pharmacy consumer
spending—we estimate less than 20%. This reflects smaller footprints and less profitable
catchments, which are limitations for future sales.

Sigma’s International Expansion Likely to Be Modest

While we think overseas growth will come, we don’t expect Chemist Warehouse to replicate the
magnitude of its Australian success due to its scale disadvantage overseas, and fiercer competition
given relaxed regulation and established players. The international segment is 10% of our valuation.

We view Sigma's stated intention to take a measured approach to expansion outside Australia as
appropriate and expect a similar cadence in the future, forecasting an annual average of 14 new
international store openings over our 10-year forecast period. Chemist Warehouse's international
presence is nascent, starting in New Zealand in fiscal 2018, China in fiscal 2020, Ireland in fiscal
2021, and Dubai in fiscal 2025. It now has roughly 80 international stores, 56 of which are in New
Zealand, contributing just 3% of group EBIT.

Expansion has been measured, with Chemist Warehouse opening nine stores on average per year
in New Zealand and four stores on average per year elsewhere in the last five years. It is targeting
roughly 110 stores in New Zealand in the long term, versus our forecast of 118 stores by fiscal 2034.
This is roughly 10% of the number of New Zealand pharmacies, similar to its current Australian
presence of 9%. We forecast the firm opening seven New Zealand stores on average per year,
compared with 19 per year in Australia. We think the transportability of the Chemist Warehouse
brand to New Zealand reflects a similar pharmacy retailing and regulatory environment to
Australia's.
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Sigma's international expansion leverages relaxed ownership and location rules versus Australia.
But it is a double-edged sword as lower entry barriers increase competition and allow pharmacies
to proliferate. Twenty-five years after Chemist Warehouse opened its first store in Australia,
discount pharmacies offering front-of-store items and vertically integrated competitors are firmly
established overseas, such as Boots in Ireland and Walgreens in the US. The success of Chemist
Warehouse in Australia hinges on providing a wider product range at better prices and at more
accessible hours versus competing pharmacies. But the limited overseas presence, with 14
distribution centers in Australia but just one in New Zealand and none in its other international
markets, places it at a scale disadvantage. In addition, we don’t expect Chemist Warehouse to
replicate the magnitude of its Australian success in Ireland, China, and Dubai, given established
competitors. We forecast a gradual new store rollout.

Exhibit 10 New Zealand Closest to Saturation Based on Stores Per Every 100,000 People.
WFY24MFY34E

4

Australia New Zealand Ireland

Dubai China (every
10m)

Source: Company filings, Morningstar. Data as of June 30, 2024.

We forecast Chemist Warehouse to open seven stores on average per year, across the three regions
of Ireland, China, and Dubai, to reach 91 aggregate stores by fiscal 2034 from 20 in fiscal 2024. We
think Sigma's measured approach to new markets is sensible, given expansion risks, including
expanding too quickly.

While we expect a growing offshore presence, we are wary of the offshore expansion risks. The
path to international retail expansion success is littered with examples where ambition exceeded
reality despite brand strength. After targeting 200 stores by 2019 when first opening in the United
Kingdom in 2014, Smiggle has recently been closing more stores in the UK than it's been opening,
with roughly 110 stores in the region at present. Popular brands like Starbucks have struggled to
find success in Australia. The company was also a victim of expanding too quickly and accumulating
considerable losses before being forced to close most stores. Starbucks has roughly 70 stores in
Australia after first opening in 2000. Big-box retailers like Harvey Norman opened their first store in
Ireland in 2003 and currently has just 18 stores. Woolwarths” disastrous Masters hardware joint
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venture with the US" Lowe's, and Bunnings' similar failure with Homebase in the UK, are examples
of a big-box format with strong brand power losing to established competition. Domino's has found
success overseas, particularly in Europe, but largely through acquiring established pizza chains and
gaining instant scale.

We Forecast Strong Earnings Growth, but Shares in Sigma Are Expensive

We forecast a 10-year organic group revenue CAGR of 5%. This is largely driven by our forecast 10-
year CAGR of 9% for Australian Chemist Warehouse network sales. We forecast like-for-like
Australian Chemist Warehouse sales growth averaging 6% per year for the next decade,
supplemented by an average of 19 net new stores per year. Our 2% typical revenue growth rate for
Sigma'’s legacy wholesale business is driven by continued volume growth in the Australian market
in line with population growth, and some benefit from higher average pricing. Sigma’s wholesaling
business is lower-growth and operates in a regulated and mature industry.

On the profitability front, we expect group midcycle operating margins to settle at around 15% by
fiscal 2034 versus 9% in fiscal 2024, largely driven by an increasing contribution from higher-margin
franchise fees and the overall Chemist Warehouse business, and cost-cutting following the merger
with Chemist Warehouse. We forecast gross profit from the Chemist Warehouse business to
contribute 86% of the fiscal 2034 group gross profit from an estimated 77% in fiscal 2025. We
estimate EPS growth of 10% at midcycle down from our fiscal 2026 EPS growth forecast of 17%. We
forecast annual capital expenditure averaging about AUD 35 million over the next 10 years to
maintain the business, or less than 1% of group sales. Il
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Appendix

Exhibit 11 Sigma Healthcare Valuation Model

Sigma Healthcare (ASX:SIG)

Star Rating Fair Value Last Price Uncertainty Capital Allocation Economic Moat
* % 2.38 AUD 3.13 AUD Medium Standard @ Narrow
Shane Ponraj, CFA Five-Star Price 1.67 Estimated COE 7.5%
+61 2 9276 4449 Fair Value Estimate 2.38 Pre-Tax Cost of Debt 5.5%
shane.ponraj@momingstar.com One-Star Price 3.21 Estimated WACC 6.8%
Healthcare Market Price 3.13 ROIC * 25.0%
Healthcare Services P/FVE 1.31 Adjusted ROIC * 12.7%
* 5-Yr Projected Average

Forecast
Income Statement 2022 2023 2024 2025E 2026E 2027E 2028E 2029E
Revenue 6,436 6,486 6,656 9,799 10,501 11,120 11,766 12,435
Gross Profit 1,376 1,215 1,312 1,657 1,856 2,063 2,269 2,483
Operating Income 591 509 606 845 1,002 1,165 1,323 1,513
Net Income 371 303 522 549 655 772 888 1,028
Adjusted Income 371 289 522 573 672 790 905 1,028
Adjusted EPS 0.03 0.03 0.05 0.05 0.06 0.07 0.08 0.09
Adjusted EBITDA 764 622 675 952 1,100 1,264 1,422 1,588
Growth (% YoY)
Revenue 0.8% 2.6% 47.2% 7.2% 5.9% 5.8% 5.7%
Gross Profit 0.0% -11.7% 8.0% 26.3% 12.0% 11.1% 9.9% 9.5%
Operating Income #DIV/0! -13.9% 19.0% 39.5% 18.7% 16.3% 13.5% 14.4%
Net Income #DIV/0! -18.3% 72.6% 5.1% 19.3% 18.0% 14.9% 15.8%
Adjusted EPS #DIV/0! -21.9% 80.6% 9.8% 17.2% 17.5% 14.6% 13.5%
Adjusted EBITDA #DIV/0! -18.6% 8.5% 41.0% 15.6% 14.9% 12.5% 1.7%
Profitability (%)
Gross Margin 21.4% 18.7% 19.7% 16.9% 17.7% 18.6% 19.3% 20.0%
Operating Margin 9.2% 7.8% 9.1% 8.6% 9.5% 10.5% 11.2% 12.2%
Net Margin 5.8% 4.7% 7.8% 5.6% 6.2% 6.9% 7.5% 8.3%
Adjusted EBITDA Margin 11.9% 9.6% 10.1% 9.7% 10.5% 11.4% 12.1% 12.8%
Return on Equity 9.1% 7.4% 12.8% 13.1% 14.8% 16.4% 17.6% 19.0%
Adjusted ROIC 6.6% 3.4% 4.4% 9.8% 11.1% 12.7% 14.2% 15.8%
Leverage
Debt / Capital 0.2x 0.2x 0.2x 0.2x 0.2x 0.2x 0.2x 0.2x
Debt / EBITDA 1.8x 2.0x 1.7x 1.2x 1.1x 0.9x 0.8x 0.7x
EBITDA / Interest Expense 9.7x 6.5x 11.1x 14.6x 15.5x 19.5x 25.2x 35.0x
Cash Flow
Dividends per Share - - - 0.03 0.04 0.04 0.05 0.06
Free Cash Flow to the Firm 192 443 184 203 606 729 835 965
Dividend Franking - - - - - - - -
Dividend Payout Ratio 0.0% 0.0% 0.0% 60.4% 60.2% 58.5% 57.4% 61.8%

Source: Morningstar. Data as of May 27, 2025.

© 2025 Morningstar, Inc. All rights reserved. Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or timely nor will they have any liability for its use or
distribution. This report has been prepared for clients of Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892) and/or New Zealand wholesale clients of Morningstar Research Ltd, subsidiaries of Morningstar, Inc. Any
general advice has been provided without reference to your financial objectives, situation or needs. For more information refer to our Financial Services Guide at www.morningstar.com.au/s/fsg.pdf. You should consider the advice in light of
these matters and if applicable, the relevant Product Disclosure Statement before making any decision to invest. Our publications, ratings and products should be viewed as an additional investment resource, not as your sole source of
information. Morningstar's full research reports are the source of any Morningstar Ratings and are available from Morningstar or your adviser. Past performance does not necessarily indicate a financial product's future performance. To
obtain advice tailored to your situation, contact a financial adviser. Some material is copyright and published under licence from ASX Operations Pty Ltd ACN 004 523 782.



Page 12 of 16 Sigma'’s Finds a Moat in Chemist Warehouse | May 28, 2025 | See disclosures at the end of this report.

Research Methodology for Valuing Companies

Overview

At the heart of our valuation system is a detailed projection of a company's future cash flows, resulting from our analysts'
research. Analysts create custom industry and company assumptions to feed income statement, balance sheet, and capital
investment assumptions into our globally standardized, proprietary discounted cash flow, or DCF, modeling templates. We
use scenario analysis, in-depth competitive advantage analysis, and a variety of other analytical tools to augment this
process. We think analyzing valuation through discounted cash flows presents a better lens for viewing cyclical companies,
high-growth firms, businesses with finite lives (mines, for example), or companies expected to generate negative earnings
over the next few years. That said, we don't dismiss multiples altogether but rather use them as supporting cross-checks for
our DCF-based fair value estimates. We also acknowledge that DCF models offer their own challenges (including a potential
proliferation of estimated inputs and the possibility that the method may miss short-term market-price movements), but we
believe these negatives are mitigated by deep analysis and our long-term approach.

Morningstar's Equity Research Group ("we," "our") believes that a company's intrinsic worth results from the future cash
flows it can generate. The Morningstar Rating for stocks identifies stocks trading at a discount or premium to their intrinsic
worth—or fair value estimate in Morningstar terminology. Five-star stocks sell for the biggest risk-adjusted discount to their
fair values, whereas 1-star stocks trade at premiums to their intrinsic worth.

Four key components drive the Morningstar rating:
our assessment of the firm's economic moat.

our estimate of the stock's fair value.

our uncertainty around that fair value estimate.
the current market price.

vvyyvyy

This process ultimately culminates in our single-point star rating.

Economic Moat

The Morningstar Economic Moat Rating is a structural feature that Morningstar believes positions a firm to earn durable
excess profits over a long period of time, with excess profits defined as returns on invested capital above our estimate of a
firm's cost of capital. The economic moat rating is not an indicator of the investment performance of the investment
highlighted in this report. Narrow-moat companies are those that Morningstar believes are more likely than not to achieve
normalized excess returns for at least the next 10 years. Wide-moat companies are those that Morningstar believes will earn
excess returns for 10 years, with excess returns more likely than not to remain for at least 20 years. Firms without a moat,
including those that have a substantial threat of value destruction-related risks related to environmental, social, and
governance; industry disruption; financial health; or other idiosyncratic issues, are more susceptible to competition.
Morningstar has identified five sources of economic moats: intangible assets, switching costs, network effect, cost
advantage, and efficient scale.

Fair Value Estimate

Each stock's fair value is estimated by using a proprietary discounted cash flow model, which assumes that the stock's value
is equal to the total of the free cash flows of the company is expected to generate in the future, discounted back to the
present at the rate commensurate with the riskiness of the cash flows. As with any DCF model, the ending value is highly
sensitive to Morningstar's projections of future growth.

Fair Value Uncertainty

The Morningstar Uncertainty Rating represents the analysts" ability to bound the estimated value of the shares in a company
around the fair value estimate, based on the characteristics of the business underlying the stock, including operating and
financial leverage, sales sensitivity to the overall economy, product concentration, pricing power, exposure to material ESG
risks, and other company-specific factors. Based on these factors, analysts classify the stack into one of several uncertainty
levels: Low, Medium, High, Very High, or Extreme. Our recommended margin of safety —the discount to fair value demanded
before we'd recommend buying or selling the stock—widens as our uncertainty of the estimated value of the equity
increases.

Market Price
The market prices used in this analysis and noted in the report come from exchanges on which the stock is listed, which we
believe is a reliable source.
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Morningstar Rating for Stocks

The Morningstar Rating for Stocks is a forward-looking, analyst-driven measure of a stock's current price relative to the
analyst's estimate of what the shares are worth. Stock star ratings indicate whether a stock, in the equity analyst's educated
opinion, is cheap, expensive, or fairly priced. To rate a stock, analysts estimate what they think it is worth (its "fair value"),
using a detailed, long-term cash flow forecast for the company. A stock's star rating depends on whether its current market
price is abave or below the fair value estimate. Those stocks trading at large discounts to their fair values receive the highest
ratings (4 or 5 stars). Stocks trading at large premiums to their fair values receive lower ratings (1 or 2 stars). A 3-star rating
means the current stock price is close to the analyst's fair value estimate.

Risk Warning

Please note that investments in securities are subject to market and other risks, and there is no assurance or guarantee that
the intended investment objectives will be achieved. Past performance of a security may or may not continue in the future
and is no indication of future performance. A security investment's return and an investor's principal value will fluctuate so
that, when redeemed, an investor's shares may be worth more or less than their original cost.

A security's current investment performance may be lower or higher than the investment performance noted within the
report. Morningstar's Uncertainty Rating is a useful data point with respect to sensitivity analysis of the assumptions used in
our determining a fair value price.

General Disclosure

“Morningstar” is used throughout this section to refer to Morningstar, Inc., and/or its affiliates, as applicable. Unless
otherwise pravided in a separate agreement, recipients of this report may only use it in the country in which the Morningstar
distributor is based. Unless stated otherwise, the original distributor of the report is Morningstar Research Services LLC, a
USA-domiciled financial institution.

This report is for informational purposes only, should not be the sole piece of information used in making an investment
decision, and has no regard to the specific investment objectives, financial situation, or particular needs of any specific
recipient. This publication is intended to provide information to assist investors in making their own investment decisions,
not to provide investment advice to any specific investor. Therefore, investments discussed and recommendations made
herein may not be suitable for all investors; recipients must exercise their own independent judgment as to the suitability of
such investments and recommendations in the light of their own investment objectives, experience, taxation status, and
financial position.

The information, data, analyses, and opinions presented herein are not warranted to be accurate, correct, complete, or
timely. Unless otherwise provided in a separate agreement, neither Morningstar, Inc., nor the Equity Research Group
represents that the report contents meet all of the presentation and/or disclosure standards applicable in the jurisdiction the
recipient is located.

Except as otherwise required by law or provided for in a separate agreement, the analyst, Morningstar, Inc., and the Equity
Research Group and their officers, directors, and employees shall not be responsible or liable for any trading decisions,
damages, or other losses resulting from, or related to, the information, data, analyses, or opinions within the report. The
Equity Research Group encourages recipients of this report to read all relevant issue documents—a prospectus, for example)
pertaining to the security concerned, including without limitation, information relevant to its investment objectives, risks, and
costs before making an investment decision and when deemed necessary, to seek the advice of a legal, tax, and/or
accounting professional.

The report and its contents are not directed to, or intended for distribution to or use by, any person or entity who is a citizen
or resident of or located in any locality, state, country, or other jurisdiction where such distribution, publication, availability,
or use would be contrary to law or regulation or that would subject Morningstar, Inc., or its affiliates to any registration or
licensing requirements in such jurisdiction.

Where this report is made available in a language other than English and in the case of inconsistencies between the English
and translated versions of the report, the English version will control and supersede any ambiguities associated with any part
or section of a report that has been issued in a foreign language. Neither the analyst, Marningstar, Inc., nor the Equity
Research Group guarantees the accuracy of the translations.

This report may be distributed in certain localities, countries, and/or jurisdictions ("territories") by independent third parties
or independent intermediaries and/or distributors ("distributors"). Such distributors are not acting as agents or
representatives of the analyst, Morningstar, Inc., or the Equity Research Group. In territories where a distributor distributes
our report, the distributor is solely responsible for complying with all applicable regulations, laws, rules, circulars, codes, and
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guidelines established by local and/or regional regulatory bodies, including laws in connection with the distribution of third-
party research reports.

Conflicts of Interest

» No interests are held by the analyst with respect to the securities subject of this investment research report.

» Morningstar, Inc., may hold a long position in the securities subject of this
investment research report that exceeds 0.5% of the total issued share capital of the security. To determine if such is the
case, please click https://www.morningstar.com/company/disclosures/holdings.

» Analysts' compensation is derived from Morningstar, Inc.'s overall earnings and consists of salary, bonus, and in some cases
restricted stock.

» Morningstar’s overall earnings are generated in part by the activities of the Investment Management and Research groups,
and other affiliates, that provide services to product issuers.

» Neither Morningstar, Inc., nor the Equity Research Group receives commissions, compensation, or other material benefits in
connection with providing research, nor do they charge companies to be rated.

» Morningstar employees may not pursue business or employment opportunities outside Morningstar within the investment
industry (including, but not limited to, working as a financial planner, an investment professional or investment professional
representative, a broker/dealer or broker/dealer agent, a financial writer, reporter, or analyst) without the approval of
Morningstar's Legal and if applicable, Compliance teams.

» Neither Morningstar, Inc., nor the Equity Research Group is a market maker or a liquidity provider of the securities noted
within this report.

» Neither Morningstar, Inc., nor the Equity Research Group has been a lead manager or
co-lead manager over the previous 12 months of any publicly disclosed offer of financial instruments of the issuer.

» Morningstar, Inc.'s Investment Management group has arrangements with financial institutions to provide portfalio
management/investment advice, some of which an analyst may issue investment research reports on. In addition, the
Investment Management group creates and maintains model portfolios whose underlying holdings can include financial
products, including securities that may be the subject of this report. However, analysts do not have authority over
Morningstar's Investment Management group's business arrangements or allow employees from the Investment
Management group to participate or influence the analysis or opinion prepared by them.

» Morningstar, Inc., is a publicly traded company (ticker: MORN) and thus a financial institution the security of which is the
subject of this report may own more than 5% of Morningstar, Inc.'s total outstanding shares. Please access Morningstar,
Inc.'s proxy statement, "Security Ownership of Certain Beneficial Owners and Management" section at
https://shareholders.morningstar.com/investor-relations/financials/sec-filings/default.aspx.

Morningstar may provide the product issuer or its related entities with services or products for a fee and on an arm’s-length
basis, including software products and licenses, research and consulting services, data services, licenses to republish our
ratings and research in their promotional material, event sponsorship, and website advertising.

Further information on Morningstar's conflict-of-interest paolicies is available at
http://global.morningstar.com/equitydisclosures.

For a list of securities the Equity Research Group currently covers and provides written analysis on, or for historical analysis
of covered securities, including fair value estimates, please contact your local Morningstar office.

For recipients in Australia: This report has been issued and distributed in Australia by Marningstar Australasia Pty. Ltd.
(ABN: 95 090 665 544; ASFL: 240892). Morningstar Australasia Pty. Ltd. is the provider of the general advice ("the service")
and takes responsibility for the production of this report. The service is provided through the research of investment
products. To the extent the report contains general advice, it has been prepared without reference to an investor's
objectives, financial situation, or needs. Investors should consider the advice in light of these matters and, if applicable, the
relevant Product Disclosure Statement before making any decision to invest. Refer to our Financial Services Guide, or FSG,
for more information at http://www.morningstar.com.au/s/fsg.pdf.

For Recipients in New Zealand: This report has been issued and distributed by Morningstar Australasia Pty Ltd and/or
Morningstar Research Ltd (together "Morningstar’). This report has been prepared and is intended for distribution in New
Zealand to wholesale clients only and has not been prepared for use by New Zealand retail clients (as those terms are
defined in the Financial Markets Conduct Act 2013).

The information, views and any recommendations in this material are provided for general information purposes only, and
solely relate to the companies and investment opportunities specified within. Our reports do not take into account any
particular investor’s financial situation, objectives or appetite for risk, meaning no representation may be implied as to the
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suitability of any financial product mentioned for any particular investor. We recommend seeking financial advice before
making any investment decision.

For recipients in Canada: This research is not prepared subject to Canadian disclosure requirements.

For recipients in Hong Kong: The report is distributed by Morningstar Investment Management Asia Limited, which is
regulated by the Hong Kong Securities and Futures Commission to provide investment research and investment advisory
services to professional investors only. Neither Morningstar Investment Management Asia Limited nor its representatives are
acting or will be deemed to be acting as an investment advisor to any recipients of this information unless expressly agreed
to by Morningstar Investment Management Asia Limited.

For recipients in India: This investment research is issued by Morningstar Investment Research India Private Limited
(formerly known as Morningstar Investment Adviser India Private Limited). Morningstar Investment Research India Private
Limited is registered with SEBI as a Research Entity (registration number INH000008686). Morningstar Investment Research
India Private Limited has not been the subject of any disciplinary action by SEBI or any other legal/regulatory body.
Morningstar Investment Research India Private Limited is a wholly owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment Research India Private Limited has one associate, Morningstar India
Private Limited, which provides data-related services, financial data analysis, and software development. The research
analyst has not served as an officer, director, or employee of the fund company within the last 12 months, nor have they or
their associates engaged in market-making activity for the fund company.

For recipients in Japan: The report is distributed by Morningstar Japan, Inc. for informational purposes only. Neither
Morningstar Japan, Inc. nor its representatives are acting or will be deemed to be acting as an investment advisor to any
recipients of this information.

For recipients in Korea: This report is distributed by Morningstar Korea Ltd., which has filed to the Financial Services
Committee, for informational purposes only. Neither Morningstar Korea Ltd. nor its representatives are acting or will be
deemed to be acting as an investment advisor to any recipients of this information.

For recipients in Singapore: This report is distributed by Morningstar Investment Adviser Singapore Pte Limited, which is
licensed and regulated by the Monetary Authority of Singapore to provide financial advisory services in Singapore.
Recipients of this report should contact their financial advisor in Singapore in relation to this report. Morningstar, Inc. and its
affiliates rely on certain exemptions (Financial Advisers Regulations, Section 28(1)(e), Section 32B and 32C) to provide its
investment research to recipients in Singapore.
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