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Rating 4.00 Reduce

- Previous Rating N/A Not Rated

Target Price (HKD) 0.33
Company Profile - Previous Target Price (HKD) N/A
Veeko International is engaged in the trade, manufacture and Closing Price (HKD) 0.35
wholesale ladies apparel under brandnames Veeko and Wanko. Expected Capital Gains (%) 57%
The Group has launched chain cosmetics retail business in Oct Expected Dividend Yield (%) 2.0%
2004 and established Colourmix stores. As of the end of Sep Expected Total Return (%) 17%
2013, the Group has 201 Veeko/Wanko outlets and 70 Colourmix .
outlets in Hong Kong, Macau and China. Market _Cap' (HKD mn) 809

Enterprise Value (HKD mn) 832

3M Average Daily T/O (mn) 9.5

52 w eek range (HKD) 0.199-0.4
Investment rationales Closing Price in 52 w eek range
Cosmetics business continues to expand, offsetting sluggish 0% 50% 100%
fashion business: For the interim results ended Sep 13, the 0.45 - 120
Group’s cosmetics business recorded operating profit of HKD20.9 0.40 |
mn, up 97.1% YoY. In the same period, operating profit for fashion 0.35 1 [ 100
business fell 81.2% YoY to HKD1.4 mn. The Group’s overall 0.30 1 t 80
operating profit surged 25% YoY to HKD22.3 mn. The Group 0.25 1 L 60
started cosmetics retail business since 2004, which has already 0.20 1
accounted for 93.9% of total operating profit. We believe the Group 8'18 ] [ 40
will invest more resources in the cosmetics business, which is in 0.05 [ 20
the high-growth phase, in the future, to offset the downturn of 0.00 —— T A e — - 0
fashion business. Cosmetics business has become a key growth d 5§25 g g9 &g s g
driver for the Group. 5 5 5 B 5 5 .(3 5 5 .(3 .(3 .E :
Cosmetics business performed well in past years: The Group S Volume, mn T UTSHK Equly. - TS
has increased its cosmetics stores, Colourmix, to 66 by the end of Key Financial Sum mary
Mar 13 from 37 by the end of Mar 10, 8-12 stores were added
each year. The 3-year CAGR for revenue was 41.3%, 3-year FYEMAR Fvlz P13 FY14E  FYISE
CACR for operating profit was 27.3%, 3-year CAGR for sales per Revenue (HKD mn) 1,280 1,409 1,674 1,889
store was 16.3%, 4-year average of SSSG was 12.5%, reflecting Net Profit, adj. (HKD mn) 57 31 42 59
the Group has gained good progress in the cosmetics business in EPS, ad. (HKD cents) 261 139 184 242
past few years, and brought decent return to investors. But look at
the FY13 figures only, the Group’s operating profit for cosmetics PIE(X) 4 155 17.9 187
business recorded the first setback in 5 years. SSSG recorded a P/B (X) 0.7 08 12 11
rare single digit of 7.3%. Management attributed it to some DPS (HKD cents) 1.50 1.40 1.40 1.40
turnover decreased inevitably due to renovation of some outlets, Div Yield (%) 7.8% 6.5% 4.2% 4.2%

some outlets were moved due to unreasonable rentals increment,
which resulted in more expenses for restoration and depreciation
and decrease in gross margin. But management said the effect

Source: Bloomberg, PSR est.
Valuation Method

- e ; PE

was temporary and remained optimistic for the business outlook

after renovation. The latest interim results confirmed the

management's confidence, SSSG of cosmetics business rose to Analyst
Dennis Wu

21% high level, gross margin rebounded to 37.2% (vs. 1HFY13:
37.5% and FY13: 36.4%). The operating profit of cosmetics
business was nearly doubled.
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Scale just after Sa Sa, but operational efficiency nee  ds to be
improved: The Group currently has 68 cosmetics stores (vs. Sa
Sa: 103 stores and Bonjour: 45 stores). But its operational
efficiency was significantly weaker than the peers. For the latest
interim results, the Group’s sales per store was ~HKD6.5 mn (vs.
Sa Sa: HKD30.4 mn and Bonjour: HKD28.6 mn). The Group’s
operating profit margin was 4.6% only (vs. Sa Sa: 12.0% and
Bonjour: 10.4%). Nevertheless, Sa Sa and Bonjour opened their
first store in 1990 and 1991 respectively. Their management
accumulated relatively more experience. We believe Colourmix has
relatively more room for growth. Indeed, operating profit margin of
Colourmix has been up from 4.1% in FY09 to 5.7% in FY13 (vs. Sa
Sa improved from 10.3% in FY09 to 12.9% in FY13). Sales per
store for Colourmix climbed from HKD6.7 mn in FY09 to HKD12.6
mn in FY13 (vs. Sa Sa’s rose from HKD49.1 mn in FY09 to
HKD61.5 mn in FY13). With a lower base, Colourmix has a larger
room for growth.

Valuation: Veeko is trading at trailing P/E of 25.2x (excluded non-
recurring items). Driven by cosmetics business, we expect the
Group's core EPS to reach HKD 1.84/2.42 cents in FY14/FY15, up
32.4%/31.5%, FY15 earnings will be close to FY12 level. Following
the Group posted FY14 interim results, its valuation discount to Sa
Sa Int'l became smaller significantly, which is believe to be due to
the decent performance of its cosmetics business attracted
investors' attention. If the Group's cosmetics business kept a
desirable growth, we believe the valuation discount to peers will be
further narrowed. Sa Sa Int'l is now trading at FY14 P/E est. of
20.2x. Given Veeko's smaller size, weaker operational efficiency
and higher operating risk being dragged by fashion business, we
give a target price of HKD0.33, equivalent to FY14/FY15 forecast
P/E of 18x/13.6x. We give a "Reduce" rating with downside
potential of 5.7%. Veeko's share price has recorded an increase of
59% in last 3 months, we suggest investors to wait for a better
buying opportunity.

Fig.1 5-year P/E band Fig.2 P/E valuation discount to Sa Sa (178.HK)
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Fig.3 Revenue projections

FYE MAR FY10 FY11l FY12 FY13 FY14E FY15E
Sales (HKD mn)

Fashion 591 624 592 576 579 593
Cosmetics 295 488 687 833 1,095 1,296
SalesYoY growth (%)

Fashion -4.1% 5.5% -5.1% -2.8% 0.5% 2.4%
Cosmetics 70.2% 65.4% 41.0% 21.2% 31.5% 18.4%
Operating profit (HKD mn)

Fashion 25 48 35 14 3 3
Cosmetics 16 25 36 33 55 66
Operating margin (%)

Fashion 4.2% 7.7% 6.0% 2.5% 0.5% 0.5%
Cosmetics 5.5% 5.2% 5.2% 4.0% 5.0% 5.1%
SSSG (%)

Fashion (HK & Macau) N/A 8.0% 4.6% 9.0% -2.0% -1.0%
Cosmetics 12.2% 16.2% 14.4% 7.3% 21.9% 9.9%
No. of store

Fashion (HK & Macau) 72 70 69 77 82 84
Cosmetics 37 45 57 66 73 81
Sales per store (HKD mn)

Fashion (HK & Macau) 4.7 5.3 54 5.0 4.8 4.8
Cosmetics 8.0 10.8 12.1 12.6 15.0 16.0
Sales per store YoY growth (%)

Fashion (HK & Macau) -4.7% 11.4% 3.4% -1.4% -4.5% 0
Cosmetics 19.6% 36.0% 11.3% 4.6% 18.9% 6.7%

Source: PSR, Company reports
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Fig.4 Peers comparison for cosmetics business

Name Stock code  Year end Mkt Cap FY14P/E No. of store Sales per store SSSG Operating profit
HKD mn est. (X HK & Macau HKD mn % margin (%
Sa Sa 178.HK MAR 21,121 20.3 103 30.4 13.0% 12.0%
Bonjour 653.HK Dec 4,595 13.8 45 ~28.6 18.8% 10.4%

* Dataare from latest interim results
* Sales per store are half-year figures

Source: PSR, Bloomberg, Company reports

Fig.5 Operating profit breakdown
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Major risks

Fashion business turns to loss
Rental costs surge
Gross margin drops

Inventory levels soar
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Financial Status

FYE MAR FY11 FY12 FY13 FY14E FY15E
Valuation Ratios

P/E (X), ad]. 10.1 7.4 15.5 17.9 13.7
P/B (X) 1.2 0.7 0.8 1.2 1.1
Dividend Yield (%) 5.2% 7.8% 6.5% 4.2% 4.2%
Per share data (HKD cents)

EPS, reported 3.36 2.79 2.44 1.84 2.42
EPS, adj. 3.22 2.61 1.39 1.84 2.42
DPS 1.70 1.50 1.40 1.40 1.40
BVPS 28.22 27.41 27.99 28.03 30.08
Growth & Margins (%)

Growth

Revenue 25.4% 15.1% 10.1% 18.8% 12.9%
EBIT 154.4% -3.6% -7.1% -16.2% 33.1%
Net profit, ad;. 80.2% -11.2% -45.7% 35.0% 34.0%
Margins

Gross profit 54.6% 51.4% 47.9% 45.5% 44.2%
EBIT 6.3% 5.3% 4.5% 3.1% 3.7%
Net profit, adj. 5.8% 4.4% 2.2% 2.5% 3.0%
Key Ratios

ROE (%) 13.1% 9.8% 5.1% 6.6% 8.4%
Total debt/ equity (%) 3.1 10.3 12.3 16.5 151
Asset turnover (x) 1.9 1.9 1.9 2.1 2.2
Inventory days 159.2 154.9 163.4 151.7 1475
Account receivable days 15.4 14.7 14.7 14.3 13.9
Account payable days 43.4 33.6 33.4 30.4 28.5
Income Statement (HKD mn) FY11 FY12 FY13 FY14E FY15E
Revenue 1,111 1,280 1,409 1,674 1,889
COGS (505) (621) (734) (911) (1,054)
Gross profit 606 658 675 762 834
SG&A (552) (601) (635) (720) (774)
Other income 16 10 23 10 10
EBIT 70 68 63 53 70
Net finance costs Q) Q) 2) ) 2)
Other items 3 3 6 0 0
Associates & JVs 0 0 0 0 0
Profit before tax 72 69 67 51 68
Tax ®) (8 12 9 (12)
Profit after tax 67 61 54 42 56
Non-controlling interest 0 0 0 0 0

Net profit, reported 67 61 54 42 56
Net profit, ad;. 64 57 31 42 56

Source: PSR
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Balance Sheet (HKD mn) FY11l FY12 FY13 FY14E FY15E
PP&E 149 166 156 166 170
Goodwill 0 0 0 0 0
Associates & JVs 0 0 0 0 0
LT Investments 0 0 0 0 0
Others 65 78 80 73 75
Total non-current assets 214 243 235 239 245
Inventories 228 299 358 400 452
Accounts Receivables 52 51 63 69 75
ST investments 2) Q) 0 1 2
Cash or equivalents 118 106 83 80 84
Others 34 36 43 44 45
Total current assets 429 492 546 594 658
Total Assets 644 735 782 833 903
ST loans 10 58 75 69 70
Accounts Payables 59 69 76 83 90
Others 4 6 3 3 4
Total current liabilities 72 133 154 155 164
LT loans 8 4 1 36 35
Others 5 2 5 6 7
Total non-current liabilities 13 5 6 42 42
Minority Interests 2) Q) 0 1 2
Shareholder Equity 561 598 622 635 695
Source: PSR
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within + 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.

© 2014 Phillip Securities (Hong Kong) Limited
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