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Belle International Holdings Limited (1880)
Upgrade “SELL “to “HOLD” and raise 12mth target price at HK$13.5
We’ve held a tele-conference with the management of Belle(1880) recently.

SSSG recovered in 2Q2012 from the bottom of 1Q2012
Belle(1880) recorded 2.8% SSSG in 1Q2012 for its footwear segment. Its
SSSG recorded mid-to-high single digit in April and May. We expect that its
2Q2012 SSSG will improve to 8%-9% compared with 2.8% in 1Q2012. We
maintain our full year SSSG at 7%.

Margin still under pressure
Although we agree that 1Q2012 has been a bottom for its sales, we still
cautious on gross profit margin and operating profit margin in the 1H2012.
The management has confirmed sales discount in the past several months was
heavier than last year. The slow ramp-up of retail sales and rising staff cost
will drag down operating profit margin. We expect that its operating profit
margin and net profit margin will drop 0.6ppt and 0.7ppt to 17.6% and 14.0%
respectively in FY2012 compared with18.2% and 14.7% in FY2011.

Valuation
We upgrade Belle from “SELL” to “HOLD” as we believe sales have been
bottomed in 1Q2012. We maintain our sales and EPS of Rmb35,200mn and
Rmb0.586 in FY2012 respectively, representing 21.6% yoy and 16.1%yoy
respectively in FY2012. The stock is trading at 19.0x 2012PE based on the
close price of HK$13.78. We raise our target price from HK$12.93 to
HK$13.5, based on the average of DCF value of HK$13.9 and 18x PE of
HK$13.023 in FY 2012. The target price of HK$13.5 represents 18.7 x PE of
2012.

Risks: 1) Better-than-expected SSSG;2)A faster rebound of China retail
sales.

Financial highlights

Yr end to 31 Dec
(Rmb mn) 2010A 2011A 2012F 2013F 2014F

Revenue 23,706 28,945 35,200 40,937 47,566
Chg (yoy) 20.0% 22.1% 21.6% 16.3% 16.2%
Net Income 3,425 4,255 4,939 5,528 6,391
Chg (yoy) 35.2% 24.2% 16.1% 11.9% 15.6%
Diluted EPS (Rmb) 0.406 0.504 0.586 0.655 0.758
Chg (yoy) 35.2% 24.2% 16.1% 11.9% 15.6%
P/E(x) - 22.13 19.00 17.19 14.90
NBV (Rmb) 2.029 2.303 2.740 3.235 3.810
P/B(x) - 4.85 4.07 3.45 2.93
DPS (Rmb) 0.310 0.126 0.147 0.162 0.187
Dividend yield - 0.9% 1.1% 1.2% 1.4%

Source: Belle, ABCI Securities estimates
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Stock performance

1M 3M YTD

Belle 15.03% -1.43% 1.77%

HSI Index 8.38% -5.20% 6.92%

HSCICG Index 3.78% -11.93% -0.67%
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SSSG recovered in 2Q2012 from the bottom of 1Q2012
Belle’s SSSG dropped to 8.2% in 4Q2011from double digits in previous
quarter, indicating a sharp slow-down of its footwear sales. Its SSSG further
dropped to 2.8% in 1Q2012 for its footwear segment. We believe 1Q2012 has
been the bottom for this financial year. Its SSSG recorded mid-to-high single
digit in April and May. We expect that its 2Q2012 SSSG will improve to
8%-9%. We maintain our full year SSSG at 7%.

Exhibit 1:Quarterly SSSG

ABCI estimate

1Q 2011 2Q 2011 3Q 2011 4Q 2011 1Q 2012 Apr 2012 May 2012 2Q 2012

Belle(Footwear) 22.0% 20.0% 18.5% 8.2% 2.8%

Mid-high single

digit

Mid-high single

digit 8%-9%

Daphne(Core brands) 1.0% 32.0% 23.0% 26.0% 22.0% >22%

mid-teen double

digit 12-15%

C.Banner - - 22.7% 12.2% 3.6% high single digit high single digit 9%-9.5%

Source: Belle, Daphne, C.Banner, ABCI Securities

Exhibit 2: Quarterly SSSG in 2010-1Q2012

Source: Belle,Daphne,C.Banner
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Belle: Financial Summary

Consolidated Income Statement

FY ended at 31 Dec (Rmb mn) 2010A 2011A 2012F 2013F 2014F

Turnover 23,706 28,945 35,200 40,937 47,566

Cost of sales (10,498) (12,389) (15,081) (17,463) (20,255)

Gross profit 13,208 16,556 20,118 23,474 27,311

Selling & Distribution Expenses (7,686) (9,213) (11,238) (13,203) (15,384)

Administrative expenses (1,620) (2,192) (2,675) (3,111) (3,615)

Other income 29 114 4 4 5

Other expenses 0 0 0 0 0

Other (losses)/gains 31 0 0 0 0

Profit from operations 3,963 5,265 6,209 7,165 8,316

Finance income 164 224 224 224 224

Finance (costs) (2) (19) (19) (19) (19)

Share of profit of associate 0 372 0 0 0

Profit before taxation 4,125 5,471 6,415 7,370 8,522

Income tax (701) (1,232) (1,475) (1,843) (2,130)

Profit Attributable to Equity Holders of the Company 3,425 4,255 4,939 5,528 6,391

Diluted EPS (Rmb) 0.406 0.504 0.586 0.655 0.758

Source: Belle, ABCI Securities estimates

Consolidated Balance Sheet

As of 31 Dec (Rmb mn) 2010A 2011A 2012F 2013F 2014F

PP&E 2,354 2,852 3,421 3,301 2,976

Leasehold land and land use rights 629 818 998 1,173 1,341

Intangible assets 2,713 2,790 2,736 2,681 2,625

Other assets 963 1,405 1,439 1,545 1,660

Total non-current assets 6,658 7,865 8,595 8,700 8,603

Inventories 4,859 6,517 7,966 9,438 10,938

Trade receivables 2,120 2,746 3,345 3,971 4,615

Structured bank deposits 2,732 3,369 3,706 4,077 4,484

Cash and cash equivalents 2,173 2,887 3,653 5,465 7,816

Other current assets 2,290 2,298 2,599 3,020 3,525

Total current assets 14,174 17,816 21,269 25,970 31,379

Total assets 20,832 25,681 29,864 34,670 39,982

Trade payables 1,106 1,248 1,511 1,790 1,886

Short-term borrowings 681 1,895 1,895 1,895 1,895

Other current liabilities 1,674 2,686 3,009 3,314 3,624

Total current liabilities 3,460 5,830 6,416 6,999 7,405

Total non-current liabilities 257 258 183 183 183

Total liabilities 3,717 6,087 6,598 7,182 7,588

Shareholders' equities 17,115 19,424 23,096 27,318 32,223

Minority interest 0 170 170 170 170

Book value per share (Rmb) 2.029 2.303 2.738 3.239 3.821

Net(debt) cash 1,492 991 1,757 3,569 5,921

Source: Belle, ABCI Securities estimates
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Consolidated Cash Flow Statement

Yr end to 31 Dec (Rmb mn) 2010A 2011A 2012F 2013F 2014F

Profit before tax 4,125 5,471 6,415 7,370 8,522

Depreciation and amortization 693 763 871 1,088 1,196

Interest expense 2 19 19 19 19

Interest income (132) (194) (224) (224) (224)

Others 11 21 (0) 0 0

Changes in working capital (1,648) (2,277) (1,910) (2,040) (2,360)

Income tax paid (401) (771) (1,475) (1,843) (2,130)

Operating cash flow 2,649 3,031 3,695 4,370 5,021

Purchase of PP&E (1,198) (1,664) (1,470) (1,023) (951)

Others 966 (257) (383) (435) (438)

Investing cash flow (232) (1,922) (1,854) (1,458) (1,390)

Dividend paid (1,603) (1,940) (1,267) (1,305) (1,486)

Other investing activities (312) 1,558 205 205 205

Financing cash flow (1,915) (382) (1,062) (1,100) (1,280)

Net increase in cash 502 728 779 1,812 2,351

Cash balance at year end 2,173 2,887 3,653 5,465 7,816

Key Financial Ratios

Yr end to 31 Dec 2010A 2011A 2012F 2013F 2014F

Revenue growth (%) 20.0 22.1 21.6 16.3 16.2

Net profit growth (%) 35.2 24.2 16.1 11.9 15.6

Gross profit margin (%) 55.7 57.2 57.2 57.3 57.4

Operating margin (%) 16.7 18.2 17.6 17.5 17.5

Net profit margin (%) 14.4 14.7 14.0 13.5 13.4

ROAE (%) 21.1 23.3 23.2 21.9 21.5

ROAA (%) 17.4 18.3 17.8 17.1 17.1

Inventory turnover days 153 168 175 182 184

Account receivable days 30 31 32 33 33

Account payable days 32 35 33 34 33

Net cash/ equity(%) 8.7 5.1 7.5 12.7 18.0
Dividend payout ratio (%) 76.3 25.0 25.0 25.0 25.0

Dividend yield (%) - 0.9 1.1 1.2 1.4

Source: Belle, ABCI Securities estimates
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of this research report, in whole or in part, hereby certify that all of the views
expressed in this report accurately reflect my personal view about the subject
company or companies and its or their securities. I also certify that no part of
my compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed in this report. I and/or my
associates has/have no financial interests in relation to subject company(ies)
covered in this report., as well as I and/or my associates do not serve as
officer(s) of listed corporation(s) covered in this report.

Disclosures of Interests
ABCI Securities Company Limited and/or its member companies (“ABCI”) may
pursue financial interests to the companies mentioned in the report.

Disclaimer

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient.
It is published solely for informational purposes and is not to be construed as a
solicitation or an offer to buy or sell any securities or related financial instruments. No
representation or warranty, either expresses or implied, is provided in relation to the
accuracy, completeness or reliability of the information contained herein. This report
should not be regarded by recipients as a substitute for the exercise of their own
judgment. Any opinions expressed in this report are subject to change without notice
and may differ or be contrary to opinions expressed by other business areas as a result
of using different assumptions and criteria. The analysis contained herein is based on
numerous assumptions. Different assumptions could result in materially different
results. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of
gathering, synthesizing and interpreting market information. ABCI Securities
Company Limited is under no obligation to update or keep current the information
contained herein. ABCI Securities Company Limited relies on information barriers to
control the flow of information contained in one or more areas within ABCI Securities
Company Limited, into other areas, units, groups or affiliates of ABCI Securities
Company Limited. The compensation of the analyst who prepared this report is
determined exclusively by research management and senior management (not
including investment banking). Analyst compensation is not based on investment
banking revenues, however, compensation may relate to the revenues of ABCI
Securities Company Limited as a whole, of which investment banking, sales and
trading are a part. The securities described herein may not be eligible for sale in all
jurisdictions or to certain categories of investors. The price and value of the
investments referred to in this research and the income from them may fluctuate. Past
performance is not necessarily indicative of future results. Foreign currency rates of
exchange may adversely affect the value, price or income of any security or related
instrument mentioned in this report. For investment advice, trade execution or other
enquiries, clients should contact their local sales representative. Neither ABCI
Securities Company Limited nor any of its affiliates, directors, employees or agents
accepts any liability for any loss or damage arising out of the use of all or any part of
this report. Additional information will be made available upon request.

Copyright 2012 ABCI Securities Company Limited

No part of this material may be (i) copied, photocopied or duplicated in any form by
any means or (ii) redistributed without the prior written consent of ABCI Securities
Company Limited.

Office address: ABCI Securities Company Limited, 13/F Fairmont House,
8 Cotton Tree Drive, Central, Hong Kong.
Tel: (852) 2868 2183


