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China Eratat Sports Fashion Limited

Maintain BUY

» Maintain BUY, target price S$0.39. Forecasts unchanged.

o We expect 2HFY10 net profit to fall 33% yoy due to higher selling and
general expenses and higher tax rate. Pre-tax profit decline could be
lower at 22% yoy.

o Fund raising can be expected if valuation improves as the Company
still has room to grow.

9M results within expectation

* IMFY10 net profit/sales formed 76.2%/80.5% of our full year forecast
respectively.

o We were not surprised by the sharp 48.3% yoy decline in 3Q10 net
profit as this was due to higher A&P for brand repositioning and higher
effective tax rates which we had previously flagged in our 2Q10 results
commentary.

o Effective tax rate was again slightly higher at 27.5% versus our
expectation of 27.0%.

Results summary

3QFY10  3QFY09  yoyChg  2QFY10  qogChg  OMFYL0  OMFY09  yoyChg
(%) (%) (%)

Revenue (RMB mil) 2294 2216 08 2288 03 7179 6102 176
Gross profit (RMB mil) 64.2 69.9 ©82) 66.5 (35) 2128 1854 148
Net profit (RMB mil) 204 402 (49.2) 212 @37 7.0 100.9 (237)
EPS (RMB cts) 49 97 (49.3) 511 @37 186 247 (25.0)
NAV (RMB'$) 124 103 208 1.19 42 1.24 1.03 204

Source: Company, CIMB-GK Research

Profit ratios
3QFY1I0  3QFY09  yoyChg  2QFY10  qoqChg  9MFYI0  9MFY09  yoyChg

in ppt in ppt in ppt
Gross profit margin (%) 28.0 30.7 @2.7) 29.1 (1.1) 296 304 0.7)
Net profit margin (%) 8.9 17.7 (8.8) 9.3 (0.4) 10.7 165 (5.8)

Source: Company, CIMB-GK Research

Balance sheet ratios
3QFY10 2QFY10 1QFY10 4QFY09 3QFY09 2QFY09 1QFY09

Net cash per share (Sing cts) 838 78 6.6 76 6.6 135 109
ROE (%)* 20.0 229 29.6 284 316 30.7 314
AR days 91 92 83 79 ” 42 44
Inv Days 5 10 6 7 29 24 34
AP Days 11 20 9 8 15 28 24
Cash cycle (days)* 85 82 80 78 91 38 54
Current ratio (x) 6.9 54 6.7 83 58 41 43

Quick ratio (x) 6.8 5.2 6.5 8.0 5.1 38 37
Source: Company, CIMB-GK Research
* annualised where relevant

Progress ...

e On 13" January, China Eratat announced that it will be seeking
shareholders’ approval in July 2010 to change its name to “China
Eratat Fashion Limited” from its previous name of “China Eratat Sports
Fashion Limited”. As at 9M10, ‘casual’ products’ contribution to
revenue increased to 68% of sales versus 41% in 9M09.

e On branding, we understand that the Group is exploring a new TV
program with CCTV in 1HCY10. The difference this time is that this
could be on a national scale. We believe the time is ripe for China
Eratat to adopt a “fresh” advertising campaign.

o ASP continues to increase with Eratat brand footwear ASP up 18%
yoy and Eratat brand apparel up 50% yoy. We expect further ASP
increase as the brand positioning improves.
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Potential pitfalls ...

o On risks, our key concern remains cash management. China Eratat
has announced that it has decided to postpone the expansion plan for
production facilities. Instead, the unused funds will be allocated to
working capital purpose.

 Given the ongoing strategizing of its retail points and plans to increase
the number of mega stores which will be supported via longer credit
period granted to distributors, working capital requirements will rise.

o A&P expenses could be a wild card too as the new advertising
program is on a national scale and will likely cost more.

Forecasts summary

FYE Mar 2008 2009 2010F 2011F 2012F
Revenue (RMB m) 453.0 7773 892.2 1,024.0 11824
EBITDA (RMB m) 83.6 1503 1423 1775 2132
EBITDA margins (%) 184 193 16.0 173 18.0
Pretax profit (RMB m) 80.2 146.8 1384 173.8 209.7
Net profit (RMB m) 70.2 125.9 100.4 126.8 1531
EPS (RMB fen) 242 308 242 306 36.9
EPS growth (%) +73% +21% -21% +26% +21%
PIE (x) 36 28 36 29 24
EPS (RMB fen) 242 308 242 237 285
FD PIE (x) 36 28 36 37 31
Gross DPS (RMB fen) - 15 4.8 - -

Dividend yield (%) - 17 55 - -
PINTA (x) 18 09 07 0.6 05
ROE (%) 724 415 207 216 21.0
Net gearing (%) (2.8) (34.8) (3L1) (35.0) (37.9)
Net cash per share (RMB fen) 16 372 39.2 54.9 734
PICF (x) 35 28 35 28 23
EV/EBITDA (X) 25 14 15 12 10

Core 3-yr EPS P/BV ROE Div

Bloomberg Mkt cap PIE (x) CAGR (x) (%) yield (%)

ticker (US$ m) CY2010 CY2011 (%) CY2010 CY2010 CY2010

Anta 2020 HK 3,414 16.6 135 246 39 255 24
Dongxiang 3818 Hk 3,743 15.0 131 16.2 29 211 20
Li Ning 2331 HK 3,338 195 171 226 6.6 38.0 21
XTEP i 1368 HK 1,433 15.9 130 188 36 239 4.1
HK-listed peer average 167 142 20.6 42 271 26

Xingquan XISH Mk 102 27 22 88 08 384 56
Malaysia listed peer average 27 22 88 08 384 56

Hongxing CHHS SP 348 8.4 6.1 *9) 06 6.8 12
China Sports int CSPORT SP 102 82 76 na 05 6.6 22
China Eratata CERAT SP 53 3.0 25 231 0.6 214 56
Singapore listed peer average 65 54 9.1 06 116 30

Addidas ADS GR 10,743 154 154 341 22 124 13
ASICs 7936 JP 1,997 154 132 20.6 18 110 11
Mizuno 8022 JP 637 16.2 173 282 0.7 39 22
Nike NKE US 31,502 16.2 143 85 34 19.0 16
Global brandname peer average 15.8 15.0 228 2.0 11.6 16

Source: CIMB-GK Research, Bloomberg
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RETAIL RESEARCH RECOMMENDATION FRAMEWORK

STOCK RECOMMENDATIONS

SECTOR RECOMMENDATIONS

BUY: The stock's total return is expected to be +15% or better over the next
three months.

OVERWEIGHT: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total returns of +15% or
better over the next three months.

HOLD: The stock's total return is expected to range between +15% and -15%
over the next three months.

NEUTRAL: The industry, as defined by the analyst's coverage universe, has
either (i) an equal number of stocks that are expected to have total returns of
+15% (or better) or -15% (or worse), or (i) stocks that are predominantly
expected to have total returns that will range from +15% to -15%; both over the
next three months.

SELL: The stock's total return is expected to be -15% or worse over the next
three months.

UNDERWEIGHT: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total returns of -15% or
worse over the next three months.
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