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1HFY19 Results Missed Expectations, Maintain "Neutral”
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1HFY19 results missed expectations. Revenue of Esprit Holdings ("Esprit" or the "Company") dropped by 15.8% YoY to
HK$6,766 million, which was worse than expected. Constant-currency revenue declined by 14.4% YoY. All channels recorded
significant YoY decrease. Revenue from retail channels dropped by 17.5% YoY due to closure of unprofitable retail stores
(resulting in a 12.2% YoY decrease in retail selling space) and lower consumer traffic. Revenue from wholesale channels
declined by 17.3% YoY due to an 11.0% YoY decrease in wholesale selling space, lower order intake and higher returns. In
terms of markets, the largest decline was in Asia Pacific, in which 1HFY19 revenue dropped by 27.7% YoY, followed by the
Company’s most important market Germany (-15.4% YoY) and the rest of Europe (-12.6% YoY). Despite the decline, we have
seen quarterly improvement in revenue decline. The rate of decline narrowed from -16.2% in 1QFY19 to -12.5% in 2QFY19.
This could be the result of the Company’s business restructuring project or just seasonality factors. Therefore we are not certain
yet if this improvement will continue to 2HFY19. Overall GPM dropped by 1.6 ppt YoY to 51.3%, mainly due to increased
investment in improving product quality and higher level of discount.

Operating loss increased by 82.7% YoY to HK$1,750 million in 1HFY19. Regular operating expenses decreased by 11.9%
YoY on a constant currency basis, attributable to savings across all the major cost lines. Staff costs and occupancy costs
dropped YoY by 11.4% and 13.0%, respectively, on a constant currency basis. However, total exceptional expenses amounted
to HK$1,418 million, including: 1) net additional provision for store closures and leases of HK$924 million, 2) impairment of
property, plant and equipment of HK$116 million, 3) one-off costs in relation to staff reduction plans of HK$401 million, and 4)
write-back of one-off costs in relation to closure of ANZ operations of HK$23 million. Excluding these exceptional items,
adjusted operating loss still increased by 144.1% YoY to HK$332 million.

Net loss in 1HFY19 increased by 85.8% YoY to HK$1,773 million, also worse than expected. The Company recorded net
tax expense of HK$36 million in 1HFY19, compared to tax expense of HK$5 million in 1HFY18. No dividend payment was
declared for 1HFY19, and we don’t expect dividend payment for the full year of FY19 either considering the Company’s
challenging business conditions and poor profitability.

Table-1: Esprit's 1HFY19 Results Analysis

HK$ mn 1HFY18 1HFY19 YoY
Turnover 8,039 6,766 (15.8%)
Cost of sales (3,787) (3,295) (13.0%)
Gross profit 4,252 3,471 (18.4%)
Logistics expenses (501) (485) (3.2%)
Marketing and advertising expenses (437) (350) (19.9%)
Other income and gains — net (4,272) (4,386) 2.7%
Profit from operations (958) (1,750) 82.7%
Finance costs a7) (18) 5.9%
Interest income 26 31 19.2%
Profit before taxation (949) (1,737) 83.0%
Income tax 5) (36) 620.0%
Net profit (954) (1,773) 85.8%
Basic EPS (HK$) (0.498) (0.944) 89.3%
Interim DPS (HK cents) 0 0 n.a.
Gross margin 52.9% 51.3% (1.6) ppt
Operating margin (11.9%) (25.9%) (13.9) ppt
Net margin (11.9%) (26.2%) (14.3) ppt

Source: the Company, Guotai Junan International.
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Figure-1: Esprit's Revenue & YoY Growth Figure-2: Esprit's Quarterly Revenue Growth YoY
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Figure-3: Esprit's Revenue - by Channel Figure-4: Esprit's Profitability
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Source: the Company, Guotai Junan International.

Comparable store sales (CSS) of retail channels continued to decline in 2HFY18. CSS of the Company’s retail channels
(excluding e-shops) dropped by 9.1% in 1HFY19, which was basically the same as in FY18. CSSG in Germany and the rest of
Europe was -10.7% and -9.1% during 1HFY19, respectively, mainly due to decreased customer traffic to the Company's stores.
The Asia Pacific market delivered improvement in CSSG and even achieved positive growth of 0.3% in 1QFY19. CSS of China
declined by 14.2% in 1HFY19, while the rest of Asia Pacific recorded growth of 5.6% driven by strong growth in Hong Kong and

Source: thi

e Company, Guotai Junan International.

Esprit Holdings iR ERIE I (00330 HK)

Singapore. There was improvement in 2QFY19 CSSG compared to 1QFY19, but we still expect pressure on retail channels to

continue in 2HFY19.

Table-2: CSSG of Retail Channels (excluding e-shops business) of Esprit

2QFY17 3QFY17 2HFY17 1QFY18 1HFY18 3QFY18 2HFY18 1QFY19 1HFY19
Germany (5.3%) (7.3%) (7.8%) (1.8%) (9.2%) (14.0%) (10.6%) (16.3%) (10.7%)
Rest of Europe 1.6% 0.0% (1.7%) (1.6%) (8.5%) (13.0%) (9.6%) (15.0%) (9.1%)
Asia Pacific (8.3%) (10.7%) (9.6%) (12.9%) (9.4%) (8.7%) (6.2%) 0.3% (2.5%)
SSSG - Overall (3.5%) (5.5%) (6.0%) (3.3%) (8.9%) (12.7%) (9.6%) (14.1%) (9.1%)
Source: the Company, Guotai Junan International.
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The Company's selling space continued to decrease in 1HFY19. During 1HFY19, the number of the Company's retail
stores and wholesale POS recorded net decrease of 91 and 218, reaching 495 and 5,264 as at 31 December 2018,
respectively. Total selling space of both retail and wholesale channels also decreased, especially in 1QFY19. Wholesale
channels were more challenging as the more traditional offline partners continued to suffer from structural pressure in offline
channels, mainly in Germany and the rest of Europe. However, we have observed an increasing trend in the average selling
space per store in the Company's retail channels as some non-performing small stores were closed or replaced by larger ones.
We expect the Company's overall selling space to continue to decrease during 2HFY19 and FY20 due to further closing of
loss-making stores.

Figure-5: Esprit's Retail Selling Space Figure-6: Esprit's Wholesale Selling Space
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Working capital management slightly worsened during 1HFY19. Inventory balance decreased by 12.7% to HK$2,440
million as at 31 December 2018. However, inventory turnover days in 1HFY19 was up 3 days YoY to 131 days due to weak
sales performance in retail and eshop channels. Trade receivables turnover remained flat at 27 days. Trade payables dropped
by 33.3% YoY to HK$506 million due to decline of business. As a result, trade payables turnover decreased by 2 days YoY to 34
days. Overall turnover cycle increased by 4 days YoY to 124 days in 1HFY19, which was not very healthy compared to its peers
as well as its historical performance.

Figure-7: Esprit's Inventory & YoY Growth Figure-8: Esprit's Working Capital Turnover Cycle
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We forecast FY19-FY21 EPS to be HK$-1.213, HK$-0.609 and HK$-0.373, respectively. According to Esprit's latest
guidance, revenue is expected to decline by low double-digit percentage YoY in 2HFY19 due to 1) pressure from closure of
loss-making stores and 2) seasonality of the business, i.e. sales performance in the second half is normally not as good as it is
in the first half. Revenue decline in 1HFY19 and guidance on 2HFY19 revenue were both worse than expected, so we have
revised down FY19-FY21 revenue forecasts by 3.1%, 3.8% and 3.6%, respectively. The Company will continue to reduce
markdowns and promotions, which will benefit GPM. But on the other hand, the benefit is expected to be offset by investment in
improving product quality and a lower proportion of revenue from retail channels. Therefore the Company aims to maintain
GPM at a stable level YoY for 2HFY19. Since 1HFY19 GPM missed expectations, we revise down FY19-FY21 GPM forecasts
by 0.4 ppt, 0.4 ppt and 0.4 ppt to 50.9%, 51.0% and 51.1%. The Company expects to see a mid-to-high single-digit percentage
YoY reduction in regular operating expenses in 2HFY19, while this may lead to provision amounting to no more than HK$180
million in 2HFY19. We still expect to see operating loss during FY19-FY21 due to potential high exceptional costs, while the
loss is expected to gradually narrow down as a result of the Company's restructuring initiatives. Exceptional costs in 1HFY19
were significantly worse than expected, and therefore we revise up FY19 net loss by 81.5%.

Table-3: Key Assumptions and Adjustments

HKS mn OLD NEW CHANGE

FY19F FY20F FY21F FY19F FY20F FY21F FY19F FY20F FY21F
Revenue 13,707 13,119 12,726 13,285 12,622 12,271 (3.1%) (3.8%) (3.6%)
Gross profit 7,025 6,737 6,548 6,756 6,431 6,264 (3.8%) (4.5%) (4.3%)
Operating profit (1,705) (1,397) (1,256) (3,091) (1,562) (957) 81.3% 11.9% (23.8%)
Net profit (1,299) (1,061) (959) (2,358) (1,184) (725) 81.5% 11.5% (24.4%)
Basic EPS (HK$) (0.668) (0.546) (0.493) (1.213) (0.609) (0.373) 81.5% 11.5% (24.4%)
Gross margin 51.3% 51.4% 51.5% 50.9% 51.0% 51.1% (0.4) ppt (0.4) ppt (0.4) ppt
% A&P of turnover 6.1% 6.0% 5.9% 6.3% 6.3% 6.2% 0.2 ppt 0.2 ppt 0.2 ppt
% SG&A of turnover 63.7% 62.0% 61.3% 74.1% 63.3% 58.9% 10.4 ppt 1.3 ppt (2.5) ppt
Operating margin (12.4%)  (10.6%) (9.9%) (23.3%)  (12.4%) (7.8%) (10.8) ppt (1.7) ppt 2.1 ppt
Net margin (9.5%) (8.1%) (7.5%) (17.7%) (9.4%) (5.9%) (8.3) ppt (1.3) ppt 1.6 ppt

Source: the Company, Guotai Junan International.

Cut TP to HK$1.90 and maintain "Neutral" rating. The Company's business is still very challenging in spite of the
restructuring measures that Esprit is taking. We still haven’t seen any concrete financial improvement in the Company’s
business as a result of the restructuring program. The Company expects revenue to grow at a CAGR of mid-to-high single-digit
percentage during FY20-FY24, and expects EBIT to achieve breakeven in 2-3 years’ time. However, shrinking customer traffic
in the Company’s stores indicated weak customer recognition on the Esprit brand, which may be the biggest problem for
business recovery since it is very hard to alter customers’ preferences. Therefore, we remain cautious in the Company’s
business recovery expectations. We cut TP from HK$2.00 to HK$1.90 to reflect lower expectation on FY19 results. The new TP
reflects upside potential of only 3.8%, and therefore we maintain our investment rating at "Neutral".

Risks: 1) lower growth or decline in the global apparel industry, 2) competition from other fashion brands, 3) an increase in
channel inventory stock, 4) unexpected fluctuations in foreign exchange rates between the the EUR and HKD, and 5) potential
negative impact from the Sino-US trade war.
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Figure-9: Esprit’s P/S Ratio (Next Annual) Figure-10: Esprit’s PB Ratio (Next Annual)
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Table-4: Peers Comparison Table
Market EV/ Gross Operating
Company Last Cap PE(x) PB(x) ROE(%) D/Y(%) EBITDA(x) Margin(%) Margin(%)
Stock Code Currency price  HKDmn 17A 18F 19F 20F 17A 18F 19F 20F 18F 18F 18F 18F 18F
Apparel
Esprit* 330 HK HKD 1.83 3454 na na na na 04 05 06 07 (30.0) 0.0 0.2 50.9 (23.3)
H&M* HMB SS SEK  138.00 193,596 14.1 181 183 172 38 39 41 42 21.4 5.8 1.4 52.7 7.4
Inditex* ITX SM EUR 26.75 744,117 264 247 238 218 66 62 57 52 25.7 2.6 15.4 56.3 17.0
Fast Retailing* 6288 HK HKD 37.00 392,473 457 352 327 286 74 63 55 47 19.4 0.8 17.1 49.3 11.1
Giordano Intl 709 HK HKD 3.94 6,219 124 120 116 111 21 22 22 23 18.8 8.4 6.9 59.2 11.6
China Lilang 1234 HK HKD 7.60 9,101 130 105 9.0 80 24 22 20 19 22.7 6.8 6.5 41.2 27.7
Trinity 891 HK HKD 0.38 1,349 n.a. na. na. na. 0.3 na. na. na. n.a. n.a. n.a. n.a. n.a. Q
Bosideng 3998 HK HKD 1.57 16,781 323 229 171 134 16 14 14 13 6.6 8.1 23 46.4 10.4 g
La Chapelle 6116 HK HKD 4.90 4,411 43 51 44 na 06 05 05 na 1.1 12.2 n.a. 61.8 6.9 9
Cosmo Lady 2298 HK HKD 2.53 5705 142 132 113 96 13 12 11 1.0 9.9 2.7 5.7 42.6 9.2 8
Koradior 3709 HK HKD 9.50 4,620 158 n.a. na. na. 35 na. na na n.a. n.a. n.a. n.a. n.a.
1T+ 999 HK HKD 3.80 4544 146 106 81 71 15 13 12 11 13.1 5.0 31 63.5 8.8 =
Simple Average 193 169 151 146 26 26 24 25 11.9 5.2 7.6 524 8.7 ;\
Weighted Average 299 26.4 252 228 62 57 53 48 22.7 2.7 15.0 53.6 13.8 :ij
Sportswear "
Anta 2020 HK HKD 46.85 125,788 347 259 212 177 76 7.0 55 45 27.8 2.0 13.3 52.6 23.6 g’
361 Degrees 1361 HK HKD 1.57 3,246 62 62 54 54 05 05 04 04 6.8 5.8 1.3 41.3 15.4 %
Xtep 1368 HK HKD 5.45 12,226 251 159 137 124 19 19 18 17 11.9 3.6 75 437 16.2 i
Li Ning 2331 HK HKD 11.34 24,859 457 328 249 207 40 41 36 31 13.2 0.6 16.1 48.2 7.3 ;’;
China Dongxiang 3818 HK HKD 1.13 6,651 67 175 82 82 06 06 05 05 33 23 22.5 57.3 8.8 w
Simple Average 237 197 147 129 29 28 24 21 12.6 2.9 12.2 48.6 14.3
Weighted Average 340 255 204 171 63 59 47 39 23.3 2.0 13.5 51.3 20.0

Source: Bloomberg, Guotai Junan International.

* The financial year end date of H&M (HMB SS), Inditex (ITX SM), Fast Retailing (6288 HK) and I.T. (999 HK) is not 31st December. For easier comparison with peers,
“17A” means “FY18A” and “18F” means FY19F and so on for the aforementioned companies. For Esprit (330 HK), “17A” means “FY18A” and “18F” means FY19F and
S0 on.

Note: Esprit (00330 HK) is excluded in the calculation of 17A and 18F PER.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 30 Jun (HK$ m) 2017A 2018A 2019F 2020F 2021F Year end 30 Jun (HK$ m) 2017A 2018A 2019F 2020F 2021F
Total Revenue 15,942 15,455 13,285 12,622 12,271 Intangible Assets 2,851 2,063 2,161 2,111 2,060
Cost of Sales (7.712) (7,534) (6,529 (6,191) (6,006) Property, Plant and Equipment 1,900 1,571 1,140 807 483 9
Gross Profit 8,230 7,921 6,756 6,431 6,264 Debtors, Deposits and Prepayments 174 140 131 124 116 §
Deferred Tax Assets 822 524 503 488 478 %
Logistics Expenses (957) (1,029) (965) (927) (899) Other Non-current Assets 30 31 31 31 31 =
Marketing & Advertising Expenses (814) (900) (837) (791) (755) Total Non-current Assets 5,777 4,329 3,966 3,560 3,169 N
Other Income - Net (6,561) (8,245) (8,045) (6,276) (5,567)
Operating Profit (102) (2,253) (3,091) (1,562) (957) Inventories 2,540 2,296 2,135 2,071 2,030
Debtors, Deposits and Prepayments 1,438 1418 1,018 1,065 1,031
Finance Expenses (48) (31) (31) (30) (30) Tax Receivable 359 143 137 133 130
Interest Income 44 58 60 55 46 Bank Deposits with Maturities > 3
Profit Before Tax (106) (2,226) (3,062) (1,537) (941) Months 151 642 449 404 364
Income Tax 173 (328) 704 354 217 Cash & Cash Equivalents 5,070 3879 3,556 3,567 3434
Profit After Tax 67 (2,554) (2,358) (1,184) (725) Total Current Assets 9,558 8,378 7,296 7,241 6,989
Non-controlling Interest 0 0 0 0 0
Shareholders' Profit / Loss 67 (2,554) (2,358) (1,184) (725) Total Assets 15,335 12,707 11,262 10,801 10,158
Basic EPS 0.035 (1.346) (1.213) (0.609) (0.373)
YoY 220% na. (9.9%) (49.8%) (38.8%) Creditors & Accrued Charges 3,046 2,919 2,773 2,745 2,828
Provision for Store Closures and Leases 393 397 1,501 1,761 1,761
Tax payable 28 57 55 53 52
Cash Flow Statement Bank loans 0 0 0 500 500
Year end 30 Jun (HK$ m) 2017A 2018A 2019F 2020F 2021F Total Current Liabilities 3,467 3,373 4,329 5,059 5141
Profit Before Taxation (106) (2,226) (3,062) (1,5537) (941)
D&A 577 558 582 599 607 Retirement Benefit Obligations 0 26 0 0 0
Other Adjustments (66) 1,156 1,229 284 0 Deferred Tax Liabilities 325 282 265 257 257
Changes in Working Capital (486) o 264 (15) 154 Total Non-current Liabilities 325 308 265 251 251 %
Income Tax Paid (66) 120 712 363 228 %
Cash from Operating Activities (147) (298) (276) (307) 47 Total Liabilities 3,792 3,681 459 5317 5,398 §
2%
Capital Expenditure (257) (305) (239) (227) (221) Share Capital 194 189 189 189 189
Change in Bank Deposits 1,705 (489) 193 45 40 Reserves 11,349 8,837 6479 5.296 4571 Q
Others 224 % 0 0 0 Total Shareholders' Equity 11,543 9,026 6,668 5485 4760 |
Cash from Investing Activities 1,672 (698) (47 (182) (180) Minority Interest 0 0 0 0 0 EJ
Total Equity 11,643 9,026 6,668 5485 4,760 %
Purchase of Shares (33) (12) 0 0 0 %
Dividends Paid 0 0 0 0 0 E
Others 0 237) 0 500 0 Financial Ratios :Q)
Cash from Financing Actvities (33) (249) 0 500 0 W74 20184 2019F 2020F 2021F w
Gross Margin (%) 516 51.3 50.9 51.0 511
Net Changes in Cash 1,492 (1,245) (323) 1 (133) Operating Margin (%) (06) (146) (233) (124) (7.8)
Cash at Beg of Year 3485 5,070 3879 3,556 3,567 Net Margin (%) 04 (16.5) (17.7) (94) (5.9)
Foreign Exchange Effect 93 54 0 0 0 ROE (%) 06 (24.8) (30.0) (19.5) (14.2)
Cash at End of Year 5,070 3879 3,556 3,567 3434 ROA (%) 04 (182) (19.7) (10.7) (6.9)
ROCE (%) (16) (50.0) (116.1) (77.6) (65.5)
Payout Ratio (%) 0.0 0.0 0.0 0.0 0.0
Inventory Days 1251 174 1239 124.0 124.6
A/C Receivable Days 28.0 255 26.0 264 26.7
A/C Payable Days 416 353 371 34.7 343
Overall turnover cycle 1115 1074 112.8 115.8 1171
Net Gearing (%) Net cash Net cash Net cash Net cash Net cash
Current Ratio (x) 28 25 1.7 14 14

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 o
Buy SEN Relative Performance>15%; §
or the fundamental outlook of the company or sector is favorable. <
Accumulate 1S Relative Performance is 5% to 15%; T
or the fundamental outlook of the company or sector is favorable. 3
Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce YadE Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell S 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 MR Relative Performance>5%;
or the fundamental outlook of the sector is favorable.
Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform B AT 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. 2
(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT (02886 HK),VALUE A SHARE Py
(03095 HK),CAM SCSMALLCAP (03157 HK),HAITIANTIAN (08227 HK),CSOP MSCI-R (CNY) (83149 HK),Guotai Junan and its S

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

2

Report within the preceding 12 months. i€
(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this _i
Research Report. =
(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this &
Research Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group %
companies. S
T
5
)
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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, 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.

© 2019 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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