EQUITY RESEARCH

Stella International (01836.HK)

FY2024 Results Beat, But Outlook Faces Headwinds
Footwear Manufacturing |

Investment Summary

Stella International (1836 HK) reported FY2024 results that again exceeded market
expectations, underscoring management’s strong execution under its 2023-2025 Three-Year
Strategic Plan. Total revenue rose 3.5% YoY to USD 1.545 billion, with shipment volume
increasing by 8.2% to 53 million pairs, despite a 4.4% decrease in average selling price (ASP)
to USD 28.4 due to product mix shifts and raw material cost normalization. Gross profit grew
4.7% to USD 384 million, with gross margin expanding to 24.9%. Operating profit rose 15.7%
to USD 185 million, and the operating margin widened from 10.7% to 11.9%. Net profit
reached USD 170 million, up 21.2% YoY, translating to a net margin of 11.0%. The company
maintained prudent capital management, with net cash rising to USD 424 million. A final
dividend of HKD 0.50 and a special dividend of HKD 0.56 were proposed, bringing the full-
year distribution to HKD 1.71 per share, sustaining a ~70% payout ratio with additional
shareholder returns on top.

Revenue and Shipment Analysis

In FY2024, revenue reached USD 1.545 billion, up 3.5% YoY. While the ASP declined due to a
higher proportion of athletic footwear and lower input costs, the 8.2% increase in shipment
volume to 53 million pairs offset pricing pressure. By region, North America recorded the
strongest growth, with revenue up 7.7% YoY to USD 733 million, accounting for 47.4% of
total revenue. Europe saw a modest decline of 2.8% to USD 362 million, while China
remained stable at USD 260 million. Asia ex-China and other markets contributed USD 142
million and USD 49 million, respectively.

In 1QFY2025, unaudited group revenue declined slightly by 2.2% YoY to USD 331 million,
largely due to a high base effect. Manufacturing shipment volume rose 3.4% to 12.1 million
pairs, driven by robust demand for athletic footwear. ASP fell 5.0% YoY to USD 26.4 per pair,
reflecting the increased mix of sports products. The continued growth in shipment volume
despite ASP pressure highlights the resilience of underlying demand.

Gross profit for FY2024 rose 4.7% YoY to USD 384 million, with gross margin improving from
24.6% to 24.9%. The margin expansion was driven by a more favorable product mix,
increased contribution from higher-margin sports and premium fashion footwear, better
capacity utilization, and improved manufacturing efficiency. Despite a challenging macro
environment, Stella maintained gross margin expansion, reflecting strong cost control and
operational resilience.

Operating profit rose 15.7% to USD 185 million, with operating margin increasing 120bps to
11.9%, exceeding the company’s 2025 target ahead of schedule. Net profit rose 21.2% to
USD 170 million, and net margin improved to 11.0%. Adjusted net profit excluding a USD 11
million fair value loss related to its investment in Lanvin Group reached USD 171 million.
Basic and diluted EPS came in at HKD 1.6490 (USD 0.2113) and HKD 1.6146 (USD 0.2069),
respectively, both recording double-digit growth.
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KEY FINANCIALS

USD mn FY23  FY24 FY25E FY26E
Revenue 1,492.65 1,545.11 1,596.36 1,628.95
Net profit 141.07 171.05 141.83 126.83
Reported EPS 0.178 0.211 0.174 0.155
P/E ratio, x 10.3 8.7 10.6 11.9

Dividend Yield, %  7.2% 12.0% 10.7% 9.9%

Source: Company reports, Phillip Securities Est.
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The manufacturing segment remained the core revenue contributor, generating USD
1.543 billion in revenue and USD 200 million in segment profit, up 13.9% YoY. The
retail and wholesale segment, undergoing strategic downsizing, reported revenue of
only USD 26 million and a segment loss of USD 9.5 million. The company has made
clear its focus on the more profitable manufacturing business to enhance capital
returns.

Operationally, the new factory in Surakarta, Indonesia further ramped up in 2024,
contributing to improved plant efficiency. Meanwhile, the new factory in Bangladesh
was completed by year-end, setting the stage for increased capacity to support future
high-end orders.

As of end-2024, cash and cash equivalents increased to USD 424 million, up 43.8%
YoY. Operating cash flow for the year reached USD 264 million, up 15.2% YoY,
reflecting solid profit-to-cash conversion. Capital expenditure remained stable at USD
67 million, mainly allocated to capacity expansion in Indonesia and Bangladesh. Net
investment outflow was USD 31.4 million, aligning with the capital deployment plan
under the three-year strategy. Net cash improved significantly to USD 418 million,
and net gearing dropped to -37.4%, underscoring a healthier capital structure.

Execution of 2023—-2025 Three-Year Plan

By the end of 2024, Stella had essentially achieved the core financial targets set in its
2023-2025 plan. Operating margin surpassed the 10% target ahead of schedule, and
net profit CAGR exceeded the original low-teens guidance. Capacity expansion is on
track, and the client base continues to diversify, with several new boutique athletic
and premium fashion brands added during the year. The company remains focused
on enhancing ROIC through disciplined investment and operating efficiency.

In line with its shareholder return policy, the company proposed a final dividend of
HKD 0.50 and a special dividend of HKD 0.56 per share, bringing the full-year payout
to HKD 1.71, or approximately USD 113 million, maintaining a ~70% payout ratio.
Under its capital return program announced in August 2024, Stella also reaffirmed its
commitment to return up to an additional USD 60 million annually to shareholders
during 2024-2026.

Investment Thesis and Valuation

Despite impressive execution, Stella faces mounting uncertainty amid
macroeconomic headwinds and rising geopolitical risks. In particular, high U.S. tariffs
and potential order volatility in premium fashion and sports segments pose
challenges. While the company continues to focus on product quality, client mix
optimization, and production efficiency to sustain a 10% operating margin and low
double-digit net profit CAGR, delivering these targets may prove increasingly difficult.

To diversify revenue streams, Stella has begun expanding into the handbag and
accessories segment, which could become a new growth engine over the medium
term. The company’s strong execution, prudent financial management, and clear
long-term vision continue to underpin its leadership in the global premium footwear
manufacturing space. However, given the external uncertainties, we forecast the
company's earnings per share (EPS) for FY2025 and FY2026 to $0.174 and $0.155,
respectively. We assign a target price of HKD 12.08, based on 9.0x FY2025E P/E,
equivalent to +1 standard deviation above the past two-year average. Our
investment rating is “Reduce”, reflecting a more cautious stance.

Risk factors
1) Weaker-than-expected end-consumer demand; 2) Inventory overhang at major
sportswear clients; and 3) Escalating geopolitical tensions or trade restrictions.
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Consolidated Statement of Profit or Loss C lidated S: of Fi ial Position

Dec Y/E, USD mn FY22 FY23 FY24 FY25E FY26E Dec Y/E, USD mn FY22 FY23 FY24 FY25E FY26E

Revenue 1,630.77 1,492.65 1,545.11 1,596.36 1,628.95 Non Current Asset

CoGs (1,278.64) (1,125.92) (1,161.16) (1,201.91) (1,238.65) PPE 379.10 378.85 387.16 376.22 372.60

Gross Profit 352.13 366.73 383.96 394.45 390.30 Others 153.01 153.32 142.96 141.46 140.36

Other income/gains 11.36 7.03 7.88 7.83 7.99 Total Non Current Assets. 532.11 532.17 530.13 517.69 512.86

Other gains and losses, net (15.26) 0.51 10.65 (1.13) (3.26) Current Asset

Distribution and selling exp. (44.74) (44.04) (40.39) (43.66) (45.72) Inventory 188.75 197.12 203.35 210.46 208.38

General & Admin exp. (157.17)  (152.02)  (164.08)  (162.86)  (168.36) Trade and other receivables 264.53 277.82 234.55 266.14 366.26

Impairment losses on financial assets, net (16.02) (23.80) (16.01) (16.54) (19.91) Bank balance and cash 213.30 294,47 423,55 346.68 223.71

Share of profit of a joint venture 4.55 4.95 254 2.62 3.59 Others 59.39 58.11 31.80 31.80 31.80

Net fair value loss on financial assets (2.28) (7.31) (1.11) (16.54) (19.91) Total Current Assets 725.97 827.53 893.24 855.06 830.14

Operating Profit 132.56 152.05 183.43 led.1e 144.70 Total Assets 1,258.08 1,359.70 142337 1,372.75 1,343.10

Interest income 1.67 10.23 16.13 15.20 10.86 Non Current Liabilities

Interest expense (0.94) (0.94) (0.74) (0.64) (0.48) Interest-bearing bank borrowings 211 5.79 4,55 481 5.07

Profit before tax 133.28 161.34 198.82 178.72 155.09 Others Liabilities 20.16 21.22 2213 22.03 21.93

Income tax (16.01) (21.08) (28.69) (22.48) (18.09) Total Nen-current Liabil 2227 27.00 26.68 26.84 27.00

Shareholders Net profit 118.03 141.07 171.05 141.83 126.83

Reported EPS 0.149 0.178 0.211 0.174 0.155 Interest-bearing Borrowings 512 1.32 1.32 0.54 0.71

Reported EPS, Diluted 0.149 0.178 0.207 0.168 0.147 Trade payables 66.46 82.76 95.10 81.88 85.63

DPS 0.87 1.03 171 1.52 141 QOthers 148.29 181.16 182.72 182.82 182.92

Payout ratio 75% 74% 104% 113% 118% Total Current Lial 219.87 265.24 279.15 265.64 269.26
Equity

Key Financial Data Shareholders’ equity 998.86 1,051.21 1,102.22 1,0685.73 1,033.00

Dec Y/E FY22 FY23 Fy24 FY25E FY26E Non-controlling interests 17.09 16.26 15.32 14.53 13.84

Valuation Ratio Total equity 1,015.95 1,067.46 1,117.54  1,080.27  1,046.84

P/S ratio, x 0.9 1.0 1.0 0.9 0.9 Total Liabilities and Equity 1,258.08 1,358.70  1,423.37  1,372.75 1,343.10

P/E ratio, x 123 10.3 8.7 106 119

Dividend Yield, % 6.1% 7.2% 12.0% 10.7% 9.9%

Per share data (HKD) Consolidated of Cash Flow

EPS 116 139 1.64 1.35 1.20 Dec Y/E, USD mn FY22 FY23 FY24 FY25E FY26E

BVPS 9.83 10.37 10.57 1015 9.79 CFO

DPS (HKD) 0.870 1.030 1.710 1519 1.414 Profit before income tax 133.20 161.34 198.82 163.52 144.23
D&A add-back 56.39 56.22 55.29 45.23 46.72

Growth & Margin Others 19.61 17.74 (26.52)  (37.68)  (28.95)

Growth Net (inc)/dec working capital 3088 " (614) 3647 (51.91)  (9431)

Revenue Growth 5.9% -8.5% 3.5% 3.3% 2.0% Net cash flow from operating activities 240.08 229.15 264.07 119.16 67.69

Gross Profit Growth 11.1% 4.1% 4.7% 2.7% -1.1% CFl

Operating Profit Growth 28.7% 14.8% 20.6% -10.5% -11.9% Purchase of PPRE (45.27) (55.70) (66.56) (34.30) (43.10)

Net Profit Growth 31.6% 19.5% 21.2% -17.1% -10.6% Others (8.51) (0.87) 35.21 16.70 11.96

Margin Net cash flow from investing (53.77) (56.57) (31.35) (17.60) (31.13)

Gross Profit Margin 21.6% 24.6% 24.8% 24.7% 24.0% CFF

Operating Profit Margin 8.1% 10.2% 11.9% 10.3% 8.9% Dividends paid (99.13) (88.07)  (131.58)  (178.31)  (159.56)

Net Profit Margin 7.2% 9.5% 11.1% 8.9% 7.8% Others (7.28) (2.71) 28.94 (0.12) 0.03
Net cash flows from financing activities (106.41) (90.79)  (102.64)  (178.43)  (159.53)

Key Ratios Net Change in Cash 79.89 81.79 130.07 (76.87)  (122.97)

ROE 11.8% 13.8% 15.9% 13.1% 12.1% Cash and CE at Y/E 213.30 294.47 423.55 346.68 223.71

ROA 9.2% 10.8% 12.3% 10.1% 9.3%

Current Price as of:

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.
© 2025 Phillip Securities (Hong Kong) Limited
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