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La Chapelle (6116.HK)

Multi-brand Strategy with High Dividend Payout Ratio

Hong Kong | Consumer | Company report

Investment Summary

- Low valuation. The stock is trading at 6.4x FY15 P/E. La Chapelle has already
submitted IPO application to China's Securities Regulatory Commission. If it's
successfully listed in A-share market, the company's valuation is expected to
improve.

- Large number of retail points. As at 30 June 2016, there were 8,483 retail points
in Mainland China. The retail points are operated directly. The growth in
revenue in 1H2016 was mainly attributable to the expansion of retail network
of the Group.

- The company carries out multi-brand strategy. The ratio to revenue of the top
two brands was decreasing year by year. The company reduced the reliance on
the top two brands and further spread the business risk.

- Development of the online business. In order to develop the online business, the
company invested in the famous website “Qigege” and Qigege operates the
company's online business in order to enhance the online distribution channels.

- Stable and high dividend payout ratio. The dividend payout ratio remained high
in past years. The company paid an interim dividend of RMBO0.35 (tax inclusive)
per share for the six months ended 30 June 2016.

Company Business

The revenue increased from RMB1,864 million in 2011 to RMB9,096 million in
2015 at a CAGR of 48.6%. The revenue was mainly from Tier 2 and Tier 3 cities.

The revenue of the Group in 1H2016 increased steadily from RMB4,225.7 million in
1H2015 to RMB4,809.3 million, representing an increase of 13.8%. The growth in
revenue in 1H2016 was mainly attributable to the expansion of retail network of
the Group. As at 30 June 2016, there were 8,483 retail points which were situated at
approximately 2,665 physical locations in Mainland China, increasing from 7,893 as
at 31 December 2015. The retail points are operated directly.

The profit for the period over 1H2016 amounted to RMB303.7 million, representing
a YoY increase of 4.8%.

The company paid an interim dividend of RMB0.35 (tax inclusive) per share for the
six months ended 30 June 2016. The dividend payout ratio remained high in the
past years.

Multi-brand Strategy

The company carries out multi-brand strategy. In addition to the wide range of
apparel products under the existing ten brands of the Group, namely La Chapelle,
Puella, Candie's, Vougeek, 7m, La Babité, La Chapelle Kids, Pote, MARC ECKO and
UlifeStyle and brands associated with the company (namely OTHERMIX, JACK
WALK and O.T.R etc.), the Group continues to look for opportunities to invest in
quality apparel brands and other retail consumer goods.
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KEY FINANCIALS

RMB mn FY14 FY15 FY16E FY17E
Sales 7,814 9,096 9,869 10,806
Net Profit 503 615 632 671
EPS, CNY 127 123 128 1.36
PER, x 86 95 61 58
BVPS, CNY 6.15 634 734 8.12
P/BV, x 19 1.8 11 1.0
ROE, % 231 198 182 175

Source: Company reports, Phillip Securities Est.
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The following table shows the revenue breakdown by brand for 1H2016 and

1H2015:
Six months ended 30 June
2016 2015

Revenue(RMB'000) % of total Revenue(RMB'000) % of total
La Chapelle 1,290,633 26.8% 1,443,744 34.1%
Puella 1,215,592 25.3% 1,195,096 28.3%
7m 736,830 15.3% 573,942 13.6%
La Babité 570,394 11.9% 387,381 9.2%
Candie's 347,222 7.2% 363,179 8.6%
Vougeek/Pote 201,948 4.2% 181,512 4.3%
La Chapelle Kids 47,582 1.0% 20,888 0.5%
UlifeStyle 199,131 4.1% — —
MARC ECKO 8,983 0.2% — —
OTHER MIX/OTHER CRAZY 177,916 3.7% 59,946 1.4%
JACK WALK/O.T.R 13,024 0.3% — —
Others 68 0.0% — —
Total 4,809,323 100.0% 4,225,688 100.0%

Source: Company reports, Phillip Securities (HK) Rede

The following table shows that the ratio to revenue of the top two brands was
decreasing year by year. The company reduced the reliance on the top two
brands and further spread the business risk.

% of Total Revenue of Top 2 Brands

2011 96.4%
2012 88.5%
2013 73.7%
2014 66.5%
2015 59.4%
1H2016 52.1%

Source: Company reports, Phillip Securities (HK) Resle

The Company Focuses on Mass-market Ladies’ Casualwear

The company focuses on mass-market ladies’ casualwear. Female consumers
become more independent, the influence by female consumers is expected to
increase. Mass market of womenswear is expected to maintain steady growth
in the future. As the quality of life increases and the women has higher
requirements in terms of appearance, less developed regions® market
potential is expected to be excavated.

The company believes that mass consumption continues to act as the key
driver of the development of consumer market, and online shopping becomes
the new normal trend for market development.

Online Business Development

The Group divides the online store into individual brand stores with more
products selling at the same price online as the physical stores. Revenue from
the online platform was RMB389.8m for 1H2016, accounting for 8.1% of total
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revenue for 1H2016 and representing an increase of 1.6% from the
percentage of total revenue in FY2015.

In order to develop the online business, the company invested in the famous
website “Qigege” and Qigege operates the company's online business in order
to enhance the online distribution channels.

The company's online sales volume was RMB317 million on the double 11th
day, increasing by 11% YoY. Together with the offline sales volume of
RMB194 million, the total sales exceeded RMB500 million. The brand ”La
Chapelle” ranked No.5 in Tmall ladies” wear with the sales volume of RMB161
million.

With the continuous development of e-commerce, the company's revenue
from online platform is expected to increase fast.

The Company Launched the Partnership Incentive Programme

La Chapelle launched the Partnership Incentive Programme at the beginning
of 2015 to let every clerk become partner of the store and share the
company's profit according to the store performance. The payment changes
from “fixed wages +commission” to “linked with sales performance”. The
wages are shared by the manager and the clerks of the store. It will enhance
the employees™ sense of belonging to the company, improve operational
efficiency and increase customer satisfaction and is beneficial to the
company s sales performance.

The Company Plans to Open Segafredo Cafés in the Retail
Points

In June 2016 La Chapelle announced that its wholly-owned subsidiary LaCha
Fashion acquired a 20.75 stake in TNPI for about US$3.75 million. In the
future, the Group may work with TNPI to set up Segafredo cafés in the retail
points of the Group, so that customers can enjoy quality life while shopping.
By doing this the company may increase offline sales and increase consumer
viscosity.

Price Reference of Raw Materials

The following chart shows the price reference of raw materials.
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Source: Wind, Phillip Securities (HK) Research
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Same Store Sales and GPM

Due to the general slowdown of the economy in China and weak recovery in
the consumer market, same store sales for physical stores of the Group
decreased by 4.98% YoY in 1H2016. Same store sales decreased by 0.8% YoY
in 1H2015 and decreased by 3.2% YoY in FY2015.

GPM decreased by 1.2% YoY to 67.0% in 1H2016, mainly due to the slight
decrease in average effective unit selling price in 1TH2016.

Inventory turnover days rose from 160 days in 1H2015 to 179 days in
1H2016, mainly as a result of higher precipitation and unstable temperature
in spring.

The company has established large retail network. However, influenced by
China's slowdown, SSSG seems to encounter bottlenecks. Whether the
company can use its large retail network and its popularity and find ways to
improve its same store sales performance and inventory turnover or not is
still under observation.

Business Outlook

The future development plans include increasing the proportion of retail
points with complementary lifestyle experience, allocating more resources to
support new brands, enhancing the brands’ influence on the market,
increasing the proportion of online sales, continuing to invest in relevant
brands related to apparels and so on.

In addition, La Chapelle has already submitted IPO application to China's
Securities Regulatory Commission. If it's successfully listed in A-share market,
the company's valuation is expected to improve.

Valuation

Accumulate Rating is given with TP of HK$9.80. We expect net profit growth
of 2.8%/6.1%, driven by 8.5%/9.5% revenue growth. Our TP of HK$9.80
represents 6.8/6.4x FY16E/FY17E P/E.(Closing price as at 24 February 2017)

La Chapelle Trading PE band
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Risk

The weak consumer market environment due to China's slowdown;
The ladies-wear industry in China faces intense competition;
Change in fashion trend and consumer tastes.
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Financials
FYE FY13 Fy14 FY15 FY16E FY17E
Valuation Ratios
P/E - 8.6 95 6.1 58
P/B -- 19 1.8 11 1.0
Per Share Data(RMB)
EPS -- 1.27 1.23 1.28 1.36
Book Value Per Share - 6.15 6.34 7.34 8.12
Dividend Per Share - 0.60 0.75 0.77 0.82
Growth & Margins (%)
Growth Rates
Revenue 60.8% 25.5% 16.4% 8.5% 9.5%
Operating profit 61.7% 24.6% 12.8% 8.3% 5.8%
Net Profit 56.7% 23.6% 22.2% 2.8% 6.1%
Margins
Gross profit margin 68.8% 68.7% 68.1% 67.5% 68.0%
Operating profit margin 9.5% 9.4% 9.1% 9.1% 8.8%
Net profit margin 6.5% 6.4% 6.8% 6.4% 6.2%
Key Ratios
ROE(%) 44.6 23.1 19.8 18.2 175
ROA(%) 13.0 105 10.6 10.0 9.9
Income Statement(RMB mn)
Revenue 6,225 7,814 9,096 9,869 10,806
Gross profit 4,283 5,365 6,198 6,661 7,348
Operating profit 589 734 829 898 949
EBT 553 684 879 898 949
NetIncome 407 503 615 632 671

Source: Company, Bloomberg, Phillip Securities (HK) Research Estimates

(Financial figures as at 24 Feb 2017)
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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 +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-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.
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