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FY15 results beat; raise TP to HK$12.40

FY15 results beat Net profit rose 8% YoY to Rmb4,764m, 6% and 4% above Bloomberg
consensus and our estimate, respectively, due to a better-than-expected EBIT margin (15.5%
vs our estimate of 15.2%), especially in its sportswear and apparel segment (7.1% vs our
estimate of 6.5%).

FY16 outlook. (1) 1Q16 SSS trend: Footwear SSSG so far is estimated at negative mid single-
digit (vs -4.2% in 4Q15). Due to a late CNY holiday in Feb, we believe the worst of SSS was
seen in Mar. Sportswear SSS maintained double-digit growth (vs 10.9% in 4Q15). (2)
Footwear EBIT margin trend: Due to continuing weak SSS and staff cost pressure, we expect
EBIT margin to fall below 22% in FY16 (vs 22.1% in FY15). (3) Store opening: Management
is cautious on opening footwear stores due to the continuing weak store traffic in department
stores. We estimate low single-digit growth in footwear stores, and expect mid single-digit store
growth for sportswear and apparel. (4) E-commerce: E-commerce losses were significantly
reduced in FY15. Management targets to breakeven in FY16. The company will not accelerate
its e-commerce business development before finding an appropriate O20 strategy.

Impact of import tariff cut Overall, management believes the impact of the import tariff cut
will be insignificant. For sportswear, most international brands' shoes are manufactured in
China and other Asian countries such as Vietham and Malaysia, which are currently exempt
from import tariffs. We do not expect much change in retail prices between international brands
and domestic brands due to the cut. For footwear, we believe the import tariff cut (from 22%-
24% to 12%) may lower procurement costs for international brands by a high single-digit. Given
the GM of international brands is high and that they may not fully pass procurement cost
savings onto consumers, we expect the percentage reduction in retail prices on the back of the
tariff cut to be less than the reduction in procurement costs.

Results highlights. (1) Footwear segment EBIT flat Footwear segment revenue rose 3%
YoY led by 7% store growth but partly offset by the 4% SSS decline. GM was stable at 68.5%
(vs 68.8% in FY14) due to stable costs for manufacturing and procurement as well as in
promotion. Despite a SSS decline during the period, EBIT margin dropped just 0.7pp to 22.1%,
reflecting the company’s flexible cost structure. (2) Sportswear and apparel segment EBIT
surged 71% The strong profit growth was fueled by 25% revenue growth (~11% SSSG and
9% store growth) and 2.2pp EBIT margin expansion to 7.1%. GM widened by 2.8pp to 42.6%
driven by less discounting, more subsidies from brand names and higher sales mix of new
collections. Thanks to rapid network expansion and improvements in operation efficiency,
Baroque achieved breakeven in China in 2014 for the first time since the establishment of the
JV in 2013, which was above management’s expectation. The segment’s EBIT proportion as a
percentage of the company’s EBIT rose to 19% (vs 12% in FY14).

Maintain Buy and raise TP to HK$12.40 We raise our FY16/17 net profit forecasts by 4%/3%
mainly to factor in a lower SG&A expenses ratio and higher sportswear SSSG assumptions.
Given our earnings upgrade and the re-rating potential due to expectations of southbound fund
flow (Belle is included in the Shanghai-HK Stock Connect scheme), we raise our TP from
HK$10.00 to HK$12.40, based on 16.3x FY16E P/E, which is in line with its average 1-yr
forward P/E (vs previous 13.8x FY16E P/E at -1 standard deviation). We see Belle as a quality
footwear retailer given its superior supply chain and flexible operating costs. Its overall earnings
visibility has improved driven by a better growth outlook in its sportswear segment on solid
demand and margin expansion.
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Valuation
Year-end Turnover Net profit EPS EPS YoY P/E Ex-net  Yield BPS P/B :{e]3
Feb (Rmb m) (Rmb m) (Rmb) (%) cash P/E (%) (Rmb) (%)
2014 36,794 4,402 0.52 1 16.4 14.6 2.3 3.1 2.7 18.1
2015 40,008 4,764 0.58 10 14.9 13.6 6.9 3.0 2.9 18.6
2016E 42,865 5,023 0.61 5 14.2 12.7 4.1 33 2.7 19.3
2017E 45,872 5,324 0.64 6 13.3 11.6 4.4 3.5 2.4 18.8
2018E 49,155 5,673 0.69 7 12.3 10.5 4.8 3.8 2.2 18.5

Source: Bloomberg

Sources: Company data, GF Securities (HK)
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Figure 1: Results review

Y/E Feb (Rmb m) FY15 FY14 % change 2H15 2H14 % change 1H15 1H14 % change
Revenue 40,008 36,794 9% 21,452 20,056 7% 18,556 16,739 11%
Cost of sales (16,998)  (15,682) 8% (8885  (8273) 7% (8113)  (7,410) 9%
Gross profit 23,010 21,112 9% 12,567 11,783 7% 10,443 9,329 12%
Otherincome 422 389 8% 217 180 20% 205 208 -1%
Other net gains/(losses) (22) (15) 41% (12) (9) 28% (10 (6) 61%
Selling and distribution expenses (13,920) (12,966) 7% (7,560) (7,210) 5% (6,360) (5,756) 10%
Administrative expenses (3,296) (2,854) 15% (1,747) (1,502) 16% (1,549) (1,352) 15%
Operating profit 6,194 5,665 9% 3,465 3,243 7% 2,729 2,423 13%
Finance income 465 395 18% 214 192 12% 251 203 24%
Finance costs (79) (33) 138% (53) (14) 266% (27) (19) 41%
Share of results of associates and a JV 22 5 304% 19 3 627% 3 3 4%
Profit before tax 6,601 6,032 9% 3,645 3,423 6% 2,957 2,610 13%
Tax expense (1,851)  (1,653) 12% (967) (956) 1% (884) (697) 27%
Profit after tax 4,751 4,379 8% 2,678 2,467 9% 2,073 1,913 8%
Non-controlling interests 13 23 -43% 8 4 84% 5 18 -73%
Net profit 4,764 4,402 8% 2,686 2,471 9% 2,078 1,931 8%
EPS (Rmb) 0.58 0.52 10% 0.33 0.29 13% 0.25 0.23 8%
DPS (Rmb) 0.59 0.20 195% 0.40 0.08 400%
Margin & Ratio (%)
Gross margin 57.5 57.4 0.1 58.6 58.8 (0.2) 56.3 55.7 0.5
Operating margin 15.5 15.4 0.1 16.2 16.2 (0.0) 14.7 14.5 0.2
SG&A expenses ratio 43.0 43.0 0.0 43.4 43.4 (0.0) 42.6 425 0.2
Rental expenses ratio 209 217 (0.8) 215 23.0 (1.4) 20.2 20.2 (0.2)
Staff expenses ratio 16.1 15.6 0.5 15.9 15.0 0.9 16.4 16.4 0.0
Net margin 119 12.0 (0.1) 12.5 123 0.2 11.2 115 (0.3)
Effective tax rate 28.0 27.4 0.6 26.5 27.9 (1.4) 29.9 26.7 32
Payout ratio 102.4 71.7 30.7 61.7 60.2 1.5
FY15 FY14 change 1H15 1H14 change
Inventory days 139 156 (17) 153 na na
A/Creceivables days 37 32 5 33 na na
A/C payable days 19 22 (3) 21 na na
FY15 FY14 change 1H15 1H14 change
Footwear stores 14,128 13,252 7% 13,491 na na
Sportswear & apparel stores 6,429 5,925 9% 6,055 na na
Net cash (Rmb m) 6,258 7,873 -21% 7,571 na na

Sources: Company data, GF Securities (HK)

Figure 2: Footwear SSS trend
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Figure 3: Sportswear and apparel SSS trend
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Figure 4: Revenue breakdown by segment (FY15) Figure 5: Profit breakdown by segment (FY15)
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Sources: Company data, GF Securities (HK) Sources: Company data, GF Securities (HK)
Figure 6: Key assumptions

Y/E Feb (Rmb m) FY14 FY15 FY16 FY17 FY18
Total revenue 36,794 40,008 42,865 45,872 49,155
growth % na 8.7% 7.1% 7.0% 7.2%
- Footwear revenue 22,313 23,037 23,347 24,148 24,977
growth % na 3.2% 1.3% 3.4% 3.4%
store growth % na 6.6% 3.0% 2.0% 2.0%
555 % na -4.0% -2.0% 1.0% 1.0%
- Sportswear and apparel revenue 14,482 16,971 19,518 21,724 24,179
growth % na 17.2% 15.0% 11.3% 11.3%
store growth % na 8.5% 6.0% 5.0% 5.0%
S85 % na 11.4% 8.5% 6.0% 6.0%
Gross profit 21,112 23,010 24,588 26,189 27,917
Gross margin 57.4% 57.5% 57.4% 57.1% 56.8%
- Footwear 68.8% 68.5% 68.7% 68.6% 68.5%
- Sportswear and apparel 39.8% 42.6% 43.8% 44.3% 44.7%
EBIT 5,665 6,194 6,460 6,801 7,199
EBIT margin 15.4% 15.5% 15.1% 14.8% 14.6%
- Footwear 22.8% 22.1% 21.6% 21.4% 21.3%
- Sportswear and apparel 4.9% 7.1% 7.8% 8.0% 8.2%
Effective tax rate 27.4% 28.0% 27.2% 27.2% 27.2%
Net profit 4,402 4,764 5,023 5,324 5,673
growth % na 8% 5% 6% 7%
Net profit margin 12.0% 11.9% 11.7% 11.6% 11.5%
Payout ratio 38.3% 60.2% 60.0% 60.0% 60.0%

Sources: Company data, GF Securities (HK) estimates
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Figure 8: Financial statements

Income Statement

Year end Feb 28 (Rmb m)

Revenue
Cost of sales
Gross profit

Other income

Other net (loss)/income
SG&A expenses
Operating profit

Net finance cost

Share of results of associate and JV
Profit before tax

Income tax expense
Non-controlling interests

Net profit

EPS (Rmb)

Growth rates (%)
Revenue

Net profit

EPS

Margin & ratios (%)
Gross margin

OP margin

Net margin
Effective tax rate
Payout ratio

FY14

36,794
(15,682)
21,112

389

(15)

(15,820)
5,665

57.4
15.4
12.0
27.4
383

Cash Flow Statement

Year end Feb 28 (Rmb m)

Profit before tax

Share of (profit)/loss of associates and JV
Depreciation and amortization

Net finance cost

Others

Change of working capital

Tax paid

Operating cash flow

Capex

Acquisition of subsidiaries

Others

Changein structured bank deposits
Change in time deposit

Interest received

Investing cash flow

Change of borrowings

Interest paid

Dividend paid

Purchase of shares for share award scheme
Others

Financing cash flow

Net change of cash flow

FY14

6,032
6)
1,100
(337)
10
173
(1,374)

5,600 "

(1,306)
(1,750)
(13)
(1,700)
962
356
(3,451)

81
(33)
(1,349)
0
35
(1,267)

881

FY15

40,008
(16,998)
23,010

422

(22)

(13,920)
9,490

386
22
9,898
(1,851)
13
8,060
0.58

10

57.5
155
11.9
28.0
60.2

FY15

5,444

(1,498)
28
61
346
60
402
(601)

251
(36)
(4,386)
(1,716)
66
(5,821)

(978)

FY16

42,865
(18,277)
24,588

444

(22)

(18,551)
6,460

390
44
6,893
(1,874)
4
5,023
0.61

«

57.4
15.1
11.7
27.2
60.0

FY16

6,893
(44)
1,051
(390)
0
(657)
(1,862)
4,992

(1,200
0
0
(942)
0
431
(1,711)

0
(41)
(2,941)
0
0
(2,982)

299

FY17

45,872
(19,683)
26,189

460

(22)

(19,827)
6,801

448
65
7315

(1,988)

2)
5324
0.64

o

57.1
14.8
11.6
27.2
60.0

FY17
7,315
(65)
1,038
(448)
(765)
(1,931)

5,143

(1,100

(1,000)
0
493
(1,607)

(45)
(3,104)

(3,149)

387

FY18

49,155
(21,239)
27,917

476

(22)

(21,172)
7,199

518
82
7,799

(2,120)

(6)
5,673
0.69

~

56.8
14.6
11.5
27.2
60.0

FY18
7,799
®2)
1,032
(518)
(842)
(2,054)

5,335

(1,000

(1,200)
0
563
(1,637)

(45)
(3,299)

(3,344)

354

Balance Sheet

Year end Feb 28 (Rmb m) FY14 FY15 FY16 FY17 FY18
Fixed assets
PPE 3,691 4,142 4,422 4,616 4,716
Land use rights 1,557 1,558 1,522 1,485 1,449
Investment properties 325 317 309 301 293
Intangible assets 3,469 3,812 3,725 3,637 3,549
Interests in associate and JV 689 633 677 742 824
Long-term deposits 1,008 368 383 398 414
Structured bank deposits 510 530 530 530 530
Deferred tax assets 449 443 443 443 443
11,698 11,803 12,010 12,152 12,218
Current assets
Inventories 6,571 6,349 7,237 7,793 8,409
A/C receivables 3,285 4,798 4,678 5,006 5,365
Prepayments 1,118 1,200 1,286 1,376 1,475
Structured bank deposits 6,816 5,658 6,600 7,600 8,800
Term deposits 82 20 20 20 20
Cash and cash equivalents 2,825 2,708 3,007 3,394 3,748
20,696 20,734 22,827 25,190 27,817
Total assets 32,394 32,537 34,837 37,342 40,034
Current liabilities
A/C payables 761 1,013 1,089 1,172 1,265
Other payables 1,519 1,881 2,015 2,157 2,311
Bank borrowings 2,360 2,658 2,658 2,658 2,658
Tax payables 1,197 1,611 1,405 1,491 1,590
5,837 7,163 7,168 7,479 7,824
Non-current liabilities
Deferred income 63 57 57 57 57
Deferred tax liabilities 160 195 195 195 195
222 252 252 252 252
Equity
Shareholders' equity 26,189 24,923 27,222 29,414 31,755
Non-controlling interests 146 199 195 197 203
26,335 25,122 27,417 29,611 31,958
Total liabilities & equity 32,394 32,537 34,837 37,342 40,034

Financial Ratios

Year end Feb 28 FY14
Currentratio 35
Quick ratio 24
Inventory turnover days 156
A/C payable turnover days 22
A/C receivable turnover days 32
Asset turnover 11
Total assets/total equity 1.2
Net cash (Rmb m) 7,873
ROE (%) 18.1
ROA (%) 14.4

FY15

29
2.0
139
19
37

1.2
13
6,258

18.6
14.7

FY16

3.2
2.2
136
21
40

1.2
13
7,498

19.3
14.9

FY17

34
2.3
139
21
39

1.2
13
8,885

18.8
14.8

FY18

36
2.5
139
21
39

1.2
13
10,440

18.5
14.7

Sources: Company data, GF Securities (HK) estimates
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Rating definitions

Benchmark: Hong Kong Hang Seng Index
Time horizon: 12 months

Company ratings

Buy Stock expected to outperform benchmark by more than 15%
Accumulate Stock expected to outperform benchmark by more than 5% but not more than 15%
Hold Expected stock relative performance ranges between -5% and 5%

Underperform  Stock expected to underperform benchmark by more than 5%

Sector ratings

Positive Sector expected to outperform benchmark by more than 10%
Neutral Expected sector relative performance ranges between -10% and 10%
Cautious Sector expected to underperform benchmark by more than 10%
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mentioned in this report.

Disclaimer
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