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1H2022 net revenues up by double-digit, exceeded pre-pandemic levels
Hong Kong | Luxury Retail Brand

Company Profile

The Prada Group (1913) is a leading business in the luxury goods industry, where it operates
with the Prada, Miu Miu, Church’s and Car Shoe brands producing and distributing leather
goods, footwear and apparel. It also operates in the food industry with Marchesi 1824, in
the most prestigious sailing races with Luna Rossa and in the eyewear and fragrance
industries under licensing agreements.

The Prada owns 23 manufacturing plants (20 in Italy, 1 in the United Kingdom, 1 in France
and 1 in Romania) and its products are sold in 70 countries worldwide, primarily through
directly operated stores. The Prada Group's products are also sold directly through the
brands' e-commerce activity and indirectly by selected prestigious department stores,
independent retailers in very exclusive locations, and important e-tailers.

1H2022 net revenues up by 22.5% at constant exchange rates

For the 1H2022, Prada Group generated net revenues of EUR1,900.9mn, up by 22.5% at
constant exchange rates from those of the 1H2021 and by 22.2% from 1H2019, exceeded
pre-pandemic levels. At current exchange rates, the 2021 performance was boosted by
26.6% growth. The recurring operating result for the period, or EBIT Adjusted, was
EUR331mn, whereas in increased by 99.4% compared to 1H2021 (EUR165.9mn). The EBIT
Adjusted was also considerably higher than 119.8% that of the 1H2019 (EUR150.5mn). Profit
attributable to shareholders was EUR188.3mn, an increase of 93.6% YoY. Basic EPS were
EURO0.074 (1H2021: EUR0.038), an increase of 94.7%.

By distribution channels segment, sales of the retail channel had double-digit growth of
26.4% (at constant exchange rates) against the same period of 2021; the increase was 37.7%
versus the same period of 2019. Direct e-commerce sales (included in the above results) in
the first half rose by 29.1% versus the same period of 2021 and accounted for approximately
7% of total retail sales, which is in line with the annual 2021 data. There were 627 stores at
June 30, 2022, following 7 openings and 15 closures in the period, 9 of which related to the
Church's brand.

In Asia Pacific, the retail sales of the six months ended June 30, 2022 decreased by 6.7% at
constant exchange rates from those of the same period of 2021, due to the decline in China
ensuing from the restrictions imposed by the authorities following Covid-19 outbreaks. The
situation improved in June 2022 when the restrictions were relaxed, and the decline was
offset by double-digit growth in all the other countries in the region (Korea and Southeast
Asia in particular). Compared with the 1H2019, Asian Pacific sales increased by 26.1%.

Retail sales in Europe, driven by domestic consumption and the tourism recovery in the
second quarter of the period, showed an upsurge of 88.7% at constant exchange rates
against 1H2021, and of 34.4% against 1H2019. The retail sales of the American market rose
by 41.1% at constant exchange rates from those of 2021, staying on the positive trend of
double-digit growth underway in 2021. Compared with 1H2019, the sales had triple-digit
growth. All the countries in the region reported sales gains. The retail sales of the Japanese
market rose by 28.2% at constant exchange rates compared 1H2021, which was still
suffering from persisting restrictions; the growth accelerated further in the second quarter.
Set against 1H2019, the Japanese market showed a slight decline of 2.9%. At constant
exchange rates, retail sales in the Middle East were 24% higher than 1H2021 and 59.4%
above 1H2019, continuing on 2021’s growth trend there as well.
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By products segment, retail growth across all product categories. Sales of RTW rose
by 32.1% YoY, and footwear sales, up by 38.5%. Sales of leather goods rose by 18.1%
YoY. The increases compared with 2019 were: 64.8% for RTW, 46.3% for footwear
and 23.9% for leather goods.

By brands segment, Prada brand retail net sales were 28.1% (at constant exchange
rates) higher than in the first six months of 2021 and 45.5% (at constant exchange
rates) above 1H2019. Miu Miu's sales increased by 13.6% (at constant exchange rates)
from 1H2021 and by 5.3% (at constant exchange rates) from that of 1H2019. Miu Miu
finds itself in a relaunch phase. Church’s, the brand most affected by the geographical
exposure to Europe, reported a gain of 28.7% (at constant exchange rates) on the
2021 sales. Royalty income, supported by the growth in the eyewear segment, rose
by 22.2% YoY.

For the 1H2022, the gross margin corresponded to 77.7% of the net revenues, up
substantially 340bps from the 74.3% of 2021. Despite cost inflation, for example in
logistics costs, a higher average price, greater absorption of production overheads, a
better sales mix in terms of distribution channels and a favorable exchange rate were
behind the improvement of operation result. The increase is even more significant
when comparing the 2022 margin with that of the 71.7% in 1H2019.

Investment Thesis

For 2H2022, management would benefit from further operating leverage and also
remains optimistic on the underlying demand of the Chinese market. However, we
believe that some concerns around the macro outlook remain, resulting in continued
volatility in coming results. We expect the company's EPS forecast for FY2022-FY2023
to be 0.16 EUR and 0.15 EUR (mainly because we are concerned about the risk of
global economic regression, significant exchange rate fluctuations and continued high
inflation that will have a more negative impact on the company's operations in 2023),
with PT of HK$54.40 (if we use the fairly low EUR/HKD exchange rate of $7.5 to $7.6
for the recent month, the corresponding target price would be HK$52.4 to HK$53.1),
implies a FY2022E P/E of 42.6x (~5-yrs historical average). Our investment rating is
“Buy”.

Risk factors

1) Resurgence of COVID in Mainland China; 2) Sharp fluctuations in foreign exchange
rate; 3) Brand transformation is not as expected; and 4) Global economy contracted
more than expected.
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Financial
C: lidated of Profit or Loss C: lidated of Financial Position
Dec Y/E, EUR mn FY1s FY20 FY21 FY22E FY23E Dec Y/E, EUR mn FY19 FY20 Fy21 FY22E FY23E
Revenue 3,226 2,423 3,366 4,019 4,312 Non Current Asset
Net Sales 3,183 2,391 3,317 3,858 4,243 PPE 1,642 1,506 1,565 1,514 1,470
Royalties 42 32 49 60 69 Others 3,698 3,367 3,224 2,807 2,397
COGS (906} (679) (818) (911) (1,022) Total Non Current Assets 5,341 4,873 4,789 4321 3,867
Gross Profit 2,320 1,743 2,547 3,108 3,290 Current Asset
QOperating expenses (2,013) (1,723) (2,058) (2,436) (2,670) Inventory 713 666 663 751 818
Operating Profit 307 20 489 672 619 Trade and other receivables 318 290 330 413 457
Finance costs, net (25) (29) (31) (29) (27) Bank balance and cash 221 242 ag2 1,238 1,403
Int. expenses on Lease Liability (49) (43) (37) (35) (28) Others 246 256 1% 146 116
Div. received from investments 2.1 03 0.2 0.8 0.4 Total Current Assets 1,698 1,655 2,170 2,548 2,793
Profit before tax 235 (52) 422 608 564 Total Assets 7,038 6,528 6,959 6,869 6,660
Income tax 23 (3) (127) (187) (174) Non Current Liabilities
Shareholders Net profit 256 (54) 294 419 388 Long-term debt 584 451 493 532 542
Reported EPS 0.10 (0.02) 0.11 0.16 0.15 Other Non-current Liabilities 2,234 1,998 1,918 1,523 1,147
DPS 0.04 0.07 0.10 0.09 Total Non-current Liabilities 2,818 2,449 2,411 2,054 1,689
Payout ratio 0% n.a. 61% 61% 61% Current Liabilities
Shares outstanding 2,559 2,559 2,559 2,559 2,559 Interest-bearing Borrowings 241 301 249 249 249
Trade payables 327 290 390 412 431
QOthers 663 637 780 783 786
Key Financial Data Total Current Liabilities 1,232 1,227 1,420 1,444 1,466
Dec Y/E FY1s FY20 FY21 FY22E FY23E Equity
Valuation Ratio Shareholders' equity 2,967 2,832 3,114 3,354 3,487
P/S ratio, x 3.7 45 35 3.3 3.0 Non-controlling interests 21 20 15 17 18
P/E ratio, x 46.4 n.a. 399 317 33.4 Total equity 2,989 2,852 3,129 3,371 3,505
Dividend Yield, % 0.0% 0.8% 1.4% 2.0% 1.8% 7,038 6,528 6,959 6,869 6,660
Per share data (EUR)
EPS 0.10 (0.02) 0.11 0.16 0.15 C: lidated of Cash Flow
BVPS 1.16 1.11 1.22 1.31 1.36 Dec Y/E, EUR mn FY19 FY20 FY21 FY22E FY23E
DPS (HKD) 0.33 0.57 0.80 0.74 CFO
Profit before income tax 235 (52) 422 608 564
Growth & Margin D&A add-back 222 204 198 215 246
Growth Others 461 334 446 266 263
Revenue Growth 2.7% -24.9% 38.9% 19.4% 7.3% Net (inc}/dec working capital (108)" 106 78 (150) (92)
Gross Profit Growth 2.5% -24.8% 46.1% 22.0% 5.8% Net cash flow from operating acti 810 592 1,144 939 981
Operating Profit Growth -5.3% -935%  2340.0% 37.2% -7.8% CFI
Net Profit Growth 24.5% n.a. n.a. 22.4% 7.4% Purchase of PP&E (311) (110) (220) (165) (201)
Margin Others 9 (40) 82 49 30
Gross Profit Margin 71.9% 72.0% 75.7% 77.3% 76.3% Net cash flow from investing activities (302) (150) (137) (115) (171)
Operating Profit Margin 9.5% 0.8% 14.5% 16.7% 14.4% CFF
Net Profit Margin 7.9% 2.2% 8.7% 10.4% 9.0% Dividends paid (154) - (90) (179) (255)
Others (539) (395) (405) (389) (391)
Key Ratios Net cash flows from financing activities (692) (395) (495) (568) (646)
ROE 8.7% -1.9% 9.8% 12.9% 11.3% Net Change in Cash (179) 21 539 256 164
ROA 4.4% -0.8% 4.4% 6.1% 5.7% Cash and CE at Y/E 421 442 982 1,238 1,403

Current Price as of: Oct 5

Source: PSHK Est.
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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.
© 2022 Phillip Securities (Hong Kong) Limited
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