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Rating: Neutral
Maintained
° Net profit shrank by 44.2% in 1QFY16. Prada posted a frustrating 1QFY16 2 ()
result that gross margin declined by 1.5ppt YoY and operating expense as [ o
percentage of sales increased by 7.6ppt YoY. Top line recorded a single digit
growth driven by a weak Euro. However, at constant exchange rate, it has 6-18m TP Hixfi: HK$37.62
dropped by 5.4% YoY. Increasing rental costs and staff costs together with a HK$45.32
weak Euro explained the increased operating cost. Share price Ji i HK$38.150
° Cut FY16/17 EPS forecasts by 21.6% and 22.5% respec tively to factor in
weak sales momentum and increasing operating cost. We trim FY16/17 Stock performance
revenue forecasts by 4.1% and 7.6% respectively as Chinese purchase Rt F T
remains sluggish. The operating margin estimates for FY16/17 were revised 300 + 9% of return
down by 3.6ppt and 3.2ppt respectively mainly to reflect increasing 200 4
amortization and depreciation, staff and rental expenses. 00 |
[} Maintain “Neutral” but cut TP to HK$37.62. We see no short term 0.0 |
turnaround for the Company. We maintain the Company’s rating as “Neutral” (10.0) |
but cut our TP to HK$37.62, representing 25.0x and 22.5x FY16 and FY17 200 |
PER respectively. '
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° Sy BIH) 2016 F1 2017 WMES R EF TR 21.6%F 22.5%, LR BLET M8 EsBRIE ’;é’;gﬁ] % (13.2) (26.1) (32.1) 0
HOMEGE A 115 EA MK TRAT R, A1) 1 2016 FI 2017 W44 531 Rel. %10 HS index 09 @2 wuss g
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Source: Bloomberg, Guotai Junan International. i
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2016 JA4EFT 2017 AR T B3

Year End Turnover Net Profit ERS EPS PER BPS PBR DPS Yield ROE
Rk LON JIE 2R 4 TGRSR RS RAEE) i AR i AR KRR HREREE
1/31 (EUR m) (EUR m) (EUR) (A%) ) (EUR) ) (EUR) (%) (%)
FY14A 3,587 628 0.245 0.3 14.9 1.050 35 0.110 3.0 25.1
FY15A 3,552 451 0.176 (28.2) 21.9 1.173 3.3 0.110 2.9 15.8
FY16F 3,801 437 0.171 3.1) 254 1.198 3.6 0.068 1.6 14.4
FY17F 3,996 485 0.189 11.0 23.3 1.337 3.3 0.076 1.7 14.9
FY18F 4,127 537 0.210 10.8 21.4 1.462 3.1 0.084 19 15.0
Shares in issue (m) &&% (m) 2,558.8 Major shareholder f%4: Prada Holding B.V. 80.0%
Market cap. (HK$ m) if (HK$ m) 97,619.1 Free float (%) HHELE (%) 20.0
3 month average vol. 3 /™ #4844 (‘000) 1,864.7 FY16 Net gearing (%) 16 4F 1 7 fifl/ [l R ¥ 4x (%) Net Cash
52 Weeks high/low (HK$) 52 J& &5 /i% 57.600 / 36.000 FY16 Est. NAV (HK$) FY16 #FJfiife (o) 38.2

Source: the Company, Guotai Junan International.
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Net profit shrank by 44.2% in 1QFY16, disappointed t he market. Prada (“the Company”) posted a frustrating 1QFY16
result that gross margin declined by 1.5ppt YoY and operating expense as percentage of sales increased by 7.6ppt YoY. Top
line recorded a single digit growth driven by a weak Euro. At constant exchange rate, in fact, it has dropped by 5.4% YoY.

Increasing rental costs and staff costs together with weak Euro against major currencies explained the increased operating g
cost both in absolute terms and in percentage terms. Geographically, all regions recorded sales growth driven by weak Euro, o
while Asia Pacific, which accounted for more than one third of the Company’s sales, recorded the slowest growth globally i.e. 2
0.6% YoY. General economic slowdown and the “anti-extravagance campaign” in China continued to put pressure on the N
Company’s sales.
Table-1: Prada’s 1QFY16 results
EUR mn 1QFY15 1QFY16 YoY
Turnover 778 828 6.5%
Cost of goods sold (202) (228) 12.7%
Gross profit 575 600 4.3%
Operating expenses (419) (510) 21.6%
Profit from operations 156 91 -42.0%
Interest and other finance expense (6) 2 -68.0%
Income tax before taxes 151 90 -40.1%
Taxation (41) (30) -27.4%
Net income for the period 109 60 -44.9%
Shareholders’ profit 105 59 -44.2%
PPT
Gross margin 74.0% 72.5% -15
Operating expenses as % of turnover 53.9% 61.5% 7.6
Operating margin 20.1% 11.0% -9.1
Effective tax rate 27.4% 33.2% 5.8
Net margin 13.5% 7.1% -6.5
Source: the Company.
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Source: the Company, Guotai Junan International.

We cut FY16/17 EPS forecasts by 21.6% and 22.5% respec tively to factor in weaker than expected sales perf ~ ormance
and the increase of operating cost.  We cut FY16/17 revenue forecasts by 4.1% and 7.6% respectively to factor in sluggish
sales in Greater China. The operating margin estimates for FY16/17 were revised down by 3.6ppt and 3.2ppt respectively
mainly to reflect, firstly, increasing level of amortization and depreciation costs; and secondly, increasing rental and staff
expenses.
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Table-2: Changes in major forecasts

New Oold Change
EUR mn
FY16F FY17F FY18F FY16F FY17F FY16F FY17F
Total revenue 3,801 3,996 4,127 3,963 4,322 -4.1% -7.6% 10
Retall 3,249 3,461 3,597 3,409 3,779 -4.7% -8.4% =
Wholesale 514 496 491 514 503 0.1% -1.5% 2
>
Royalties 39 39 39 40 40 -3.2% -3.2% -
Gross profit 2,596 2,759 2,866 2,871 3,139 -9.6% -12.1% o
Operating profit 657 729 802 826 927 -20.5% -21.3%
Net profit 437 485 537 557 625 -21.6% -22.5%
Basic EPS (EUR) 0.171 0.189 0.210 0.218 0.244 -21.6% -22.5%
PPT
Gross profit margin 68.3% 69.0% 69.4% 72.5% 72.6% -4.2 -3.6
Operating expense of total turnover 51.0% 50.8% 50.0% 51.6% 51.2% -0.6 -0.4
Operating profit margin 17.3% 18.2% 19.4% 20.9% 21.4% -3.6 -3.2
Effective tax rate 30.0% 30.0% 30.0% 30.0% 30.0% 0.0 0.0
Net profit margin 11.5% 12.1% 13.0% 14.1% 14.5% -2.6 -2.3
Source: the Company, Guotai Junan International.
Maintain “Neutral” but cut TP to HK$37.62.  Global luxury products purchases still appear to be sluggish, triggered by the
purchases slowdown of Chinese. We remain cautious before seeing any sign of recovery in the industry and see no short
term turnaround for the Company. We maintain the Company’s rating as “Neutral” but cut our TP to HK$37.62, representing
25.0x and 22.5x FY16 and FY17 PER respectively.
Figure-2: Prada’s revenue Figure-3: Prada’s profitabi  lity
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International. @
o
Table-3: Peer Comparison
Market EV/ Gross  Operating
Company Stock et Cap PE(x) PB(x) ROE(%) DI/Y(%) EBITDA(x) Margin(%) Margin(%)
Code Currency price HK$ mn 14A 15F 16F 17F 14A 15F 16F 17F 15F 15F 15F 15F 15F
PRADA*. 1913 HK HKD 38.15 97,619 15.1 243 218 19.7 35 34 32 29 15.8 2.1 13.8 718 19.8
LVMH MC FP EUR 165.60 738,759 14.7 209 188 17.2 39 33 30 27 16.2 2.2 10.6 65.2 18.9
g:*ORR'ST'AN CDIFP EUR 18650 295670 234 171 17.3 149 28 25 25 20 11.9 19 7.4 65.4 17.7
KERING KER FP EUR 158.70 175,995 17.7 159 14.0 125 1.9 1.8 16 15 11.2 2.7 115 62.5 16.3
MICHAEL KORS KORS US uUsbD 46.60 71,854 218 189 16.1 139 53 42 33 27 435 0.0 8.9 60.6 28.8
BURBERRY BRBY LN GBp 1,666.00 91,048 226 21.8 20.6 186 6.3 53 46 41 26.2 2.0 12.4 70.0 17.5
COACH COH US UsD 35.91 76,909 11.9 195 17.8 139 41 39 36 33 20.3 3.8 9.7 69.8 18.8
HUGO BOSS BOSS GY EUR 103.30 63,871 214 19.1 17.2 155 84 75 6.6 58 395 3.8 11.6 66.6 17.5
SALVATORE
FERRAGAMO SFER IM EUR 27.33 40,515 294 254 221 196 99 80 65 54 334 1.8 14.0 64.8 18.9
TOD'S TOD IM EUR 87.85 23,617 277 252 227 203 33 31 30 28 12.6 2.4 12.6 64.6 15.6
Simple Average 20.6 20.8 18.8 16.6 49 43 38 33 23.1 2.3 11.3 66.1 19.0
Weighted Average 18.0 199 18.2 16.3 40 35 31 28 18.0 2.2 10.5 65.7 18.7

Source: Bloomberg, Guotai Junan International. All forecasts are based on Bloomberg consensus.
* Note: The financial year end dates of these companies are not 31% December. For easier comparison with peers, “14A” means “FY15A” and “15F” means FY16F
and so on.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end Jan (EUR mn) FY14A FY15A FY16F FY17F FY18F As at Jan 31 (EUR mn) FY14A FY15A FY16F FY17F FY18F
Turnover 3,587 3,552 3,801 3,996 4,127 Cash and cash equivalents 568 709 519 727 958
Cost of sales (939) (1,001) (1,205) (1,237) (1,261) Trade receivables 308 346 371 390 402
Gross profit 2,649 2,551 2,596 2,759 2,866 Inventories 450 655 784 801 813
Others 135 190 200 210 221
Operating expenses (1,709) (1,849) (1,940) (2,030) (2,064) Total current assets 1,462 1,900 1,874 2,128 2,394
Profit from operation 939 702 657 729 802
Property, plant and 1230 1474 1580 1,635 1640
equipment
Interest and offier financial (7 (34) (1) (24) (1) Intangible assets 901 943 931 919 909
income/(expenses)
Dividend from investments 1 0 0 0 0 Deferred tax assets 201 281 295 310 325
Profit before taxes 923 668 636 705 782 Others 94 140 147 161 173
Total non-current assets 2,427 2,839 2,952 3,025 3,047
Taxation (285) (208) (191) (212) (235)
o Bank overdrafts and
Minority interest (10) 8) 8) 9) (10) short-term loans 62 263 237 190 152
Net profit 628 451 437 485 537 Trade payables 349 437 526 537 543
Current tax liabilities and 206 414 359 359 334
others
EPS (EUR) 0.245 0.176 0.171 0.189 0.210 Total current liabilities 706 1,115 1,123 1,079 1,029
YoY 0.3% -28.2% -3.1% 11.0% 10.8%
Long-term financial 208 255 242 230 219
payables
DPS (EUR) 0.11 0.1 0.07 0.08 0.08 Post-employment benefits 116 149 160 170 180
Provision fpr contingencies 53 64 67 70 74
and commitments
Others 104 137 151 167 185
Total non-current liabilities 480 606 621 638 657
Minority interest 14 17 17 16 15
Shareholders' equity 2,688 3,001 3,066 3,421 3,742
BPS (EUR) 1.050 1173 1.198 1.337 1.462
Cash Flow Statement Financial Ratio
Year end Jan (EUR mn) FY14A FY15A FY16F FY17F FY18F FY14A FY15A FY16F FY17F FY18F
tT;::'ﬂ'(;‘rf"me before 923 668 636 705 782 Revenue growth (%) 8.8 (1.0) 7.0 5.1 33
Depreciation and . ) o
amortization 199 249 261 268 266 Operating profit growth (%) 5.6 (25.3) (6.4) 1.0 10.1
Non-monetary financial 2 34 21 24 21 Net profit growth (%) 03 (282 @3.1) 1.0 108
(income) expenses
Change in working capital (89) (117) (65) (26) (18)
Others (3) (55) (82) (38) (48) Gross margin (%) 73.8 718 68.3 69.0 69.4
Taxes paid (282) (295) (191) (212) (235) Operating margin (%) 26.2 19.8 17.3 18.2 194
Operating cash flow 769 484 581 722 769 Net profit margin (%) 175 127 1.5 12.1 13.0
Purchases of property,
plant and equipment and (549) (362) (354) (312) (261) ROA (%) 173 10.4 9.1 9.7 10.1
intangible assets
Other investing activities 1 7 5 2 1 ROE (%) 25.1 15.8 14.4 14.9 15.0
Investing cash flow (548) (369) (349) (315) (259)
Inventory turnover days 154.3 201.3 217.9 233.9 233.7
Dividends paid (230) (281) (281) (175) (194) Account receivable days 31.2 33.6 344 347 35.0
Other financing activities 10 224 (49) (71) (61) Account payable days 132.0 143.3 146.0 156.9 156.3
Financing cash flow (220) (57) (331) (245) (255) Cash conversion cycle 53.5 91.7 106.3 11.8 1124
Cash at beginning of year 572 568 709 519 727 Current ratio (x) 21 1.7 1.7 2.0 2.3
Change in cash and cash 1 58 (99) 162 254 Payout ratio (%) 448 624 400 400 40.0
equivalent
Foreign exchange . Net Net Net Net Net
difference ®) 8 (%0) 45 23) Net gearing (%) cash cash cash cash cash
Cash balance at year end 568 709 519 727 958
Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition

n
—
Buy Relative Performance >15%; R
or the fundamental outlook of the company or sector is favorable. b
p=}
Accumulate Relative Performance is 5% to 15%; o
or the fundamental outlook of the company or sector is favorable. N
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.
Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months
Rating Definition
Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.
Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.
DISCLOSURE OF INTERESTS
(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.
(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.
(3) Except for Guangshen Railway Company Limited-H shares (00525), China All Access (Holdings) Limited (00633), Guotai Junan
International Holdings Limited (01788) and Binhai Investment Company Limited (02886), Guotai Junan and its group companies do not
hold equal to or more than 1% of the market capitalization of the issuer mentioned in this Research Report. =
(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report <
within the preceding 12 months. ™
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DISCLAIMER o
This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities §
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in &

research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2015 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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