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° The FY2015 annual results of the Company were lower than market Rating: Maimineelc!
consensus and our expectation. Total revenue declined by 17.0% yoy to
HKD 64.3 billion, while net profit attributable to shareholders dropped by PP EH @
25.0% yoy to HKD 5.5 billion.
[} We expect the Company to continue to record negative SSSG in FY2016 6-18m TP Hitri: HK$6.27
due to unfavorable operating environments. We expect mainland tourists HK$6.50
arriying in .Hong Kong to start to slow down or.even decline in 2015 gnd Share price &t/ HK$8.330
mainland jewellery markets are also confronting unfavorable operating
environments.
° We expect the Company to slowdown its expansion speed in Mainland S:’It?\dfﬁ)erformance
China due to unfavorable operating environments. We expect the iﬁgl%%
Company to continue expanding its jewellery retail network in the next three | %ofrem
. . . 200
years in Mainland China, but at a lower speed.
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° We expect the gross margin of the Company to maintain at the level of
0.0

about 30% in the next 3 years.

[ Revise down TP to HK$ 6.27 and maintain “Sell”. (100)
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Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
G L' ON JBe AR 1R £53 126 I N 32k i ] WEE R ipcix 53191958 [ dSE S T § k3
03/31 (HKD m) (HKD m) (HKD) (A%) (x) (HKD) (x) (HKD) (%) (%)
2014A 77,407 7,272 0.727 32.0 12.0 3.845 2.3 0.360 4.1 20.7
2015A 64,277 5,456 0.546 (25.0) 16.0 4.054 2.2 0.273 3.1 14.2
2016F 55,305 4,823 0.482 (11.6) 18.1 4.331 2.0 0.241 2.8 11.9
2017F 60,730 5,799 0.580 20.2 15.0 4.631 1.9 0.290 3.3 13.4
2018F 68,123 6,432 0.643 10.9 13.6 4.963 1.8 0.322 3.7 13.9
Shares inissue (m) &% (m) 10,000.0 Major shareholder A%< Cheng Family 89.3%
Market cap. (HK$ m) ii{t (HK$ m) 83,300.0 Free float (%) [ iR (%) 10.7
3 month average vol. 3 4 J1 422 %L (‘000) 7,345.0 FY16 Net gearing (%) FY16 i fifii/ L R ¥ & (%) Net cash
52 Weeks high/low (HK$) 52 J# &Ik 12.220/7.720 FY16 Est. NAV (HK$) FY16 fEAS{E (o) 10.8

Source: the Company, Guotai Junan International.
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The FY2015 annual results of the Company were lower than market consensus and our expectation. Total revenue
declined by 17.0% yoy to HKD 64.3 billion, while net profit attributable to shareholders dropped by 25.0% yoy to HKD 5.5
billion. The drop of total revenue and net profit was mainly attributed to the unfavorable operating environments of Hong Kong
and Mainland China. The slowdown of macro economy of China, the anti-corruption movement of government and the hostile
behavior of some local Hong Kong residents toward Mainland tourists combined to weigh on jewellery consumptions. As a
result, the Mainland and HK/Macau jewellery POS of the Company recorded a SSSG of -16.1% and -32.8%, respectively, in
FY2015. However, the product structure of the Company improved a lot in FY2015 and the sale of gem-set jewellery and gold
products accounted for 27.0% and 67.7%, respectively, of total retail sale. As a result, the gross margin of the Company was
lifted to 29.7% in FY2014, comparing to 27.3% a year ago. Chow Tai Fook added 180 net jewellery POS in FY2015 and has a
total of 2,257 POS as of 31 March 2015.

We expect the Company to continue to record negative SSSG in FY2016 due to unfavorable operating environments.
The operating environments of jewellery companies are not expected to improve in FY2016. The operating environments of
jewellery companies, especially for those rely heavily on Hong Kong markets are expected to deteriorate in FY2016 for
several reasons: firstly, mainland tour groups arriving Hong Kong, which are the main consumers of jewellery, are expected to
drop in FY2016. According to Hong Kong tourism association, mainland tour groups arriving Hong Kong dropped by about
30% in March, mainly due to due to lower-than-expected tourism experiences and the recent anti-parallel movements of
some local extremists, and we expect such trend to persist in FY2016; secondly, the slowdown of macro economy of China
and the anti-corruption policy of Mainland government is expected to persist which will also adversely impact jewellery retail
demands of Mainland consumers; thirdly, the tighten of free travel policy of Shenzhen citizens will significantly reduce free
travel tourists, which also have negative impact on jewellery retail sales of Hong Kong market. We expect mainland tourists
arriving Hong Kong to start to slow down or even decline in 2015. Besides, mainland jewellery markets, which are expected to
contribute most of the sales growth in FY2016 are also confronting unfavorable operating environments. Hence, we expect
the Company to continue to record negative SSSG in FY2016 due to tough business environments.

We expect the Company to slowdown its expansion speed in Mainland China due to unfavorable operating
environments. The jewellery retail networks of the Company have expanded rapidly in recent years and the Company added
a net average of about 200 new POS each year from 2008 to 2014. The Company opened 241 new POS in FY2015 and has
a total of 2,257 POS as of date 31 March 2015 (excluding the jewellery POS operated by Hearts on Fire). However, the
expansion started to slowdown since 4" quarter FY2015 due to unfavorable operating environments. We expect the
Company to maintain expanding its jewellery retail network in the next three years in Mainland China, but at a lower speed.
We expect the Company to add about 160 new jewellery POS in the next 3 years.

Figure 1 Total Jewellery POS of Chow Tai Fook Figure 2 Revenue Breakdown by Geography
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
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We expect the gross margin of the Company to maintain at the level of about 30% in the next 3 years. Gross margin of
the Company improved a lot in FY2015 due to the improvement of product mix. Total revenue contributed by gold products
increased significantly in FY2014 due to “Gold Rush”, but the gross margin of gold products is usually much lower than that of
gem-set jewelleries. Total revenue contributed by gem-set jewellery in FY2015 was 27.0%, up about 6 ppts comparing to that
of FY2014. We expect the improvement of product mix of the Company to persist in the next 3 years and the gross margin of
the Company is also expected to improve and maintain at the level of about 30%.

Revise down TP to HK$ 6.27 and maintain “Sell”. Chow Tai Fook is the largest jewellery retailer in the Greater China
market with strong brand. Chow Tai Fook has a wider POS coverage than that of Hong Kong jewellery retailers, and a
comparable retail network as that of major Mainland jewellery retailers. We expect the Company to maintain expanding its
jewellery retail networks, but at a lower speed due to unfavorable operating environments. We expect operating environments
of the Company to deteriorate in FY2016 as mainland tour groups arriving Hong Kong are expected to drop and the
slowdown of China economy. Hence, we expect the Company to record negative SSSG of HK/Macau and mainland jewellery
POS. We expect the gross margin of the Company to improve due to the improvement of product mix and maintain at the
level of about 30%. We expect total revenue and profit of the Company to continue to decline in FY2016. Hence, we revise
down TP to HK$ 6.27, which is equivalent to 13.0x FY16 PE and maintain “Sell”.
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Table 1 Chow Tai Fook’s Peer Comparison

Company PE PB ROE(%)
Stock Code Currency  Last price 14A 15F 16F 17F 14A 15F 16F 17F 15F
Chow Tai Fook Jewellery Grou 1929 HK HKD 8.33 11.5 15.3 14.3 12.7 22 21 1.9 18 14.2
Luk Fook Holdings Intl Ltd 590 HK HKD 22.20 7.0 8.3 8.1 74 17 15 14 12 19.3
Chow Sang Sang Hidg 116 HK HKD 16.28 10.2 9.9 8.9 8.0 13 12 11 1.0 12.7
Hengdeli Holdings Ltd 3389 HK HKD 1.52 11.5 10.9 9.2 77 1.0 0.9 0.8 0.8 8.6
Emperor Watch & Jewellery 887 HK HKD 0.34 16.8 11.6 9.3 14.0 0.5 0.5 0.5 04 4.0
Simple Average 114 11.2 10.0 9.9 13 12 11 1.0 117
Weighted Average 109 136 12.7 11.4 2.0 19 17 1.6 141
Lao Feng Xiang Co Ltd-A 600612 CH CNY 56.88 317 26.4 212 16.8 75 53 43 32 228
Shanghai Yuyuan Tourist-A 600655 CH CNY 19.54 28.0 25.7 22.9 19.3 37 32 2.8 23 125
Zhejiang Ming Jewelry Co-A 002574 CH CNY 23.00 60.5 na. n.a. na. 4.0 n.a. n.a. na. na.
Simple Average 40.1 26.0 22.0 18.0 5.1 4.2 36 2.7 17.7
Weighted Average 354 26.0 22.1 18.1 53 4.2 35 2.7 17.4
Tiffany & Co TIFUS usb 92.47 65.1 24.7 219 19.4 44 42 39 35 174
Cie Financiere Richemon-Reg CFR VX CHF 77.50 17.0 278 18.6 175 3.0 29 2.8 25 10.1
Swatch Group Ag/The-Br UHR VX CHF 369.20 145 149 136 12.4 1.8 17 1.6 15 11.8
Simple Average 32.2 224 18.0 16.4 31 3.0 27 25 13.1
Weighted Average 23.3 23.9 17.7 16.4 29 2.8 2.6 24 11.6
Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end Mar 31st (HKD m) 2014A 2015A 2016F 2017F 2018F Year end Mar 31st (HKD m) 2014A  2015A 2016F 2017F 2018F o)
b
Sales 77,407 64,277 55,305 60,730 68,123 Bank Balances and Cash 9,467 8,477 8,296 9,110 10,218 §
COGS (56,255)  (45,205)  (38,990)  (42,815)  (47,958) Trade and Other Receivables 4,873 5,785 5,143 5,587 6,199 &
Groos profit 21,152 19,072 16,315 17,915 20,164 Inventories 42544 39,798 35948 36438 40,874
General and administrative (12,210)  (12,355)  (10,342)  (10,810)  (12,126) Loans Receivable 145 4 95 81 60
Other Income and Gains 482 417 516 544 541 Others 527 18 30 25 26
Other Expenses and Losses (38) (95) (45) (59) (66) Non-Current Assets 57,554 54,083 49512 51,241 57,378
Finance Costs (223) (381) (174) (76) (176)
Profit before tax 9,163 6,659 6,270 7,514 8,338 PPE 3,054 4,443 4,993 5,294 5,441
Taxation (1,714) (1,123) (1,254) (1,503) (1,668) Goodwill and other intangibles 0 655 668 681 695
Profit after tax 7,449 5,536 5,016 6,011 6,670 Prepaid Lease Payments 175 238 252 267 283
Minority Interest 177) (80) (194) (213) (238) Deposits Prepaid for M&A 284 294 221 165 124
Profit attributable to shareholders’ 7,272 5,456 4,823 5,799 6,432 Deferred tax assets 703 860 903 948 996
Others 47 549 576 605 635
EPS 0.727 0.546 0.482 0.580 0.643 Non-Current Assets 4,263 7,038 7,613 7,962 8,175
DPS 0.360 0.273 0.241 0.290 0.322
Total assets 61,817 61,121 57,125 59,203 65552
Trade and Other Payables 4,128 3,998 3,318 3,644 4,087
Gold Loan 10,787 8,338 5,530 6,073 6,812
Short-term borrowings 6,300 6,751 3,351 1,469 3,378
Taxation Payable 1,064 596 711 790 699 <
Others 228 197 203 209 216 é
Current liabilities 22,507 19,880 13,114 12,185 15,192 g
Cash Flow Statement \:
Year end Mar 31st (HKD m) 2014A 2015A 2016F 2017F 2018F Long-term borrowings 0 0 0 0 0 i
Retirement Benefit Obligations 225 243 240 236 240 ;:/
EBIT 9,386 7,040 6,445 7,591 8,513 Deferred tax liabilities 633 457 466 475 485 }
Income tax (1,714) (1,123) (1,254) (1,503) (1,668) Non-current liabilities 858 700 706 712 725 é
Adjust for depre.&amort. 398 561 811 910 964 i
Change in WC (13,755) 1,703 3,812 (608)  (4,604) Total liabilities 23365 20580 13,820 12,897 15917 I_8L
Others 772 (1,845) 285 97 (74) ©
Cash from Operations (4,912) 6,336 10,098 6,486 3,132 Minority Interest 1,279 1,111 1,464 1,566 1,678 E
Total Shareholders’ Equity 37,173 39430 41,841 44,740 47957 ©
Capital expenditure (1,250) (2,100) (1,350) (1,200) (1,099)
Others 3 3 4 5 6
Cash from Investing (1,247)  (2097)  (1,346)  (1,195)  (1,093) Financial Ratios

2014A  2015A  2016F 2017F 2018F

Net bank borrowings 11,251 (1,998) (6,207) (1,340) 2,648 Gross Margin 21.3% 29.7% 29.5% 29.5% 29.6%
Others (3,929) (3,231) (2,726) (3,138) (3,578) Net Margin 9.4% 8.5% 8.7% 9.5% 9.4%
Cash flows from financing 7,322 (5,228) (8,933) (4,477) (930) ROE 207%  142%  11.9%  134%  13.9%

ROA 13.8% 8.9% 8.2% 10.0% 10.3%
Net Change in Cash 1,162 (990) (181) 814 1,109 ROCE 239% 171%  146% 161%  16.9%
Cash &cash equivalents at 1st April 8,305 9,467 8,477 8,296 9,110 Free CF(HKD mn) (6,162) 4,236 8,748 5,286 2,033
Cash&cash equivalents at 31st Mar 9,467 8,477 8,296 9,110 10,218 Net Gearing -9.0% 45%  -122%  -17.6%  -14.8%

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
Buy Relative Performance >15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

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 China All Access (Holdings) Limited (00633), Guangshen Railway Company Limited-H share (00525), 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.

DISCLAIMER

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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