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Stock Profile/Statistics

We visited China Eratat's (CERAT) plant in Fujian, China last week.

E'T".‘)mberg Ticker CE%&%; Established in 1998, the company caters to the PRC mass-market sports and
Issued Share Capital (m) 41491  casual wear segment. CERAT is best remembered as the official sponsor for
gﬂzawgéfaﬂ'tf'gﬁéf’ggfm) 0.30] 721 2008 Olympics theme song and music video “/inili#1[H”, which helped to raise
Average Volume (3m) ‘000 " 205360 its Eratat brand profile in China. 9M10 revenue for the period ended Dec09
YTD Returns (%) (16.7)  was RMB700m, suggesting a market share of close to 1%.

Net gearing (x) Cash

Altman Z-Score 5.67 .

ROCE/WACC 1.9 Group strategy. Faced with an overcrowded sportswear segment, CERAT
Beta (x) 1.33 [P [PEp :

Book Value/share (S¢) 025 embarks on three key growth strategies: 1) repositioning towards a lifestyle

brand that allows for higher selling prices; 2) growing its apparel segment to
withstand margin pressure; and 3) partnering with state agencies to enhance

Major Sharehiolders cost effectiveness of its advertising efforts.

Lin Jiancheng/ Sunny Joy 29.29%
Ye Sanzhi 7.75%

CERAT’s strategies are starting to see promising results. 9M10 average
selling price for footwear and apparel were up 13% and 57% YoY, to
RMB72/pair and RMB73/item, respectively. Apparel made up around 39%
(9MO09: 33%) of Group’s revenue, helping to keep its gross margin at 30%

Share Performance (%) despite 1-2ppt margin contractions for individual segments.

Month Absolute Relative

im 12.9 5.8

3m (18.6) (21.0) Nationwide media reach. CERAT-sponsored Olympic music video was

o 3 e broadcasted intensively over 150 television stations across China in mid-08.
' ' Starting Feb 10, another CERAT-sponsored program will be shown every

6-month Share Price Performance Saturday on CCTV5, a nationwide channel, at 8pm over the next one year.

Bxd

028 Positive distributor sentiment. We met one of CERAT’s top 10 distributors

026 at its April Fall & Winter trade fair. Joined in 2008, the distributor operates 60

shops (4% of CERAT's total), of which 30+ are self-owned. Optimistic about

Eratat's outlook, he is looking to add another 20+ outlets by Dec 10.

H Nonetheless, he acknowledges industry-wide inventory problem and on-going

o price-competition.

012 Valuation. From Bloomberg, CERAT currently trades at 4x FY11E for year

26-Sep-09 26-Nov-09 26-Jan-10 26-Mar-10

ending Mar 11, a discount to China Hongxing’s 11x and China Sports’ 6x.

Valuation Comparison

Mkt  3m
Company Rating Price Cap Avg P/E (x) P/B (x) Yield (%)
Vol
5Apr S$'m S$m 09A 10E 11E O09A 10E 11E 09A 10E 1l1E

China Hongxing NR 0.145 406 3.90 149 112 9.1 047 045 043 14 24 31
China Sports NR 0.140 118 268 4.0 6.5 6.2 061 056 050 38 28 29

China Eratat NR 0.175 73 039 28 43 37080 Na Na 18 48 Na

Source: Bloomberg
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Advertising and Promotion

Popular artist Wang Lee
Hom has been CERAT’s
brand ambassador since
2001.
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CERAT management and
members behind the
Olympics theme song.

Source: Company

April Fall & Winter Trade Fair

Preview of CERAT-
sponsored program on
CCTV5 << Zdb -, £>>

An estimated 300+
participants

Source: DMG
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Plant in Quangang, Fujian

Source: DMG
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DMG & Partners Research Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months

Trading Buy: Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next 12 months

Take Profit: Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

This research is for general distribution. It does not have any regard to the specific investment objectives, financial situation and particular needs of
any specific recipient of this research report. You should independently evaluate particular investments and consult an independent financial adviser
before making any investments or entering into any transaction in relation to any securities or investment instruments mentioned in this report.

The information contained herein has been obtained from sources we believed to be reliable but we do not make any representation or warranty nor
accept any responsibility or liability as to its accuracy, completeness or correctness. Opinions and views expressed in this report are subject to
change without notice.

This report does not constitute or form part of any offer or solicitation of any offer to buy or sell any securities, DMGAPS and its affiliates, their
directors, connected person and employees may from time to time have interest and/or underwriting commitment in the securities mentioned in this
report.

DMG & Partners Securities Pte Ltd is a participant in the SGX Research Incentive Scheme and receives a compensation of S$7,500 per stock per
annum covered under the Scheme.

DMG & Partners Securities Pte Ltd is a joint venture between OSK Securities Berhad (a subsidiary of OSK Investment Bank Berhad) and Deutsche
Asia Pacific Holdings Pte Ltd (a subsidiary of Deutsche Bank Group). DMG & Partners Securities Pte Ltd is a Member of the Singapore Exchange
Securities Trading Limited.
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