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Global Brands Group (787 HK)

Buy: Key takeaways from Singapore non-deal roadshow

» The most common topics at the meetings were the licensing
portfolio strategy and the potential for margin expansion

» We think the potential for Controlled Brands is particularly
exciting and could provide upside to earnings

» Maintain Buy; raise our PE-based fair value target price to
HKD1.90 (from HKD1.70) on higher earnings estimates

More focus within Licensed Brands: At the Singapore non-deal roadshow on 9 June,
hosted by HSBC, many investors questioned why the group had so many licensing
agreements and how sustainable the contribution was. After its spin-off from Li & Fung
(494 HK, Hold, HKD®6.38) last year, the group is increasingly focused on three main
categories within Licensed Brands: kids; footwear; and accessories. The group has largely
completed the consolidation of non-core categories and so future licensing agreements will
build on the group’s existing expertise. With regard to the number of licenses (>350 active
licenses), the number of licenses associated with the characters side of the business is high
but there is a greater concentration in terms of relationships with the overall brand owner

(eg many licenses under Disney).

Margin expansion likely: The group has set two targets to achieve by 2016 as part of its
three-year plan: 1) to at least meet the total margin of 2011 (33.9%); and 2) double core
operating profit from 2013 (USD268m). We think the first target is achievable (perhaps
even by 2015) thanks to an improving portfolio mix under Licensed Brands and a greater
contribution from Controlled Brands. The second target may be harder to achieve — we
forecast USD224m for 2016e core operating profit; the group has additional opex savings
it could achieve after the spin-off (eg office consolidation) but it will also be investing in
its Controlled Brands.

Contribution from new brands promising: In Controlled Brands, the group has made
progress in several brands. The group named a new CEO for Frye on 6 May and appointed a
President for Seven Global (JV with David Beckham and Simon Fuller) on 10 June. And the
group added Jones New York on 4 June as a new long-term licensing agreement (see p3 for
more details), which should start contributing in autumn/winter 2016.

Maintain Buy, implying 10% upside: We raise our PE-based target price to HKD1.90
(HKD1.70 previously). We change our target multiple to 14x 2015¢e PE (from 13.5x
earlier), representing a c20% discount to the peer average of 18.2x, which we think is
justified given the limited track record and industry-lagging metrics (margins and ROE).
We use 2015e¢ HSBC EPS of HKDO0.14 to calculate our target price.
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Financials & valuation
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Financial statements

Valuation data

Year to 12/2014a  12/2015¢  12/2016e  12/2017e Year to 12/2014a 12/2015e 12/2016e 12/2017e
Profit & loss summary (USDm) EV/sales 1.0 0.9 0.8 0.7
EV/EBITDA 8.8 72 6.2 5.1
Revenue 3,454 3,635 3,819 4,060 EV/IC 0.8 0.8 0.8 07
EBITDA 383 455 497 538 PE* 172 127 1.0 99
Depreciation & amortisation -228 -254 -275 -291 P/Book value 0.8 0.7 0.7 0.6
Operating proﬁt/EBIT 155 200 221 248 FCF yieId (%) 10.8 10.0 16.8 19.0
Net interest 44 37 -36 -5 Dividend yield (%) 00 00 00 00
PBT 235 198 204 231
HSBC PBT 235 198 204 231 Note: * = Based on HSBC EPS (fully diluted)
Taxation -22 -36 -37 -44
Net profit 214 163 168 187 - -
HSBC net profit 108 147 169 189 Price relative
35 35
Cash flow summary (USDm)
Cash flow from operations 405 310 414 455 s s
Capex -26 -50 -50 -50 25 25
Cash flow from investment -7 -157 -156 -105 ' '
Dividends 0 0 0 0 2 - 2
Change in net debt 654 -112 219 -311 )
FCF equity 194 179 302 343 15 15
Balance sheet summary (USDm) 1 ‘ 1
Intangible fixed assets 3,287 3,169 3,033 2,835 Ju-4 Jan-15
Tangible fixed assets 205 299 233 242 Global Brands Group Rel to HANG SENG INDEX
Current assets 1,226 1,360 1,618 2,002 Source: HSBC
Cash & others 126 181 372 668
Total assets 4,783 4,816 4,949 5,144 -
Operating liabilities 559 487 480 502 Note: price at close of 11 Jun 2015
Gross debt 1,719 1,661 1,633 1,619
Net debt 1,593 1,480 1,261 951
Shareholders funds 2,475 2,637 2,805 2,992
Invested capital 4,033 4,084 4,032 3,910
Ratio, growth and per share analysis
Year to 12/2014a  12/2015¢  12/2016e  12/2017e
Y-0-y % change
Revenue 5.0 53 5.1 6.3
EBITDA 18.8 18.6 9.3 8.3
Operating profit 29.7 29.3 10.6 11.8
PBT 81.9 -15.7 3.0 13.2
HSBC EPS 9.3 36.0 15.0 1.7
Ratios (%)
Revenue/IC (x) 0.9 0.9 0.9 1.0
ROIC 8.7 8.5 9.3 10.1
ROE 44 5.8 6.2 6.5
ROA 54 41 41 44
EBITDA margin 11.1 125 13.0 13.3
Operating profit margin 45 55 5.8 6.1
EBITDA/net interest (x) 8.7 12.1 14.0 15.5
Net debt/equity 64.4 56.1 45.0 318
Net debt/EBITDA (x) 4.2 33 25 1.8
CF from operations/net debt 254 20.9 329 479
Per share data (USD)
EPS reported (fully diluted) 0.03 0.02 0.02 0.02
HSBC EPS (fully diluted) 0.01 0.02 0.02 0.02
DPS 0.00 0.00 0.00 0.00
Book value 0.30 0.32 0.34 0.36
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Long-term licensing agreement with Jones New York

On 10 June, Global Brands Group and Authentic Brands Group (ABG; owner of a global portfolio of
fashion, sports, celebrity and entertainment brands) jointly announced the signing of a long-term licensing
agreement for American fashion brand, Jones New York.

Jones New York was acquired by ABG in April 2015 and the brand drives close to USD1bn in retail sales
across department stores in the US and in key international markets, including Canada, Europe, the
Middle East, and Latin America.

Under the agreement, GBG will design, produce, and distribute products across multiple categories
including womenswear, menswear, kidswear, accessories, and footwear. The first range of Jones New
York products produced in collaboration with GBG will launch in autumn 2016.

This is the third collaboration with Jones New York's parent company ABG (in addition to long-term
licensing agreements for Juicy Couture and Spyder). We think this is positive for GBG overall: 1) Jones
New York is a well-known brand that fits into the affordable luxury category on which the group has
been focusing; 2) another collaboration with ABG demonstrates a good track record; and 3) synergies
from the group's existing relationships with department stores and other retailers can potentially be
leveraged along with the group's other licensing deals.

Valuation and risks

We set a fair value target price of HKD1.90 (vs HKD1.70 previously). We benchmark our PE multiple
against the group’s listed peers, given it is a newly listed company with limited trading history. We use a
target multiple of 14x 2015e PE (13.5x earlier), representing c20% discount to the peer average of 18.2x,
which we think is justified given the limited track record and industry-lagging metrics (margins and
ROE). We use 2015¢ HSBC EPS of HKDO.14 to calculate the TP. As our new target price implies upside
of ¢10%, we maintain our Buy rating on the stock.

We raise our 2015-16¢ recurring earnings estimates by 6% and 1%, respectively. We raise our sales
assumptions to account for the new licenses signed, but leave our EBIT margin relatively unchanged as
we expect the group to continue to invest in opex, particularly in relation to Controlled Brands.

Downside risks: 1) higher than expected investments for Controlled Brands; 2) sluggish sell-ins on
underperforming brands/product categories; and 3) a significant increase in key raw material cost inputs.

Global Brands Group - Old vs new vs consensus estimates, 2015-17e

2015e 2016e 2017e
__ _HSBC___ Cons. Diff.vs. __ HSBC___ Cons. Diff,vs. _ HSBC___ Cons. Diff, vs.
Old New old Cons. Old New old Cons. Old New old Cons.
Revenue 3,621 3,635 3,644 04% -02% 3,772 3,819 3,820 1.2% 0.0% 3,901 4,060 4,059 4.1% 0.0%
EBIT 231 236 161 2.0% 46.6% 243 240 182 -1.3% 31.8% 262 266 208 1.4% 28.3%
EBIT margin 64% 6.5% 4.4% 0.1ppt 2.1ppt 6.4% 6.3% 4.8% -0.2ppt 1.5ppt 6.7% 6.6% 5.1% -0.2opt 1.4ppt
Recurring earnings 153 163 na 6.4% na 166 168 na 0.9% na 186 187 na 0.8% na

Recurring earnings margin 42% 4.5% na 0.3ppt na 44% 4.4% na 0.0ppt na 4.8% 4.6% na -0.2ppt na

Reported earnings 140 147 116 5.3% 26.7% 151 169 139 12.3% 21.7% 166 169 170 2.0% -0.5%
Reported earnings margin 39% 4.0% 3.2% 0.2ppt 0.9ppt 4.0% 4.4% 3.6% 0.4ppt 0.8opt 4.2% 4.2% 4.2% -0.1ppt 0.0ppt

HSBC EPS 013 014 061 53%-77.7% 014 0.6 0.70 12.3%-77.5% 015 0.18 0.80 14.0% -78.0%

Source: Bloomberg, HSBC estimates
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The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific
recommendation(s) or views contained in this research report: Catherine Chao and Erwan Rambourg.

Important disclosures

Equities: Stock ratings and basis for financial analysis

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's
existing holdings, risk tolerance and other considerations and that investors utilise various disciplines and investment horizons
when making investment decisions. Ratings should not be used or relied on in isolation as investment advice. Different
securities firms use a variety of ratings terms as well as different rating systems to describe their recommendations and
therefore investors should carefully read the definitions of the ratings used in each research report. Further, investors should
carefully read the entire research report and not infer its contents from the rating because research reports contain more
complete information concerning the analysts' views and the basis for the rating.

From 23rd March 2015 HSBC has assigned ratings on the following basis:

The target price is based on the analyst’s assessment of the stock’s actual current value, although we expect it to take six to 12
months for the market price to reflect this. When the target price is more than 20% above the current share price, the stock will
be classified as a Buy; when it is between 5% and 20% above the current share price, the stock may be classified as a Buy or a
Hold; when it is between 5% below and 5% above the current share price, the stock will be classified as a Hold; when it is
between 5% and 20% below the current share price, the stock may be classified as a Hold or a Reduce; and when it is more
than 20% below the current share price, the stock will be classified as a Reduce.

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation or resumption of coverage,
change in target price or estimates).

Upside/Downside is the percentage difference between the target price and the share price.

Prior to this date, HSBC’s rating structure was applied on the following basis:

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate,
regional market established by our strategy team. The target price for a stock represented the value the analyst expected the
stock to reach over our performance horizon. The performance horizon was 12 months. For a stock to be classified as
Overweight, the potential return, which equals the percentage difference between the current share price and the target price,
including the forecast dividend yield when indicated, had to exceed the required return by at least 5 percentage points over the
succeeding 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight,
the stock was expected to underperform its required return by at least 5 percentage points over the succeeding 12 months (or 10
percentage points for a stock classified as Volatile*). Stocks between these bands were classified as Neutral.

*A stock was classified as volatile if its historical volatility had exceeded 40%, if the stock had been listed for less than 12
months (unless it was in an industry or sector where volatility is low) or if the analyst expected significant volatility. However,
stocks which we did not consider volatile may in fact also have behaved in such a way. Historical volatility was defined as the
past month's average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in
rating, however, volatility had to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to
change.
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Rating distribution for long-term investment opportunities

As of 11 June 2015, the distribution of all ratings published is as follows:

Buy 39% (29% of these provided with Investment Banking Services)
Hold 43% (28% of these provided with Investment Banking Services)
Sell 18% (20% of these provided with Investment Banking Services)

HSBC <»

For the purposes of the distribution above the following mapping structure is used during the transition from the previous to
current rating models: under our previous model, Overweight = Buy, Neutral = Hold and Underweight = Sell; under our
current model Buy = Buy, Hold = Hold and Reduce = Sell. For rating definitions under both models, please see “Stock ratings

and basis for financial analysis™ above.

Share price and rating changes for long-term investment opportunities

Global Brands Group (0787.HK) Share Price performance HKD Vs HSBC Recommendation & price target history
rating history From To Date
N/A Underweight (V) 27 July 2014
Underweight (V) Neutral (V) 03 February 2015
3 1 Neutral (V) Buy 26 March 2015
28 1 Target Price Value Date
;i Price 1 1.40 27 July 2014
’ Price 2 1.28 01 September 2014
22 A Price 3 145 03 February 2015
2 Price 4 1.70 26 March 2015
18 7 |, Source: HSBC
1.6 -
14 -
12 - *
1 ‘ ‘ ‘ . :
S = o o ha L2
5 5 5 5 5 5
Source: HSBC
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Disclosure checklist

Company Ticker Recent price Price Date Disclosure

GLOBAL BRANDS GROUP 0787.HK 1.65 10-Jun-2015 7

Source: HSBC

1 HSBC has managed or co-managed a public offering of securities for this company within the past 12 months.

2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next
3 months.

3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this
company.

4  Asof31 May 2015 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

5  As of 30 April 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of investment banking services.

6  As of 30 April 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of non-investment banking securities-related services.

7  As of 30 April 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of

and/or paid compensation to HSBC in respect of non-securities services.

A covering analyst/s has received compensation from this company in the past 12 months.

9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as
detailed below.

10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this
company, as detailed below.

11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in
securities in respect of this company

o]

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives)
of companies covered in HSBC Research on a principal or agency basis.

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment
banking revenues.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that
company available at www.hsbcnet.com/research.

Additional disclosures

1 This report is dated as at 12 June 2015.

2 All market data included in this report are dated as at close 10 June 2015, unless otherwise indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.

4 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by Li & Fung and/or in
securities in respect of this company.
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