HOUSE OF SPORT: Core Growth

Dick’s Sporting Goods (DKS):
The Divergence of Core Strength
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and Strategic Risk

An Investment Analysis of the Post-Acquisition Landscape (Early 2026
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FOOT LOCKER / ACQUISITION: Strategic Risk
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The Thesis: A Best-in-Class Retailer Burdened by a High-Stakes Turnaround

(The Verdict)

Investment Rating:
HOLD / NEUTRAL

The “Core” business is an unequivocal BUY,
but the consolidated entity remains a HOLD
until integration risks subside in late 2026.

(The Three Pillars of the Thesis)
1. Core Dominance

Legacy Comps: +5.7% (Q3
2025)

Status: Gaining market
share while competitors
shrink.

2. Merger Drag

Operating Margins:
Collapsed to 2.2% (GAAP)
post-merger.

Cause: Integration costs and
lower-margin acquired
assets.

3. Valuation Friction

P/E Ratio: 16.6x Forward
Earnings.

Insight: Market is pricing in
success, ignoring ‘Cleaning
Out the Garage’
restructuring risks.
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The ‘Wholesale Return’ Favors Strategic Partners Over Transactional Ones
The K-Shaped Recovery in Retail Context

A

High

Strategic Partners

The Economic Moat:
Youth Sports

® DKS (House of Sport)

High access to “high heat”
innovation product.

Market Size: $50B+
(Recession Resistant).

Avg Spend: $1,016 per
child/year.

Value Retail
Growth: 10% CAGR.

® Academy Sports (ASO)
Strip mall, price-focused

Experience & Strategic Value

Value Retail

Low (B _
Commodity/Low Price Point & Positioning Premium/High

>
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Redefining the Box: The ‘House of Sport’ Revolution

Superior Unit Economics of Experiential Retail

House of Sport (100k+ sq ft)

Legacy Box
(50K sq ft)

S

Annual Sales: $12M Annual Sales: ~$35M

EBITDA Margin Standard ~20% (Driven by Service Revenue)

Cash-on-Cash ROI Good ~25% (Payback < 4 Years)

Dwell Time Transactional Destination (Climbing walls, Batting cages)
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Vertical Integration as a Margin Fortress

Controlling the lifecycle from factory to floor insulates DKS from promotional pressure.

Total Sales
$13.4B

Vertical Brands
($1.7B Sales)

Vertical Brand Portfolio
VRST (Men's Premium)
Competes with Lululemon.

(Women's Performance)
CA L I A High loyalty.

DSG vaimeaner

Gross Margin Advantage

+700 - 900 basis
points advantage.



GameChanger: A SaaS Valuation Hidden Inside a Retailer

The Unpriced Asset.

Valuation Arbitrage
9 Million
Unique Current Valuation Method:
Active Users Retail Multiple (~1x Revenue)
Crowth: SaaS Valuation Method:
+49% Yo Tech Multiple (8-10x Revenue)

Implied Intrinsic Value:
~$1.5 Billion

$150M+ o
Revenue Target
(FY25)

Predictive Synergies: Knowing the
customer’s equipment needs before
they enter the store.
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The Pivot: Strategic Necessity or Empire Building?
Analyzing the Foot Locker Acquisition ($2.4B).

The Bull Case / Management View The Bear Case / Analyst View
 Creates $300B Global » No precedence of value creation
Addressable Market. in Softline Retail M&A.
e Access to Sneaker Culture * Inheriting 2,400 mall-based stores

(European Strength). In secular decline.
< G  Purchase Price Premium: 66%.

h | — e —
! —— k @

The Key Question: Why buy a distressed asset when the organic
‘House of Sport’ strategy was already winning?
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The Anchor Effect: Immediate Financial Degradation
Q3 2025 Impact Analysis.

8.9%

. A\ Risk Alert

Inventory Surge:
+51% YoY to $5.6B.

\

=095 ! Net Income Collapse:
-67% to $75M in first full
s . post-merger quarter.
T
@

Core DKS ¥ Merger 4 Lower FL  { Inventory  Consolidated
Margin Costs Margin Profile Handling GAAP Margin
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The Integration Plan: “Cleaning Out the Garage”

The true cost of transformation.

Today Late 2026 Late 2027
| | > | >
Phase 1: Stabilization & Restructuring Phase 2: Projected Optimization
| > >
$500M - $750M Pre-tax Charges. Synergy Target: $100-$125M

(Procurement only).
Dilutive to GAAP EPS for 18-24 months.

Forensic Note

Analysis: The restructuring charges effectively add 20-30% to the purchase price. No revenue
synergies are currently modeled in guidance.

Yo o
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Forensic Editorial

Financial Performance: Top-Line Growth
Masking Bottom-Line Pressure

A Tale of Two P&Ls.

Metric FY24 (Pre-Merger) Post-Merger Run Rate
Revenue $13.44B Surging to ~$16B+ (Acquisitive). 1‘
ROIC 15.3% Compressing to ~10.2%. 3
Cash Flow Aligned with Net Income Diverging (Working Capital Drag).

Balance Sheet Impact: Cash reserves nearly halved ($1.46B -> $821M).
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Forensic Editorial

Winning the War, But Changing the Battlefield

Competitive Landscape Shift.

Vs. The Old Rival Vs. The Digital Giant ~ Vs. The New Rival

Academy Sports (ASO)  Amazon JD Sports
DKS +5.7% Comps The Experiential Moat. Sneaker Culture War.
vs. ASO -0.9%.

HitTrax and TrackMan Post-acquisition, DKS
Premium positioning is simulators create a enters a direct war with
beating Value “Try-Before-You-Buy” JD for allocation. JD is
positioning. barrier. stronger in Premium

Fashion.

& NotebooklLM



Forensic Editorial

Capital Allocation: The Tension Between
Growth and Repair

Conflicting Priorities for Cash Flow.

House of Sport

Capex
($1.2B Gross Capex)

Dividends
($4.85 annualized)

Operating
Cash Flow

Foot Locker
Restructuring
& Losses
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e )' Share Buybacks
(Moderating) :

The Risk: Will
DKS have to cut
high-ROI House
of Sport
openings to fund
the Foot Locker

turnaround?
Buybacks have
slowed to
preserve cash.

-
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Forensic Editorial

Valuation: Priced tor Perfection in an Imperfect Merger

Relative Valuation Analysis (Forward P/E).

22.5X lIlSight

DKS is trading at a
premium that reflects the
Core business quality but
likely discounts the
Merger execution risk.

16.6x

9.3x

Current multiple leaves
little margin of safety for
DISCongEck RIEm Ity integration stumbles.

Academy Dick's Lululemon
(ASO) (DKS) (LULU)

Trading above
Syr Avg (12x)
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Forensic Editorial

Weighing the Risk/Reward: Three Paths Forward

Scenario Analysis & Price Targets.

Bear Case: $140

e FL revenue erodes (-2%),
Integration costs >$1B.
e Multiple contracts to 10-12x.

Base Case: $235 (Fair Value)

e Core grows 3-4%, FL stabilizes.
e Margins blend to 8-9%.

Bull Case: $320

e Synergies realized ($125M+),
GameChanger monetized.

e House of Sport accelerates.

e Multiple expands to 20x.

Current
Price
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Forensic Editorial

Final Verdict: A ‘Show Me’ Story for Late 2026

Great assets, questionable timing. Wait for the dust to settle.

Catalysts for Re-Rating
to BUY

Margin Stabilization: Evidence
that FL has bottomed (reversing
1,500 bps contraction).

Inventory Health: Normalization
of $5.6B pile without destroying
gross margins.

D Capex Discipline: Continued
House of Sport rollout without
delays.

Rating: HOLD. The Core is a fortress; the Consolidated entity is a construction site.
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