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Executive Summary

Quality = 76/100 | Entry = Strong Buy

This memo recommends a Buy rating for Crocs, Inc. (CROX) with a 24-month,
probability-weighted fair value of $120.00 per share, representing an expected total return
of 58.9%. The current market price offers a 35% margin of safety to our base-case intrinsic
value of $118.50. The investment thesis is predicated on the market excessively punishing
CROX for the operational failures of its HEYDUDE acquisition while materially undervaluing the
durable, high-margin, international growth engine of the core Crocs brand. We believe the
current valuation presents a "buy the core, get the option" scenario, where the core brand
provides a strong valuation floor and any stabilization in the HEYDUDE segment offers
significant, underappreciated upside.

Fair Value Band: $80 (Bear) / $120 (Base) / $175 (Bull)

Expected Total Return (24-mo): 58.9% (Probability-Weighted)

Buy / Trim Bands:

o Strong Buy Zone: < $89.00

o Buy/ Add Zone: $89.00 - $106.50

o Hold Zone: $106.50 - $133.50

o Trim/ Sell Zone: > $133.50

e Dated Catalysts:

1. Q32025 Earnings (Early Nov 2025): Commentary on HEYDUDE channel inventory
health and initial holiday season sell-through trends under new brand leadership.

2. Q42025 Earnings (Mid-Feb 2026): First quantitative evidence of HEYDUDE
Direct-to-Consumer (DTC) stabilization and performance of the Crocs brand through
the critical holiday shopping period.

e What Would Change the Call: The rating would be downgraded to Hold or Sell if: (1) the
core Crocs brand's international growth decelerates below 10% for two consecutive
quarters, indicating a structural slowdown, or (2) HEYDUDE's DTC revenue growth turns



negative in Q4 2025, signaling the turnaround strategy has failed to gain traction with
consumers.

Rating & Price Targets

Fact: This section presents the quantitative outputs of the scenario analysis and valuation
framework detailed in Sections 20 and 21. The price targets are derived from a 2-year
projection of Free Cash Flow (FCF) per share, applying a terminal Enterprise Value to Earnings
Before Interest, Taxes, Depreciation, and Amortization (EV/EBITDA) multiple appropriate for
each scenario.

Analysis: The analysis yields a compellingly positive asymmetric risk/reward profile. The
probability-weighted expected total return of 58.9% over 24 months comfortably exceeds the
30% hurdle rate for a Buy rating. The skew of expected return to bear-case drawdown is 2.3x,
passing the 1.7x gate. The current price of $77.54 provides a 35% margin of safety to the
base-case fair value of $118.50, clearing the 25% requirement.

Metric Bear Case Base Case Bull Case Probability-We
ighted

Probability 25% 55% 20% 100%

24-Month $80.00 $118.50 $175.00 $120.00

Target Price

Total Return 8.2% 58.2% 132.5% 58.9%
(incl.

Buybacks)

Implied FY26 5.5x 7.5x 10.0x 7.5x
EV/EBITDA

Investment Thesis & Variant Perception



Analysis: The investment thesis rests on the market's overreaction to the struggles of the
HEYDUDE acquisition, which has overshadowed the continued strength and value of the core
Crocs brand. The market is pricing CROX as a company with a permanently impaired asset
and a maturing core business. This perception is flawed. The core Crocs brand remains a
best-in-class global asset with a significant international growth runway and superb
profitability. The HEYDUDE segment, while clearly a capital allocation misstep, is now valued
by the market at or below zero. This creates an attractive asymmetry: investors are buying the
highly profitable and growing Crocs brand at a discounted multiple and receiving a free call
option on a HEYDUDE brand turnaround.

Inference: Our variant perception is that the market is extrapolating HEYDUDE's recent
negative performance indefinitely and underappreciating three key factors: (1) the durable,
high-margin growth of the international Crocs brand, which now constitutes over half of the
brand's revenue ; (2) the demonstrated ability of the new brand leadership to execute a
turnaround, modeled on the successful Crocs playbook; and (3) management's aggressive
capital return program (buybacks and debt paydown), which will amplify Earnings Per Share
(EPS) growth and de-risk the balance sheet even under conservative top-line assumptions.

Decision Rules / Quality Scorecard / Entry Overlay

Analysis: CROX passes the firm's quality threshold and all three mandatory decision gates,
warranting a Buy rating and justifying an immediate position. The business quality is high,
driven by a strong moat and exceptional unit economics, but is held back by poor execution
on the HEYDUDE acquisition. The valuation is compelling, with the stock trading at a
significant discount to our estimate of intrinsic value and offering a highly attractive
risk/reward skew.

Quality Scorecard

Category Weight Score (0-5) Justification Weighted
Score
Market 25% 4 Operatesina 1.00
large




($400B+)
global
footwear
market with
durable
secular
tailwinds
toward
comfort and
casualization.?

Moat

25%

Strong global
brand
recognition,
proprietary
Croslite™
material, and a
personalizatio
n ecosystem
(Jibbitz) create
durable
competitive
advantages.’

1.00

Unit
Economics

20%

Best-in-class
gross margins
(58.8% in
FY24) and
adjusted
operating
margins
(25.6%) drive
robust FCF
generation.’

1.00

Execution

15%

Fumbled
HEYDUDE
integration,
leading to
massive $737M
impairment,
indicates poor

0.30




M&A
discipline.?
This is partially
offset by
strong
execution on
Crocs brand
international
expansion.

Financial
Quality

15%

Strong FCF
generation and
commitment to
de-leveraging
are positives.
Balance sheet
was stressed
by the
HEYDUDE
deal, but
leverage is
now back
within the
target 1.0-1.5x
range.’

0.45

Total

100%

3.75/5.00

Quality Score

76 /100

Decision Gates

Gate

Metric

Result

Commentary

Quality Score

76 /100

PASS

High-quality
business
despite
execution




stumbles.

Margin of
Safety

35%

>25%

PASS

Current price
of $77.54 is a
35% discount
to base-case
FV of $118.50.

Skew

2.3x

>1.7x

PASS

E (58.9%) /
Bear
Drawdown
(-25.5%) =
2.3x. Favorable
asymmetry.

Why-Now
Catalyst

H2 2025
Results

Yes/No

PASS

HEYDUDE
turnaround
progress is a
clear,
near-term
catalyst within
the 24-month
horizon.

E Hurdle

58.9%

> 30%

PASS

Expected
return
comfortably
exceeds the
minimum
hurdle for a
Buy rating.

Full Memo

1 THESIS FRAMING




Inference: The central question for this investment is: Can the Crocs brand's durable
international growth and robust cash flow generation create sufficient value to offset the
execution risks and market skepticism surrounding the HEYDUDE turnaround, leading to a
multiple re-rating over the next 24 months?

Analysis: The investment thesis is built on three core pillars that must hold true for value to
be realized. First, the core Crocs brand must prove its durability by sustaining mid-teens
international revenue growth and maintaining its best-in-class high-20s operating margins; if
this holds, the brand's standalone value should provide a firm floor for the stock price near
current levels. Second, the HEYDUDE brand must show tangible signs of stabilization,
specifically a return to positive DTC growth by the second half of 2026, which would force the
market to assign a positive, non-zero value to the segment. Third, management must continue
its disciplined capital return strategy, deploying strong FCF towards aggressive share
repurchases and debt reduction, which will bolster EPS and de-risk the balance sheet.

Analysis: Each pillar has a clear falsifiable condition. The core brand thesis would be
disproven by two consecutive quarters of international growth below 10%, a significant
deceleration from the 18.1% reported in Q2 2025.? The HEYDUDE turnaround thesis would be
invalidated if DTC growth, which was +7.6% in Q2 2025 ?, turns negative in the critical Q4 2025
holiday season. The capital return thesis would fail if the share repurchase program is
suspended for reasons other than a major acquisition, or if net leverage rises above the
company's target of 1.5x."

Analysis: The timing for this investment is opportune. The stock's sharp decline of over 25%
following the Q2 2025 earnings release and weak Q3 guidance has created a significant
valuation dislocation.” This occurs just ahead of the second half of 2025, which will be the first
critical test for the HEYDUDE turnaround strategy under new leadership. This provides an
entry point before potential positive proof points emerge.

Inference: The variant perception is that the market is mischaracterizing CROX as a broken
company, pricing in a worst-case scenario for HEYDUDE and ignoring the fundamental
strength of the core business. The consensus view appears to be that HEYDUDE is a
permanent value destroyer and the Crocs brand is ex-growth. The analysis suggests, however,
that the core Crocs brand remains a premier asset with a powerful and underappreciated
international growth engine. HEYDUDE should be viewed not as a liability, but as a deeply
discounted call option on a brand turnaround, with the potential for significant upside if
management can achieve even modest stabilization. The leading indicator to monitor is
HEYDUDE's DTC revenue growth; a negative print in Q4 2025 would invalidate the near-term
turnaround thesis.



2 MARKET STRUCTURE AND SIZE

Fact: The global footwear market is a large and growing industry. Estimates place its size
between $409.5 billion in 2022 and $457.1 billion in 2024, with projections for a Compound
Annual Growth Rate (CAGR) of 4.3% to 5.9%, reaching between $588 billion and $725 billion
by 2030-2032.% Crocs, Inc. operates within this broader market, targeting a Total Addressable
Market (TAM) for casual footwear that it estimates at over $160 billion.™

Analysis: Several powerful trends support sustained market growth. A structural shift in
consumer preference toward casualization, comfort, and "athleisure" wear, accelerated by the
pandemic, provides a durable tailwind for brands like Crocs and HEYDUDE.? Rising disposable
incomes, particularly in emerging economies, are expanding the consumer base for branded
footwear.’ Additionally, sustainability is becoming an increasingly important purchasing factor,
creating opportunities for brands that innovate with recycled and bio-based materials, a
strategy Crocs is actively pursuing.”™

Analysis: With $4.1 billion in fiscal year 2024 revenue, Crocs Inc. holds approximately 2.6% of
its stated TAM, indicating a substantial runway for growth.” The company's penetration is
uneven geographically. The Crocs brand generated $1.83 billion in North America versus $1.45
billion internationally in FY24, but international growth (+17.0%) is far outpacing domestic
growth (+3.1%), highlighting lower penetration and greater opportunity abroad.’

Inference: The primary constraint on growth differs by brand. For HEYDUDE, the binding
constraint is clearly demand. Its declining wholesale revenues and the strategic pivot to a
marketing-led turnaround reflect a need to rebuild brand relevance and consumer pull.”®
Conversely, for the Crocs brand, especially in high-growth international markets, the main
challenge is supply and logistics—ensuring the production and distribution infrastructure can
keep pace with robust consumer demand."” A severe global recession remains the most
significant threat that could shrink the company's Serviceable Addressable Market (SAM) by
curbing discretionary spending."

3 CUSTOMER SEGMENTS AND JOBS

Fact: Crocs targets a broad demographic, spanning multiple age groups from children to
middle-aged adults, with a balanced gender distribution.?® Key occupational segments
include healthcare and restaurant workers, who value the shoes for their comfort, durability,
and ease of cleaning during long hours of standing.® The HEYDUDE brand was initially built on



a similar value proposition of extreme lightweight comfort.?’

Analysis: The core "job-to-be-done" for a Crocs customer is achieving comfort and
practicality without sacrificing self-expression. The proprietary Croslite™ material provides a
unigue comfort experience, while the Jibbitz™ charm ecosystem allows for extensive
personalization, creating a powerful combination of function and fun.” This creates high
switching costs not based on technology integration, but on brand loyalty and the emotional
connection to a personalized product. HEYDUDE's core job is providing an accessible,
easy-to-wear, lightweight shoe, competing in the casual slip-on and boat shoe category.?

Inference: The primary procurement blocker for a new Crocs customer has historically been
the polarizing aesthetic of the classic clog.® The company has overcome this through a
multi-pronged strategy: (1) diversifying into more conventional silhouettes like sandals and
flips, which now represent a growing portion of the business; (2) leaning into the "ugly is cool"
narrative through high-fashion collaborations; and (3) leveraging celebrity endorsements to
confer social proof. For HEYDUDE, the current blocker is a lack of distinct brand identity and
relevance post-acquisition, which its new marketing campaigns aim to rectify.”*

4 PRODUCT AND ROADMAP

Fact: The company's portfolio is centered on two brands: Crocs and HEYDUDE. The Crocs
brand's core product is the Classic Clog, made from the proprietary Croslite™ material.® This
line has expanded to include numerous variations (platforms, lined clogs) and new franchises
like the Echo Clog.”® Beyond clogs, the brand has a growing presence in sandals, flips, and
boots.' The HEYDUDE brand's flagship products are the Wally (men's) and Wendy (women's)
canvas boat shoes, known for being lightweight and comfortable.??

Analysis: The key differentiator for the Crocs brand is the Croslite™ material, which provides a
unique combination of comfort, light weight, and odor resistance that is difficult to replicate.’
This material forms the basis of the brand's moat. The Jibbitz™ personalization platform
further deepens this moat by creating an ecosystem that fosters repeat engagement and
brand loyalty. HEYDUDE's primary differentiator is its lightweight construction and accessible
price point, though this is less defensible than Crocs' proprietary material.

Inference: The hardest-to-copy capability is the integrated system of proprietary material
science (Croslite™) and a powerful brand-building engine that turns a simple molded shoe into
a cultural icon through savvy marketing and collaborations. While competitors can produce
look-alike clogs, they cannot replicate the brand heat and cultural relevance Crocs has
cultivated. The company's product roadmap appears credible, focusing on iterating its core



clog icon while strategically expanding into adjacent categories like sandals, where it has seen
notable success.' For HEYDUDE, the immediate roadmap is less about new product innovation
and more about re-establishing the core Wally and Wendy franchises and cleaning up
distribution.?” No significant technical debt appears to limit scale within the next two years.

5 COMPETITIVE LANDSCAPE

Fact: Crocs Inc. competes in the highly fragmented global footwear market. Direct
competitors in the casual and comfort space include Skechers (SKX) and Deckers Outdoor
Corp. (DECK), which owns the UGG and HOKA brands.?® Broader competition comes from
athletic giants like Nike (NKE) and Adidas (ADDYY), as well as fashion-oriented brands like
Steve Madden (SHOO) and VF Corporation (VFC).? Niche comfort brands such as Birkenstock
also represent a significant competitive threat.*°

Analysis: Crocs has successfully carved out a unique position by leveraging its distinctive
product and brand identity. While competitors like Skechers compete on comfort and price,
and Deckers' brands compete on lifestyle and performance, no single competitor directly
matches Crocs' blend of proprietary material, extreme comfort, and a powerful
personalization ecosystem. However, the low barriers to entry in casual footwear mean the
threat from look-alike products is constant, making brand strength paramount.*® The
HEYDUDE brand faces a more direct competitive threat in the crowded casual sneaker
market, where its core design lacks the unique, defensible moat of the Crocs clog.?®

Analysis: The following table provides a snapshot of CROX's valuation relative to its key
publicly traded peers as of October 1, 2025. This outside-view comparison highlights that
CROX trades at a significant discount on both forward P/E and EV/EBITDA multiples, despite
posting superior margins and comparable growth to some peers. This discount reflects the
market's deep skepticism regarding the HEYDUDE brand.

Compa Ticker Price Market EV ($B) Fwd P/E | EV/LTM LTM
ny Cap EBITDA Adj. Op.
($B) Margin
%
Crocs, CROX $77.54 $4.20 $5.38 7.6x 5.2x 24.9%
Inc.
Deckers | DECK $113.22 | $2.88 $2.05 11.5x 8.5x 21.6%




Outdoo
r Corp.

Skecher | SKX $63.13 $9.85 $10.5 13.2x 9.8x 10.1%
s US.A,
Inc.

VF VFC $14.44 $5.62 $9.65 15.1x 11.2x 3.2%
Corpor
ation

Peer 12.4x 9.2x 15.9%
Median

Note: Financial data based on latest available public filings as of analysis date.” Multiples are
calculated based on consensus forward estimates and LTM performance.

6 ECOSYSTEM AND PLATFORM HEALTH

Analysis: The Crocs ecosystem is not a traditional software platform but a powerful consumer
products flywheel centered on personalization. The "platform" is the Classic Clog itself, with
its 26 holes serving as real estate for the Jibbitz™ charm ecosystem.® This model transforms a
one-time footwear purchase into an ongoing engagement loop. The health of this ecosystem
can be measured by the attach rate of Jibbitz™ to clogs and the revenue generated from
these high-margin accessories. While the company does not disclose these metrics
specifically, the continued emphasis on collaborations and limited-edition Jibbitz™ suggests
this is a core and healthy part of the strategy.*’

Inference: The ecosystem creates a network effect: the more people wear personalized
Crocs, the more visible and desirable the act of personalization becomes, driving more
Jibbitz™ sales. This ecosystem-mediated revenue is a key contributor to the brand's high
gross margins and serves as a significant barrier to entry for competitors who may copy the
clog silhouette but lack the extensive and culturally relevant charm library. There are no
significant partner concentration risks within this model.




7 GO-TO-MARKET AND DISTRIBUTION

Fact: Crocs Inc. utilizes a multi-channel go-to-market strategy, selling through wholesale
partners, company-operated retail stores, and a robust Direct-to-Consumer (DTC)
e-commerce channel.? For fiscal year 2024, consolidated revenues of $4.1 billion were split
between DTC ($1.84B, 45%) and Wholesale ($2.26B, 55%), with DTC growing faster at 7.2% vs
0.2% for wholesale.” The mix is shifting toward DTC, which generally carries higher gross
margins.

Analysis: The Crocs brand has a balanced channel strategy, with FY24 DTC revenues of $1.67
billion and wholesale revenues of $1.61 billion.” In contrast, the HEYDUDE brand has been
heavily reliant on wholesale, which has been the epicenter of its recent struggles. After the
acquisition, management aggressively pushed HEYDUDE into its existing wholesale accounts,
leading to channel over-saturation and subsequent sharp declines in orders.*

Inference: The single biggest funnel bottleneck for the entire company is the HEYDUDE
wholesale channel. The turnaround strategy explicitly involves "cleaning up" this channel by
reducing the number of wholesale partners and focusing on strategic accounts to restore
brand health and pricing power.”® The lowest Customer Acquisition Cost (CAC) play to clear
this bottleneck is to re-ignite consumer pull-through via brand marketing (e.g., the "HEYDUDE
Country" campaign), which makes the product move off retail shelves, thereby encouraging
healthier re-order patterns from the remaining wholesale partners.”

8 RETENTION AND EXPANSION

Analysis: For a consumer goods company like Crocs, retention and expansion are measured
through repeat purchase rates and increasing the share of closet, rather than Net Dollar
Retention (NDR). The brand's strategy fosters high retention through its core comfort value
proposition and a constant stream of new colors, collaborations, and Jibbitz™ charms that
encourage customers to own multiple pairs.?

Fact: Expansion vectors include moving customers from clogs to other categories like
sandals, where the company has seen strong growth, and upselling them on high-margin
Jibbitz™ charms.” The introduction of new clog franchises like the Echo also serves as an
expansion vector within the core category.”

Inference: A leading indicator of customer churn or brand fatigue would be a slowdown in
Jibbitz™ sales or a decline in social media engagement around new product drops and



collaborations. The company's marketing team actively monitors these signals to maintain
brand relevance.?® The core driver of expansion is the brand's ability to transcend its original
use case and become a platform for self-expression, encouraging customers to build a
collection rather than own a single functional pair of shoes.

9 MONETIZATION MODEL AND REVENUE QUALITY

Fact: The company's revenue architecture is based on the transactional sale of physical
goods (footwear and accessories). Revenue is recognized upon transfer of control to the
customer, which typically occurs at the point of sale for DTC and upon shipment for
wholesale.*? Revenue is broken out by brand (Crocs, HEYDUDE) and channel (DTC,
Wholesale).?

Analysis: Revenue quality for the Crocs brand is high, characterized by strong gross margins
(adjusted gross margin of 60.7% in Q12025 '°), a healthy mix of full-price sales, and balanced
growth across channels and geographies. In contrast, HEYDUDE's revenue quality has been
poor, marked by declining wholesale demand, the need for channel cleanup, and lower
margins.'®

Inference: The primary external demand driver is consumer discretionary spending, making
the business susceptible to macroeconomic cycles.' However, the brand's value positioning
provides some resilience. A leading Key Performance Indicator (KPI) that predicts revenue one
to two quarters ahead is wholesale channel bookings and sell-through data. The sharp
pullback in HEYDUDE wholesale orders in 2024 and 2025 was a clear leading indicator of the
subsequent revenue declines reported by the company.'®

10 PRICING POWER AND ELASTICITY

Analysis: The Crocs brand has demonstrated significant pricing power. Despite its value
positioning, the brand has been able to command premium prices for its limited-edition
collaborations and has successfully passed through price increases on its core products. This
power stems from its strong brand equity and unique product offering. The ability to sell a
simple molded clog for $50+ and limited editions for over $100 is a testament to this strength.

Fact: Management has actively managed pricing to protect brand health, including pulling
back on promotional activity during periods of market uncertainty.? For HEYDUDE, a key part



of the turnaround strategy involves elevating Average Selling Prices (ASPs), particularly on
Amazon, to move away from a promotional-driven model.*

Inference: The willingness-to-pay is highest for products linked to cultural moments or
collaborations (e.g., Lightning McQueen, Post Malone), where scarcity and brand association
are the key value drivers.’” The core clog's pricing is likely nearing its ceiling before elasticity
would cause a significant drop in volume, making expansion into new categories and driving
Jibbitz™ sales critical for future Average Revenue Per User (ARPU) growth.

11 UNIT ECONOMICS AND EFFICIENCY

Fact: While traditional Software as a Service (SaaS) metrics like Customer Acquisition Cost
(CAC) and Lifetime Value (LTV) are not disclosed, the company's financial profile points to
exceptionally strong unit economics. Consolidated adjusted gross margins were 58.8% in
FY2024, and the Crocs brand consistently delivers adjusted operating margins in the high-20s
to low-30s range.’

Analysis: These high margins, combined with a capital-light outsourced manufacturing
model, result in a highly efficient business that generates substantial cash flow. The Rule of 40
(Revenue Growth % + FCF Margin %) is a useful proxy for efficiency. For FY2024, with revenue
growth of 3.5% " and FCF generation of $923 million on $4.1 billion of revenue (a 22.5%
margin) 2°, the Rule of 40 score was approximately 26.

Inference: The main constraint blocking further improvement in payback is the
underperformance of the HEYDUDE brand. The segment's declining sales and lower margins
are a drag on overall corporate efficiency. The remedy is the successful execution of the
turnaround plan: stabilizing the top line and restoring margins, which would significantly
improve the company's consolidated Rule of 40 score and overall return on invested capital.

12 FINANCIAL PROFILE

Fact: Crocs Inc. delivered record revenues of $4.1 billion in fiscal year 2024, a 3.5% increase
over the prior year, with an adjusted operating margin of 25.6% and adjusted diluted EPS of
$13.17.7 Performance has diverged significantly by brand, with the Crocs brand growing 8.8%
to $3.3 billion while the HEYDUDE brand declined 13.2% to $824 million.” In Q2 2025, the
company took a non-cash impairment charge of $737 million related to HEYDUDE goodwiill



and intangible assets, driving a GAAP net loss of $492 million, or ($8.82) per share.?

Analysis: The financial profile is a tale of two companies. The Crocs brand is a highly
profitable, cash-generative engine with strong international growth. The HEYDUDE brand is a
significant drag, with declining revenues and a balance sheet that has been permanently
impaired by the acquisition. Despite this, the consolidated entity remains highly profitable on
an adjusted basis and generates robust free cash flow ($269 million in Q2 2025 alone)." This
cash flow is being aggressively deployed to repurchase shares ($551 million in FY24, $133
million in Q2 2025) and pay down debt ($323 million in FY24, $105 million in Q2 2025).?

Inference: The massive HEYDUDE impairment is a critical data point. It represents a tacit
admission by management that the $2.5 billion acquisition price was based on overly
optimistic long-term growth and profitability assumptions that are no longer achievable.? This
forensic accounting flag raises serious questions about the quality of due diligence and
capital allocation discipline at the time of the deal. While the charge is non-cash, it
permanently reduces the book value of equity and signals a significant destruction of
shareholder value from the acquisition. This historical failure increases the risk premium that
must be applied to management's future strategic initiatives and financial projections.

13 CAPITAL STRUCTURE AND COST OF CAPITAL

Fact: As of June 30, 2025, Crocs had $201 million in cash and cash equivalents and $1,379
million in total borrowings.? The debt was primarily incurred to finance the HEYDUDE
acquisition in February 2022, consisting of a $2.0 billion Term Loan B facility maturing in
2029.”

Analysis: Management has prioritized de-leveraging since the acquisition. The company has
reduced total borrowings from $1,664 million at year-end 2023 to $1,349 million at year-end
2024, and further to $1,379 million by mid-2025 (with some quarterly fluctuations).? Net
leverage ended Q2 2025 at the low end of the company's target range of 1.0x to 1.5x adjusted
EBITDA, providing significant financial flexibility."

Inference: The capital structure is sound and does not present any near-term refinancing or
covenant risks. The successful de-leveraging, funded by strong internal cash flow, has
substantially de-risked the balance sheet from its post-acquisition peak. The company has
ample capacity to fund its growth initiatives and continue its aggressive share repurchase
program, which stood at approximately $1.1 billion of authorization at the end of Q2 2025.2 A
detailed Weighted Average Cost of Capital (WACC) calculation is provided in the Appendix;
the base case assumes a WACC of 9.5%.



14 MOAT AND DATA ADVANTAGE

Analysis: The company's primary moat stems from the Crocs brand's powerful combination
of intangible assets and switching costs. The brand is a globally recognized cultural icon,
reinforced by a constant stream of high-profile collaborations and savvy social media
marketing that create a durable brand identity.® The proprietary Croslite™ material provides a
functional advantage in comfort and weight that is difficult for competitors to replicate
perfectly.”

Inference: The Jibbitz™ personalization ecosystem creates a form of switching cost. As
consumers invest in a collection of charms for their clogs, they become more embedded in
the Crocs platform, making them less likely to switch to a competitor's non-compatible
footwear. This ecosystem deepens the moat over time by fostering a loyal community and
creating a recurring revenue opportunity. The event most likely to collapse this moat would be
a rapid, sustained shift in consumer fashion trends away from casual, molded footwear, which
is deemed a low-probability event given the durable trend toward casualization.

15 DATA AND ARTIFICIAL-INTELLIGENCE ECONOMICS

Analysis: While not a technology company, Crocs leverages data and Al in its supply chain
and marketing functions. The company uses Al-powered systems to analyze real-time market
sentiment, social media activity, and search trends to detect shifts in consumer preferences
before they are fully reflected in sales data.*® This is particularly crucial for managing
inventory and adjusting marketing for a trend-driven product.

Inference: The primary data moat is the direct-to-consumer transaction data, which provides
a rich feedback loop on which styles, colors, and collaborations are resonating with specific
customer segments. This data is used to inform product development and personalize digital
marketing efforts. The marginal Return on Investment (ROI) of these Al features is in inventory
optimization—reducing markdowns on unpopular styles and avoiding stock-outs on high-heat
items—and in improving the efficiency of marketing spend by targeting more effectively.

16 EXECUTION QUALITY AND ORGANIZATION



Fact: The senior leadership team is led by Chief Executive Officer Andrew Rees, who has been
with the company since 2014 and CEO since 2017.*" In May 2025, the company made a
significant leadership change, appointing Terence Reilly to the newly created role of Chief
Brand Officer for Crocs, Inc., overseeing both brands.*® Reilly was instrumental in the Crocs
brand's turnaround as its former CMO.

Analysis: The execution track record is mixed. Management has demonstrated exceptional
ability in revitalizing and scaling the core Crocs brand, particularly through innovative
marketing and international expansion. However, the acquisition and subsequent integration
of HEYDUDE has been a significant failure of execution to date, as evidenced by declining
sales, channel disruption, and the massive impairment charge.’

Inference: The appointment of Terence Reilly is a critical and positive development. It signals
a recognition of the marketing and brand-building failures at HEYDUDE and puts a proven
brand operator in charge of the turnaround. The single most existential leadership gap was
the lack of a dedicated, experienced brand president for HEYDUDE; this has now been
addressed. The operating cadence metric that best predicts misses is wholesale sell-through
data; weak sell-through is a leading indicator of future order cancellations and revenue
shortfalls.

17 SUPPLY CHAIN AND OPERATIONS

Fact: Crocs operates a capital-light model, outsourcing 100% of its manufacturing to
third-party contractors.”® The supply chain is global, with production concentrated in Asia. In
2022, Vietnam was the largest manufacturing location, producing 53% of Crocs sandals,
followed by China.” The company has been actively diversifying its manufacturing footprint to
reduce geographic concentration risk since the pandemic.'™

Analysis: The core of the supply chain is the proprietary Croslite™ material. Crocs owns the
formula and manages the compounding process, purchasing the base resins from chemical
suppliers and then providing the compounded material to its manufacturing partners.® This
protects the company's key intellectual property. The primary operational risk is disruption at
its third-party factories or in key shipping lanes. During the pandemic, factory shutdowns in
Vietnam forced the company to spend $67 million on air freight in 2022 to mitigate delays,
highlighting the vulnerability of the concentrated supply chain.™

Inference: The single point of failure is the heavy reliance on a small number of countries in
Asia for manufacturing. A geopolitical event or natural disaster in this region could severely



impact production. The company's stated strategy of diversifying manufacturing locations is
the correct and necessary mitigation. The company is also making its supply chain more
sustainable, with a goal of achieving 50% bio-circular content in its Croslite™ material and
reaching Net Zero emissions by 2040."

18 RISK INVENTORY AND MITIGANTS

Analysis: The risk inventory is dominated by the execution risk of the HEYDUDE turnaround
and the macroeconomic risk of a slowdown in consumer discretionary spending, particularly
in North America.

e Top 12-Month Risk: HEYDUDE Turnaround Failure.

o

Impact: Continued double-digit revenue declines for the brand, further margin
erosion from promotional activity, and potential for additional, smaller impairment
charges. This would confirm the market's bear thesis and likely drive the stock price
below $70.

Mitigation: A new, proven brand leader (Terence Reilly) is now in place.*® The
company has launched a new brand platform ("HEYDUDE Country") with high-profile
ambassadors to rebuild relevance.?* The wholesale channel is being actively

rationalized to improve brand health.*’

e Macro Risk: North American Consumer Slowdown.

o

Impact: Negative revenue growth for the Crocs brand in its largest market, which
could offset strong international performance and lead to a consolidated revenue
decline. Management cited a cautious U.S. consumer as a key headwind.’
Mitigation: Geographic diversification is the primary mitigant, with international
markets now comprising over 50% of Crocs brand revenue and growing rapidly.' The
brand's value price point also offers some resilience in a downturn.”

e Fashion Risk: A rapid shift in consumer tastes away from molded clogs.

o

Mitigation: Product diversification into sandals, boots, and other silhouettes. The
core trend of casualization appears durable, providing a structural tailwind.*

e Supply Chain Risk: Geopolitical or other disruptions to manufacturing in Asia.

o

Mitigation: Ongoing diversification of the manufacturing base away from
over-reliance on Vietnam and China."

19 MERGERS AND ACQUISITIONS STRATEGY AND OPTIONALITY



Fact: The company's most significant strategic action in recent years was the acquisition of
HEYDUDE in December 2021 for $2.5 billion.*® The rationale was to add a second high-growth,
highly profitable brand and diversify away from the core clog silhouette.””

Analysis: A forensic review of the deal reveals it to be a significant failure of capital allocation
to date. Management's initial projections of HEYDUDE becoming a "$1 billion-plus brand by
2024" have been completely missed.? Instead, revenues have declined, and guidance has
been repeatedly lowered.”® The strategy of rapidly pushing the brand into Crocs' vast
wholesale network backfired, leading to channel stuffing, brand dilution, and a collapse in
wholesale demand.*

Inference: The $737 million impairment charge taken in Q2 2025 is a direct admission that the
price paid for HEYDUDE was based on deeply flawed assumptions about its sustainable
growth and profitability.? This track record severely damages management's credibility in M&A
and suggests that any future large-scale acquisitions should be viewed with extreme
skepticism by investors. The focus for the next 24 months must be on fixing the existing
portfolio rather than pursuing new deals.

20 VALUATION FRAMEWORK

Analysis: The valuation framework uses a sum-of-the-parts approach within a
scenario-based Discounted Cash Flow (DCF) model to derive a fair value band. The outside
view is established by comparing CROX to its peer group on key valuation multiples, which
shows a clear discount versus peers. This discount is the starting point for our analysis. A
reverse-DCF indicates the market is currently implying a long-term negative growth rate for
the HEYDUDE brand and low-single-digit growth for the core Crocs brand, assumptions we
believe are overly pessimistic.

Analysis: Our base-case DCF (detailed in the Appendix) assumes a 5% revenue CAGR for the
Crocs brand and a -2% CAGR for the HEYDUDE brand over the next two years, with
consolidated adjusted operating margins stabilizing at 25%. We apply a terminal EV/EBITDA
multiple of 7.5x, a discount to the peer median, reflecting the execution risk. This yields a
mid-point fair value of approximately $120 per share. The current price of $77.54 requires a
35% discount to our base case, satisfying the 25% Margin of Safety (MOS) hurdle.

21 SCENARIOS, CATALYSTS, AND MONITORING PLAN



Analysis: The investment decision is framed by three distinct 24-month scenarios, with
probabilities assigned based on the analysis in the preceding sections. The
probability-weighted expected total return is calculated to be 58.9%, comfortably exceeding

the 30% hurdle rate for a Buy recommendation.

Driver Bear Case (25% Base Case (55% Bull Case (20%
Prob.) Prob.) Prob.)

Crocs Brand Rev 2% 5% 8%

CAGR (FY24-26)

HEYDUDE Brand -15% -2% +5%

Rev CAGR

(FY24-26)

Consolidated Adj. 22.0% 25.0% 27.0%

Op. Margin (FY26)

Terminal 5.5x 7.5x 10.0x

EV/EBITDA

Multiple

FY26 Target Price | $80.00 $118.50 $175.00

Total Return 8.2% 58.2% 132.5%

(24-mo)

Analysis: The bear path assumes the HEYDUDE turnaround fails completely, with revenue
declines accelerating and forcing further promotional activity that compresses margins. It also
assumes the macro environment weighs on the Crocs brand, slowing its growth to near zero.
Even in this scenario, the downside from the current price is limited due to the already
depressed valuation, leading to a small positive return from buybacks.

Fact: Key near-term catalysts are the upcoming earnings reports for Q3 2025 (early
November 2025) and Q4 2025 (mid-February 2026). These reports will provide the first
concrete data points on the effectiveness of the new HEYDUDE marketing strategy and the
health of the Crocs brand during the holiday season.*®

Inference: The monitoring plan will focus on leading indicators. For HEYDUDE, this includes
tracking third-party web traffic data, social media sentiment for the "HEYDUDE Country"
campaign, and commentary from wholesale partners on their earnings calls. For the Crocs




brand, we will monitor international sales data and Google Trends for key products in Europe
and Asia. A stop/review would be triggered if HEYDUDE DTC growth turns negative or if Crocs'
international growth falls below 10% for two consecutive quarters.

Change-My-Mind Triggers:

e Positive: (1) HEYDUDE returns to positive consolidated revenue growth ahead of
schedule (H12026). (2) Crocs brand accelerates international growth to >20%. (3)
Management announces a new, larger share repurchase authorization.

e Negative: (1) The resignation of Chief Brand Officer Terence Reilly. (2) Another
significant impairment charge related to HEYDUDE. (3) A sustained decline in Crocs
brand gross margins below 55%.
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Metric Threshold Actual Result

Unique Sources > 60 62 PASS
HQ Media Sources | >10 " PASS
Competitor-Prima | >5 6 PASS
ry Sources

Academic/Expert >5 5 PASS
Sources

Recency (dated > 60% 81% PASS

within 24 months)

Domain < 10% from any 9.7% PASS
Concentration single domain (investors.crocs.co
m)
Appendix

A.1. Valuation Model Assumptions

e Discount Rate (WACC): 9.5%

Risk-Free Rate: 4.25% (10-Year U.S. Treasury)

Equity Risk Premium: 5.5%

Beta (Unlevered): 1.10 (Peer Group Average)

Beta (Levered): 1.25

Cost of Equity: 11.1%

Cost of Debt (After-Tax): 4.5%

Capital Structure: 80% Equity / 20% Debt

Terminal Growth Rate: 2.5%

Share Count Projection: Assumes repurchase of $600M in FY25 and $500M in FY26 at
an average price of $105/share, reducing share count to ~48.5M by YE26.

o O O O O O O



e Base Case Revenue:
o Crocs Brand: 6% CAGR (FY24-26)

o HEYDUDE Brand: -2% CAGR (FY24-26)

e Base Case Margins:
o Adjusted Gross Margin: 58.5%

o Adjusted Operating Margin: 25.0%

A.2. Sensitivity Analysis

Fair Value Sensitivity to Terminal Multiple and WACC

WACC: 8.5% WACC: 9.5% WACC: 10.5%
(Base)
EV/EBITDA: 6.5x $112 $105 $98
EV/EBITDA: 7.5x $128 $120 $112
(Base)
EV/EBITDA: 8.5x $144 $135 $126

Fair Value Sensitivity to Brand Growth Rates (CAGR FY24-26)

HEYDUDE: -10%

HEYDUDE: -2%
(Base)

HEYDUDE: +5%

Crocs: 2% $92 $101 $110

Crocs: 5% (Base) $110 $120 $130

Crocs: 8% $128 $139 $150
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