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China Eratat Sports Fashion Limited

There’s more to life than just sports wear

Maintain BUY

¢ Maintain BUY, target price $$0.30.

e Valuation is once again attractive, at 0.5x CY10 P/NTA, prospective
P/Es of less than 3x and prospective dividend yields of 7.5% to 9.7%.
That the Company mentioned an effort to pay out 20% of profit as
dividends was a surprise given that being small still, growth
opportunities are plentiful.

FY10 results above expectation

e FY10 sales and gross profit were in line with our expectations.
However, net profit came in 15% above our expectations as 4Q10
turned out better than we expected.

o The key variances were due to the expenses line. We had earlier
mentioned that the wild card to earnings would be A&P spend and
timing of such expenditure, 4Q10 expenses were lower than our
expectation. Also, tax rate came in lower than that which we
forecasted.

o Company declared a DPS of RMB0.0466 or 0.96Sing cts.

Results summary

Results summary

4QFY10  4QFY09  yoy Chg 3QFY10  goq Chg FY10 FY09  yoyChg
%) (%) %)
Revenue (RMB mil) 180.8 167.1 82 2294 (21.2) 898.7 .3 15.6
Gross profit (RMB mil) 458 186 (5.8) 64.2 (28.7) 2585 234.0 105
Net profit (RMB mil) 196 25.1 (21.9) 204 (.0) 9.6 1259 (23.3)
EPS (RMB cts) 47 06 686.7 49 (1) 233 304 (23.3)
NAV (RMB $) 129 107 204 124 38 129 107 204
Profit ratios
4QFY10  4QFY09  yoy Chg 3QFY10  goq Chg FY10 FY09  yoyChg
(ppts) (ppts) (ppts)
Gross profit margin (%) 253 29.1 (3.8) 28.0 @7 288 30.1 (1.3)
Net profit margin (%) 108 15.0 “2) 8.9 19 108 16.2 (5.4)
Balance sheet ratios
4QFY10  3QFYI0  2QFY10  1QFYI0  4QFY09  3QFY09  2QFY09  1QFY09
Net cash per share (Sing cts) 87 89 78 6.6 76 6.6 135 10.9
ROE (%)* 18.1 20.0 229 29.6 284 316 30.7 314
AR days 109 91 92 83 79 77 42 44
Inv Days 11 5 10 6 7 29 24 34
AP Days 18 1 20 9 8 15 28 24
Cash cycle (days)* 102 85 82 80 78 91 38 54
Current ratio (x) 7.0 6.9 54 6.7 83 58 4.1 4.3
Quick ratio (x) 6.7 6.8 5.2 6.5 8.0 5.1 38 37

* annualised where relevant
Source: Company, CIMB-GK Research

Key positives in FY10 results

o Eratat brand footwear and apparel sales rose 16%/35% respectively.

o Casual lifestyle wear share of revenue rose to 71% in FY10 versus
46% in FY09.

o ASP for Eratat brand footwear and apparel increased by more than
18% and 50% respectively.

Potentialpitfalls ..

o Key risk remains price competition in the industry. However, this is
mitigated by the Company’s successful transformation into the casual
lifestyle market. ERATAT has gotten two things right; firstly, expanding
product segments and target consumer age groups and secondly,
push towards brand equity so that the Group can continue its efforts to
raise ASP.

o Management remains cautious in managing working capital. While
receivables risk has increased with the longer credit period to support
distributors, inventory days have been kept low as the Company keeps
a watchful eye on its inventory.

Analyse this...
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Forecasts summary

FYE Mar 2009 2010 011F 012F 013F
Revenue (RMB m) ma3 898.7 10134 11289 1,3008
EBITDA (RMB m) 1503 1368 1451 1622 1856
EBITDA margins (%) 193 152 143 144 143
Pretax profit (RMB m) 1468 1320 1401 1571 1805
Net profit (RMB m) 1259 9.6 1023 1147 1318
EPS (RMB fen) 308 233 07 26 318
EPS growth (%) +21% -24% +6% +12% +15%
PIE(X) 21 28 21 24 21
FD EPS (RMB fen) 308 283 191 214 26
FDPIE (x) 21 28 34 31 27
(ross DPS (RMB fen) 15 41 49 55 64
Dividend yield (%) 23 71 75 84 9.7
PINTA () 07 05 05 04 03
ROE (%) 415 198 178 173 172
Net cash per share (RMB fen) 312 424 513 66.4 80.1
PICF (x) 21 21 26 23 20
EV/EBITDA (x) 06 07 07 06 05

Source: Bloomberg, Company, CIMB-GK Research

Peer valuation

Core P/BV ROE Div

Bloomberg Mkt cap P/E (x) x) (%) yield (%)

ticker (US$ m) CY2010 CY2011 CY2010 CY2010 CY2010
Anta 2020 HK 4,252 20.4 17.9 51 26.3 2.0
Dongxiang 3818 Hk 3,740 154 131 3.2 214 2.0
Li Ning 2331 HK 3,587 221 17.9 8.0 41.4 1.8
XTEP International 1368 HK 1,674 15.4 12.6 3.8 245 4.0
HK-listed peer average 18.3 15.4 5.0 28.4 2.4
Xingquan XISH Mk 108 2.7 2.2 0.8 38.4 5.5
Malaysia listed peer average 27 22 0.8 38.4 55
Hongxing CHHS sP 318 7.6 5.6 0.5 6.8 13
China Sports int CSPORT SP 60 4.5 0.9 0.4 9.6 3.9
China Eratat CERAT SP 40 2.7 2.4 0.5 18.3 7.4
Singapore listed peer average 5.0 3.0 0.5 11.6 4.2

Addidas ADS GR 10,391 17.6 13.4 20 11.8 14
ASICs 7936 JP 1,750 14.1 12.0 15 10.6 13
Mizuno 8022 JP 567 337 24.6 0.6 na 2.6
Nike NKE US 35,155 17.2 15.2 3.7 20.1 14
Global brandname peer average 20.6 16.3 2.0 14.2 1.7

Source: Bloomberg, Company, CIMB-GK Research

Ex-factory sales per sq m (RMB)

FY08 FY09 9M FY09 9M FY10 FY10

Source: Company

Corporate profile

® China Eratat is principally engaged in the design, manufacture and
distribution of lifestyle fashion footwear, and the design and
distribution of lifestyle fashion apparel under its well-established

proprietary brand “ERATAT” (K"
o With its strong focus on brand management, product development and

quality, the Group’s products are specially designed for a wide range
of activities catering to casual lifestyle and outdoor activities.
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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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