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L'OCCITANE (973 HK)

Influential Celebrity Endorsement

Hong Kong | Cosmetics | Company report

Investment Summary

- L'Occitane is a global cosmetics company. FY2016 annual report shows that
L'Occitane has 2,924 retail locations and 1,463 stores operated directly by the
Group.

- The products are made from natural ingredients. About 90% of their products
contained at least 90% naturally derived ingredients.

- Own E-commerce channel continued to outperform. As compared to last year,
the Group’s own E-commerce channel grew by 11.8% at constant exchange
rates, equivalent to 11.0% of the total retail sales.

- Celebrity endorsement is very influential. The company may cooperate with a
more influential super-popular Asian star to be the second brand ambassador
soon, and the celebrity endorsement may help the company achieve better
online and offline sales in the future.

Company Business

L'Occitane is a global, natural and organic ingredient-based cosmetics and well-
being products retailer. The Group has four brands (L'Occitane en Provence, Melvita,
Erborian and L'Occitane au Brésil) in its portfolio and is committed to developing
and retailing high quality products that are rich in natural and organic ingredients
of traceable origins and respect for the environment.

The GPM is high and maintained above 80% in recent years. The debt-to-assets
ratio remained at about 28%.

The Group’s net sales at reported rates were €1,323.2 million, grew by 3.2% over
the same period last year, thanks to positive foreign currencies impact. At constant
exchange rates, sales growth was 1.7%. The following chart shows the net sales
breakdown of different markets in FY2017.
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KEY FINANCIALS

EUR mn FY15 FY16 FY17E FY18E
Sales 1,178 1,283 1,323 1,403
Net Profit 122 110 118 132
EPS, EUR 0.083 0.075 0.080 0.090
PER, x 282 270 221 198
BVPS, EUR 0.58 058 063 0.69
P/BV, x 3.7 3.8 2.8 2.6
ROE, % 152 13.0 133 137

Source: Company reports, Phillip Securities Est.
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In FY2017, Brazil remained the fastest growing country with 18.4% growth,
followed by China with 11.0% growth (both in local currencies). Japan posted
a growth rate of 15.5% at reported rates due to strengthening Japanese Yen.
Sales continued to improve in the UK, with dynamic growth in E-commerce,
TV and wholesale channels.

Stores Worldwide

FY2016 annual report shows that L'Occitane had 2,924 retail locations and
1,463 stores operated directly by the Group (shown in the following picture).
For FY2017, the Group maintained its selective global retail expansion with
51 net stores opened (FY2016: 79).
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Made from Natural Ingredients

About 90% of their products contained at least 90% naturally derived
ingredients. The company is also committed to avoiding all hazardous and
potentially hazardous materials, ensuring that their customers enjoy
products made at a high standard that is both environmentally friendly and
safe.

Sales is Mainly Contributed by Sell-out Business Segment

Sales is mainly contributed by Sell-out business segment. The Sell-out
business segment accounted for 75% of the Group’s total sales in both
FY2016 and FY2017 and the Sell-in business accounted for 25%. The Sell-out
business prices are higher. The company will strengthen digital marketing in
the future and interact more with young consumers to increase online and
offline sales. L'Occitane has begun to cooperate with TMALL since December
2014.
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Celebrity Endorsement Effect

In 2016, L'Occitane strategically cooperated with the famous host and singer
Xue Zhigian who is actively involved in different variety shows and he
became the first brand ambassador in mainland China. Endorsement period is
from end of October 2016 to 14 February 2017, covering "Double Eleventh
Day" and Valentine's Day. The endorsement achieved very good results.

Celebrity endorsement is very influential and helps attract more young
consumers. The company may cooperate with a more influential super-
popular Asian star to be the second brand ambassador soon, and the celebrity
endorsement may boost online and offline sales in the future.

E-Channel Business and Same Store Sales

Own E-commerce channel continued to outperform. As compared to last year,
the Group’s own E-commerce channel grew by 11.8% at constant exchange
rates, equivalent to 11.0% of the total retail sales. On Double Eleventh Day
last year, sales of L'Occitane’s flagship store increased by about 70%. The
development levels of E-commerce are different among different geographic
areas. The percentage guidance of E-commerce business will be 25% of Sell-
out business in the future.

The Group’s same store sales for FY2017 decreased by 1.3%, yet still
improved from -1.7% for the first nine months ended 31 December 2016.
Same store sales may improve in the long run.

Multi-brand Strategy and Cross-border Cooperation

The company implements multi-brand strategy and the emerging brands
Melvita and L’Occitane au Brésil recorded good growth in France, Japan and
Brazil.

In 2HFY2016, the company and the French dessert brand Pierre Hermé
launched a cross-border cooperation and developed a new product line
including perfume, candles and other limited edition products. They may
continue to cooperate in the future and it may improve sales in Asian market
again.

Valuation

Accumulate Rating is given with TP of HK$17.00. We expect net profit growth
of 7.1%/12.0% in FY2017/FY2018, driven by 3.2%/6.0% revenue growth.
Our TP of HK$17.00 represents 24.6/21.9x FY2017E/FY2018E P/E. (Closing
price as at 17 May)
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L'OCCITANE Trading PE band
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Risk

FX fluctuations;
Fierce competition in cosmetics industry.

Page | 4 | PHILLISECURITIES (HK) RESEARCH




:
P PhillipCapital

(Nolea) V:\\ | WYL Y] Company report

Financials

Year-end March FY14 FY15 FY16 FY17E FY18E
Valuation Ratios

P/E 24.1 28.2 27.0 22.1 19.8
P/B 3.8 3.7 3.8 2.8 2.6
Per Share Data(EUR)

EPS 0.061 0.083 0.075 0.080 0.090
Book Value Per Share 0.510 0.580 0.580 0.625 0.689
Dividend Per Share 0.021 0.063 0.029 0.030 0.034
Growth & Margins(%)

Growth Rates

Revenue 1.1% 11.7% 8.9% 3.2% 6.0%
Operating profit -16.0% 23.5% 2.4% 1.2% 11.0%
Net Profit -27.2% 37.0% -9.8% 7.1% 12.0%
Margins

Gross profit margin 81.1% 81.8% 82.8% 81.8% 82.0%
Operating profit margin 12.6% 13.9% 13.1% 12.9% 13.5%
Net profit margin 8.5% 10.4% 8.6% 8.9% 9.4%
Key Ratios

ROE (%) 12.0 15.2 13.0 13.3 13.7
ROA(%) 9.5 10.7 9.2 9.9 10.4
Income Statement(EUR mn)

Revenue 1,055 1,178 1,283 1,323 1,403
Gross profit 856 963 1,062 1,082 1,150
Operating profit 133 164 168 170 189
EBT 119 168 158 169 188
Net Income 89 122 110 118 132

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

(Financial figures as at 17 May 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 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.
© 2017 Phillip Securities (Hong Kong) Limited
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