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Making the right turn; maintaining
Buy

Expecting brighter days ahead; Buy

Belle, as the largest sportswear retailer in China, should benefit from Chinese
consumers’ quest for health and wellness by offering the right merchandise
(tier 1 and tier 2 international sportswear brands) and selectively in a new retail
format (merchandise displayed by function rather than brand). Tier 1 brands
should further penetrate new cities while niche tier 2 brands will likely cater to
fragmented consumer demand with specialization. We maintain Buy on Belle,
as we view the concerns over its footwear business as well priced in, with a
better outlook for its SSSg.

Sportswear is the bright spot for Belle

SSSg grew by ~6% over the past four quarters with margins reaching 8.8% in
FY16. We expect store growth of 8% for FY17 with SSS edging higher to 7%.
We expect 40%/46% of EBIT will come from sportswear business in
FY17/FY18, rising from 31% in FY16. Apart from the sustainable growth of tier
1 brands, management plans to enrich the business with 1) potential for tier
2 brands, 2) seeking 020 initiatives, and 3) testing the sports complex model.

Helped by sports fragmentation — tier 2 brands taking 12% of sales by FY19
We believe that its strategy to tap more tier 2 brands will help Belle benefit
from sports segmentation. It hired a senior manager in FY16, previously at
Nike, to explore the opportunities. After strong 22%/19% growth in sales and
store number in THFY17, we expect ~8% CAGR in stores for FY17-19, a rate
higher than that of tier 1 brands, which was 4-8%. Store count and sales mix
for tier 2 brands should increase to 18.2%/12.2% from 17.5%/9.9%.

Target price of HK$6.26; risks

Belle has two businesses: footwear and sportswear. Pou Sheng (3813.HK, Buy)
is its closest peer in sportswear. If we apply PS’s market P/E of 15x for FY16 to
Belle's sportswear business, this implies that the market is paying 4.6x P/E for
its footwear business at the current price of HK$5.42 vs. HK/China peers’
8x-23x FY16 market P/E. We expect healthy EBIT growth at a 12% CAGR for
sportswear for FY17/19E, while footwear EBIT should stabilise its decline at
HK$2.6bn. Concerns over its footwear are priced in. Downside risks: failure to
narrow the SSS decline in footwear, and sportswear SSS/profit margin decline.

|Forecasts And Ratios

Year End Feb 28 2015A 2016A 2017E 2018E 2019E
Sales (CNYm) 40,008.1 40,790.2 41,820.3 43,9488 46,439.0
Reported NPAT (CNYm) 47639 29341 3907.2 37367 3,8468
Reported EPS FD(CNY) 0.56 0.51 0.46 0.44 0.46
DB EPS arowth (%) 8.2 -9.9 -8.9 4.4 29
PER (x) 12.4 12.4 10.1 10.5 10.2
DPS (net) (CNY) 0.59 0.22 0.28 0.27 0.27
Yield (net) (%) 8.4 35 6.0 5.7 5.9

Source: Deutsche Bank estimates, company data

"DBEPS is fully diluted and excludes non-recurring items
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses
the year end close
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Model updated:27 May 2016 Fiscal year end 28-Feb 2014 2015 2016 2017E 2018E 2019E
|Running the numbers |Financia| Summary
Asia DB EPS (CNY) 0.52 0.56 0.51 0.46 0.44 0.46
- Reported EPS (CNY) 0.52 0.56 0.51 0.46 0.44 0.46
China DPS (CNY) 0.20 0.59 0.22 0.28 0.27 0.27
Retail / Wholesale Trade BVPS (CNY) 3.1 3.0 3.0 3.2 3.3 35
Weighted average shares (m) 8,434 8,434 8,434 8,434 8,434 8,434
’Belle International Average market cap (CNYm) 73,167 59,277 53,384 39,344 39,344 39,344
Reuters: 1880 HK Bloomberg: 1880 HK Enterprise value (CNYm) 65,261 53,115 45,727 30,200 29,574 28,841
|\/2I|1minn Metrics
|Buy P/E (DB) (x) 16.6 12.4 124 10.1 10.5 10.2
P/E (Reported) (x) 16.6 12.4 124 101 10.5 10.2
Price (23 Sep 16) HKD 5.42  P/BV (x) 243 227 1.46 1.44 1.37 1.29
Target Price HKD 6.26 FCF Yield (%) 6.8 6.1 9.7 6.3 7.3 75
Dividend Yield (%) 2.3 8.4 3.5 6.0 5.7 5.9
52 Week range HKD 4.17-7.70 EV/Sales (x) 1.8 1.3 11 0.7 0.7 0.6
Market Cap (m) HKDm 45,752 EV/EBITDA (x) 9.6 7.3 6.9 5.0 5.1 4.8
USDm 5,899 EV/EBIT (x) 115 8.6 8.2 6.0 6.2 5.9
- Income Statement (CNYm)
Company Profile Sales revenue 36794 40,008 40,790 41,820 43949 46,439
Belle International sells women's footwear. The company Gross profit 21,112 23,010 22,958 22,653 23,050 24,011
operates retail stores in the People's Republic of China, EBITDA 6,765 7,279 6,642 6,080 5,842 5,996
Hong Kong and Macau. Depreciation 1,100 1,085 1,084 1,078 1,103 1,134
Amortisation 0 0 0 0 0 0
EBIT 5,665 6,194 5,658 5,003 4,739 4,862
Net interest income(expense) 362 386 268 297 322 347
Associates/affiliates 5 22 72 75 79 83
Exceptionals/extraordinaries 0 0 -1,356 0 0 0
Other pre-tax income/(expense) 0 0 0 0 0 0
Profit before tax 6,032 6,601 5,898 5,375 5,140 5,292
| Price Performance Income tax expense 1,653 1,851 1,596 1,455 1,391 1,432
Minorities -23 -13 1 13 12 13
12 Other post-tax income/(expense) 0 0 0 0 0 0
1 M Net profit 4,402 4,764 2,934 3,907 3,737 3,847
: ] v :3 % W/ P % DB adjustments (including dilution) 0 0 1,356 0 0 0
6 b DB Net profit 4,402 4,764 4,291 3,907 3,737 3,847
e, s
g N [Cash Flow (CNYm)
Cash flow from operations 5,035 5,467 5,328 3,734 4,177 4,328
Sep 14Dec 14Mar 15Jun 15Sep 15Dec 15Mar 16Jun 16 Net Capex 76 1872 167 1255 1318 1393
Belle International Free cash flow 4,959 3,595 5,161 2,479 2,858 2,935
- HANG SENG INDEX (Rebased) Equity raised/(bought back) 0 0 0 0 0 0
Margin Trends Dividends paid -1,687 4,976 1,856 -1,055 2,298 2,272
Net inc/(dec) in borrowings 0 0 0 0 0 0
20 Other investing/financing cash flows 0 0 0 0 0 0
18 ~ Net cash flow 3,272 -1,381 3,305 1,424 560 663
16 — :\ Change in working capital -323 -761 -42 -977 -5633 -624
14 S— — [Balance Sheet (CNYm)
12 e ——— Cash and other liquid assets 9,724 8,386 7.782 9,206 9,766 10,428
10 T—2—  Tangible fixed assets 9,042 9,829 8,911 9,088 9,303 9,563
14 15 16 17E 18 19E Goodwill/intangible assets 0 0 0 0 0 0
et EBITDA Margin e EBIT Margin Associates/investments 689 633 946 1,022 1,101 1,184
Other assets 12,940 13,689 13,416 15,046 15,769 16,614
Growth & Profitability Total assets 32,394 32,637 31,055 34,362 35,939 37,789
Interest bearing debt 2,360 2,658 861 861 861 861
10 20 Other liabilities 3,699 4,756 4,908 6,639 6,709 7,008
8 Total liabilities 6,059 7.414 5,769 7,500 7,570 7,869
6 Shareholders' equity 26,189 24,923 25,076 26,639 28,134 29,672
4 Minorities 146 199 210 223 235 248
Total shareholders' equity 26,335 25,122 25,286 26,862 28,369 29,921
2 . Net debt -7,363 -5,728 -6,921 -8,345 -8,905 -9,568
0
14 16 17E  18E  19E Key Company Metrics
Sales growth (%) nm 8.7 2.0 25 5.1 5.7
e Sales growth (LHS) === ROE (RHS) DB EPS growth (%) na 8.2 9.9 89 4.4 2.9
Solvency EBITDA Margin (%) 18.4 18.2 16.3 14.5 13.3 12.9
EBIT Margin (%) 15.4 15.5 13.6 12.0 10.8 10.5
0 Payout ratio (%) 38.3 104.5 63.2 60.0 60.0 60.0
-5 ! EEEE BEEE B ROE (%) 17.0 18.6 17.2 15.1 13.6 13.3
-10 - Capex/sales (%) 0.2 4.7 0.4 3.0 3.0 3.0
:;g Capex/depreciation (x) 0.1 1.7 0.2 1.2 1.2 1.2
25 - Net debt/equity (%) -28.0 -22.8 -27.4 -31.1 -31.4 -32.0
30 HE NN - Net interest cover (x) nm nm nm nm nm nm

-35

14 15 16 17E 18E 19E

s Net debt/equity (LHS) e===@ue== Net interest cover (RHS)

Anne Ling
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Valuation and risks

Sportswear as sustainable driver; waiting for footwear
strategy to pay off

Sportswear has been/will likely be a sustainable driver for Belle's sales and NP
We expect that Belle's strong position as the largest sportswear
distributor/retailer will continue to deliver impressive returns with the following
strategies:

= Growing tier 2 brands — benefiting from sports segmentation while tier
1 brands’ restocking accelerates its performance

= 020 initiatives — increasing penetration effectively
= Testing new retail formats — a way to build brand equity

Thus, we expect an EBIT CAGR of 11% and a sales CAGR of 13.7% for FY17-
19E for its sportswear business. As the largest sportswear distributor for Nike
and Adidas, its growth momentum for the short to medium term is largely
attributable to the strength of these brands, and we expect Belle to report SSS
growth of 7% in FY17 (accelerating from 6% in THFY17) as restocking in Nike
and Adidas should continue to help its sales performance.

Figure 1: Footwear — a low base from 2HFY16; we expect Figure 2: Sportswear — we expect 7% SSS for FY17E

-1% SSS for 4QFY17E

with acceleration in 2H
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Source: Deutsche Bank, Note: 3Q and 4Q FY17F are Deutsche Bank estimates Source: Deutsche Bank, Note: 3Q and 4Q FY17F are Deutsche Bank estimates

Yet, the recovery in SSS from its footwear operation remains the share price
catalyst — we expect SSS to narrow to -1% in 4Q

This is partly due to low base effect in 4QFY16 due to the warm winter
(multiple discounts and promotions on boots), and continuously right-sizing its
store network with the closure of low performing stores, especially from FY16
onwards, should help stabilize sales per store.

Management also has the following key strategies for its long-term
development:

= Channel and price positioning - it is teaming up with selected

department stores to seek ways to attract consumers to return. The
endless promotions by department stores and the large difference

Deutsche Bank AG/Hong Kong Page 3



26 September 2016
Retail / Wholesale Trade
Belle International

between tag price and actual transactions need to be addressed. (i.e.
by price repositioning with less discounting). It also wants to increase
its presence in malls.

= Supply chain reform — to enhance value for money (better quality) and
lower cost. Instead of adopting the replenishment model (pull model),
it wants to develop the fast fashion push model. There will be more
savings on the manufacturing side. However, this means that it needs
a lot of data analysis in order to understand what the consumer needs.
This leads to the third point.

= |T development and e-commerce. It needs to bring its shops online in
order to develop the 020 strategy. It also needs to make use of social
media to help create a database for its younger consumers.

Structural trend — negative for footwear but positive for sportswear, but share
correction more than reflects the weakness in footwear, in our view

Management still sees structural trends (less apparel/shoes as a percentage of
wallet share, consumers’ preference for sportswear over dress shoes, channel
fragmentation) weighing on its footwear business, in addition to a macro
slowdown. However, the sportswear trend remains strong. In our view, the
share price correction more than reflects the weakness in footwear.
Management'’s strategy on ladies footwear and being focused should allow the
company to be the first one to emerge from the woods, in our view.

We maintain Buy, as:
= 1) We believe that the share price has corrected and that the market is
assuming a decline in NP for the next two years, which we believe is
already very conservative. We also expect the SSS decline to narrow
from 2HFY16, given the low base.

= 2) Belle remains focused on shoes/apparel, while its peers seek
diversification. We believe that it will be rewarded and will be the first
to recover by maintaining its focus and relevance.

= 3) Belle's sportswear might benefit from restocking by Nike and
Adidas, driving better-than-expected SSS and store growth in 2HFY17
and FY18.

= 4) Despite its vertical model for the footwear business, it has a strong
net cash position with a free cash flow vyield of 7-8% for FY17-19E.
Thus, we believe that it still warrants a Buy rating.

Figure 3: Sum of parts suggests that the market is paying 4.8x FY17 P/E for its
footwear business at the current price of HK$5.42

SOTP

FY17 YE Feb RMB m Earnings mix NP ex netint Mkt cap PE
Footwear 60% 2,215 10,279 4.64
Sportswear 40% 1,476 22,146 15.00
Total 100% 3,691

Net cash 6,921

Market cap (RMBm) 39,347

Source: Deutsche Bank estimates l

Target price of HK$6.26; risks

Belle has two businesses: footwear and sportswear. Pou Sheng (3813.HK, Buy)
is its closest peer in sportswear. If we apply Pou Sheng’s market P/E of 15x for
FY16E to Belle's sportswear business, this implies that the market is paying

Page 4
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4.6x P/E for its footwear business at the current price of HK$5.42 (Figure 3) vs.
HK/China peers’ 8-23x FY16 market P/E (Figure 19).

Our DCF-based target price is HK$6.26. We use our Chinese market COE of
9.5% (a risk-free rate of 3.9% and an equity risk premium of 5.6% as close to
100% of the company’s business is conducted in China). We use beta of 1,
which is in line with beta we use for other consumer plays (1-1.3). We apply a
terminal growth rate of 0% as we believe that there is a structural issue in the
department store channel and footwear market in China, and it is at the low
end of our 0-2% terminal growth range for China consumer stocks.

Our NP forecast is 10% higher than the market's estimates for FY17-19E
(Figure 4). We expect the key discrepancy to be the expectation of SSS
stabilization for the footwear operation, and thus, less operating deleveraging
moving forward.

Preview of THFY17 results. The company is expected to announce its THFY17
results at the end of October. We expect Belle to announce a 10% decline in
NP to HK$1.9bn on a 1% rise in sales to RMB19.6bn (for the breakdown,
please refer to Figure 18).

Figure 4: Deutsche Bank forecast vs. market

DB forecast Market consénsus Difference
YEFebRMBm  2017F 2018F 2019F | 2017F | 2018F | 2019F 2017F  2018F | 2019F
Sales " 418207 43949 " 46,439 40,618 41,519 435287 30% " 59% " 6.7%
EBIT 0 5,003 " 4,739 " 4,862 4,567 4,347 43547 96% 7 90% 7 11.7%
Net profit " 3907 " 3737 " 3,847 3,561 3,413 35127 97% " 95% " 95%

Source: Deutsche Bank estimates, Bloomberg Finance LP, note we use Bloomberg Finance LP 28 days consensus, considering the current market condlitions, we believe the 28-day numbers best capture market

expectations.

Downside risks: a failure to narrow the SSS decline in footwear, and the
sportswear profit margin failing to return to previous levels.

Deutsche Bank AG/Hong Kong
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Focus on sportswear

Growing tier 2 brands for LF while short- to medium-term
tier 1 brands restocking

Multi-brand strategy: develop tier 2 brand network to cater to fragmented
demand

During its FY16 results meeting, management commented that the sportswear
market is becoming fragmented as 1) consumers become sophisticated and
focus on functionality (some niche brands are specialized in particular sports),
and 2) consumers become more affluent and willing to pay more for a
differentiated product.

More tier 2 brands, but focusing on international brands

We share management’'s view that niche brands, such as Timberland
(outdoor), North Face (outdoor), and Asics (running specialist), have high
potential, benefiting from sports segmentation. It expects to add more tier
2 brands in the future, on the right terms. To recap, it ceased distribution for Li
Ning and Kappa four to five years ago due to dismal per store sales for these
brands. Consequently, it focuses more on international brands for the tier 2
brand division.

New team to drive growth — store/sales growth to be faster than tier 1 brands
The company hired a senior manager in FY16, previously at Nike, to explore
the opportunities of these tier 2 brands. Thus, we expect the store network for
tier 2 brands to increase growth for Belle, since it was a profitable segment in
FY16, according to management. After strong 22%/19% growth in sales and
store number in THFY17, we expect ~8% CAGR in stores for FY17-19, a rate
higher than that of tier 1 brands, which was at 4-8% (Figure 6).

Currently Nike and Adidas account for over 85% of sales — a sustainable driver
for sales and NP

For reference, over 85% of sales come from Nike and Adidas, although only
~80% of the stores are under these two brands. As the largest sportswear
distributor for Nike and Adidas, its growth momentum for the short to medium
term is largely attributable to the strength of these brands, and we expect Belle
to report 7% SSS growth FY17 (accelerating from 6% in THFY17), with overall
store growth of 8% in FY17, as restocking in Nike and Adidas should continue
to help sales performance. (Please refer to John Chou’s sector report titled
Greater China Sporting Goods - Giant Steps, under the sub-title China:
inventory levels low but sell-through strong.)

Apart from tier 2 brands, it also wants to diversify into mid-end casual apparel
Within the sportswear segment, it also has ~2% of stores in apparel brands
(Sly, Moussy and Replay etc.), as the company believes that apparel is a
potential growth segment and is a complement to its ladies footwear business.
The company should continue to invest in its apparel business through its
51%-owned JV with Baroque China, 30% stake in Baroque Japan and 29%
stake in Replay.

Page 6
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Figure 5: Store number of tier 1 brands, tier 2 sports
brands, and others
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Source: Deutsche Bank estimates, Company data, Note: the company changed YE from Dec to Feb
from Feb-14.

Figure 6: Store growth of tier 1 brands, tier 2 sports

brands, and others

100% -

Tier 1 brands —@= Tier 2 brands

50% 1 37%

31%  31%

. 19%
- 11% ° 16% 10% = 8% 8%

0% 8%

1% B S% ax

-50% -40%

-100% S
N N
Q Q

Source: Deutsche Bank estimates, Company data, Note: the company changed YE from Dec to Feb
from Feb-14.

Figure 7: Sales contribution of tier 1 brands, tier 2 sports
brands, and others (RMBm)
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Source: Deutsche Bank estimates, Company data, Note: the company changed YE from Dec to Feb
from Feb-14.

Figure 8: Average sales per store of tier 1 brands, tier 2

sports brands, and others (RMBm)
5 -

Tier 1 brands == Tier 2 brands Overall
39 3.9
4 3.6
33 3.1 33 3.5
29 3.1
3 5 2.7
2 -
1 .
0 T T T T T T T T T T T )
Q o Y Q N " ¢ » © & &
N O O 2 4 % y N N %) ) )
S S N

Source: Deutsche Bank estimates, company data ,Note: the company changed YE from Dec to Feb
from Feb-14.

020 initiatives — increase penetration effectively

Brands’ attitudes — more receptive to e-commerce

In the past, sportswear brands were more cautious about letting distributors be
involved in e-commerce as they did not want any disruption to the pricing
system. However, in recent years, brands have become more receptive and
there has been some development on this front, according to management.

What does Belle need to do?

Belle, with a vast network on the ground, has invested in its IT and POS in
order to link up its offline physical stores with its online stores. This should
allow the network to share inventory and customer databases. It is also
developing a WeChat fan group, targeting younger consumers. The 020
initiatives should offer convenience, potentially attracting consumers.

Deutsche Bank AG/Hong Kong
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The company will likely reduce investment in Yougou, but increase its
presence in Tmall and VIP. For reference, e-commerce comprises 4-5% of
sportswear sales and 3-4% of footwear. We believe that growth will be higher
than that of the group level, due to a small base, but slower than that of the
industry.

Existing offline retail network — going to lower tier cities...

We expect its sportswear store network to continue to grow by 5-8% per year
for FY17-19F, mainly via organic growth. As a nationwide network, the
company comments that there is no particular preference by region or
province, and it all depends on the expected return of new stores. However,
we believe that it will go to lower tier cities for further brand/network
penetration, especially for tier 1 brands, which is what it has done in the past.
Currently, Belle's 7,216 self-run stores cover 300 cities in 32 provinces as of
the end of THFY17.

...and tier 2 brands can fill the gaps in tier 1 cities

As mentioned earlier, given the growth potential of tier 2 brands with the
increase in demand for different functionality, store network growth is likely to
be in tier 1 or tier 2 cities, in our view, as these brands are not fully penetrated
and consumers are more sophisticated.

Figure 9: Sportswear — overall store number estimates Figure 10: Sportswear — overall store growth estimates
10000 - A
Sportswear store number 8613 200% Sportswear store growth
8168
8000 - 7111 7698 150% -
6429
5894 100% -
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3602 509 | 33% 28% 28% .
3655 7% gy 9% 11% 8% 6% 5%
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Source: Deutsche Bank estimates, Company data. Note: the company changed YE from Dec to Feb Source: Deutsche Bank, Company data. Note: the company changed YE from Dec to Feb from Feb-14.

from Feb-14.

Testing new retail format — capturing the growing trend in
sports participation

More consumers choose products by function than purely by brand
Management notes that the increase in sports participation has resulted in
consumers focusing on comparing functionality of products of different brands
rather than simply going for a particular brand when they shop. Belle has been
testing a new retail format that categorizes merchandise by function, like Foot
Locker in the US.

Sports complex — helping build brand equity and gain bargaining power

The results have been encouraging in selected tier 1 cities, showing that there
should be potential for such a format in the future. We believe that this format
could help Belle (Top Sports) create its brand equity as a sports specialist chain
in consumers’ minds as well as gain further bargaining power over brands.

Page 8 Deutsche Bank AG/Hong Kong
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Management does not disclose how many stores it has for such a format, nor
its economics. However, we believe that margins potentially could be higher
once the model is mature due to better efficiency per sqm. Currently, as the
retail brand is not as strong as the sportswear brand, management is looking
at ways to drive traffic (e.g. more marketing in social media groups to increase
awareness).

Still a bit premature in lower tier cities, but only a matter of time...

However, management commented that sales from this format account for a
very low % of sales, and that the number is still premature in lower tier cities.
Sales performance is yet to pick up. We believe that it is a matter of time. For
reference, the company started the first generation 3,000-4,000sm Sports
Complex format (big store with shop-in-shop format) in 2007 and performance
was not satisfactory — we believe it was too early. Such a format is now
becoming popular among retailers.

To recap, most of the sportswear stores in China have a standalone, single-
brand store format, as brand names want to focus on brand building in
emerging markets. In addition, key brands have greater bargaining power, and
consumers also tend to follow brands in emerging markets (which, we believe,
is changing gradually).

Sportswear — expecting an EBIT CAGR of 11% for FY17-
19E

A key beneficiary of health and wellness trend — sales growth driver
Belle should continue to benefit from the health and wellness trend as the
biggest sportswear distributor/retailer. This is reflected in:

= 1) Continuous new store growth. We expect it to grow by 400-500
new stores each year for FY17-19E, with growth in tier 1 and tier 2
brands, and

= 2) Same store sales increase, which we expect to be 5-7% for the
same forecast period, with higher growth from ASP than volume, as
consumers are trading up.

Average sales per store to further improve, in our view

We expect further improvement to RMB3.5m per store sales in FY19. To recap,
Belle has recovered after the market correction following the industry’s peak at
the time of the 2008 Beijing Olympics. Average sales per store dropped to a
low of RMB2.3m in 2012 (YE December) and recovered to RMB2.91m in FY16
(YE February), a figure which is similar to the 2008 level.

Deutsche Bank AG/Hong Kong
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Figure 11: Total store number
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Source: Deutsche Bank estimates, Company data, Note: the company changed YE from Dec to Feb
from Feb-14.

Figure 12: Average sales per store — footwear and

sportswear (RMBm)
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Source: Deutsche Bank estimates, Company data, Note: the company changed YE from Dec to Feb
from Feb-14.

Figure 13: Store growth
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Figure 14: Recovery in SSS for sportswear since 2009,

we expect footwear to recover from 2HFY17
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Source: Deutsche Bank estimates, Company data; Note: data in 2009 and 2011 are 4 quarters’
average. , the company changed YE from Dec to Feb from Feb-14.

Belle’'s sportswear GPM has been steadily trending upward, but we expect a
lower GPM trend moving toward 42-43% from the peak in FY16

We believe that part of the reason for the high GPM in FY16 at 45% is less
discounting (lack of inventory). Management has been replenishing inventory
and thus we expect that this should be reflected in higher sales and more
normalized GPM. We estimated a 7% rise in SSS in FY16, an acceleration from

6% in FY15.

To recap, Belle's sportswear GPM has improved from 35.6% in 2007 to 44.5%
in FY16, and it only reported a less than 1ppt decline in FY09 following the

industry peak in 2008. We believe that this is due to:

=  Industry consolidation

=  Brands’ support for key retailers such as Belle with rebates/subsidies,

especially during tough times, and

Page 10
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= Inventory control either by Belle or by brands. Belle is known for
having good working capital management and being efficient in the
industry in sportswear and footwear.

EBIT to trend towards ~8% from current 9%

We conservatively project EBITM to be around 8.3-8.9% for FY17-19E. We
expect relatively stable EBITM for the business as rent, the biggest cost item,
which is around the high teens (%), is mainly a variable cost, as concession
rates at department stores are based on a cut from the sales proceeds. The
next cost item is staff cost, which is around the high single digits with a
mixture of fixed vs. variable structure.

However, historically, EBIT margin is more volatile, with EBITM having
dropped to 4.6% in 2008 and 4.1% in 2012 before recovering to 8.8% in FY16.

Figure 15: Sportswear GPM trend and EBITM trend Figure 16: Sportswear inventory trend — restocking by
tier 1 brands likely to help SSS moving forward
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Source: Deutsche Bank estimates, Company data Source: Deutsche Bank estimates, Company data
Deutsche Bank AG/Hong Kong Page 11



26 September 2016
Retail / Wholesale Trade /
Belle International

’Figure 17: Key assumptions for the whole group

Belle Annual

YE Dec Feb-14 Feb-15 Feb-16 Feb-17 Feb-18 Feb-19

RMBm

A A A F F F

Store assumptions

Total No of stores 19,177 20,557 20,873 20,808 21,015 21,204
Footwear 13,252 14,128 13,762 13,110 12,848 12,591
Sportswear 5,925 6,429 7,111 7,698 8,168 8,613

Net increase 100 1,380 316 (65) 208 188
Footwear 69 876 (366) (652) (262) (257)
Sportswear 31 504 682 587 470 445

%growth

Total No of stores 1% 7% 2% 0% 1% 1%
Footwear 1% 7% -3% -5% 2% 2%
Sportswear 1% 9% 11% 8% 6% 5%

% Mix

Total No of stores 100% 100% 100% 100% 100% 100%
Footwear 69% 69% 66% 63% 61% 59%
Sportswear 31% 31% 34% 37% 39% 41%

Avg store number 19,127 19,867 20,715 20,840 20,912 21,110

Footwear 13,218 13,690 13,945 13,436 12,979 12,719

Sportswear 5,910 6,177 6,770 7,404 7,933 8,390

%growth 4.4% 3.9% 4.3% 0.6% 0.3% 0.9%

Footwear 5% 4% 2% -4% -3% 2%

Sportswear 4% 5% 10% 9% 7% 6%

Sales per avg store RMB m 1.92 2.01 1.97 2.01 2.10 2.20

Footwear 1.66 1.66 1.48 1.36 1.34 1.34

Sportswear 2.45 2.75 2.91 3.11 3.30 3.45

%growth

Footwear -4.4% -0.4% -10.5% -8.0% -2.0% 0.0%

Sportswear -0.3% 12.1% 6.0% 7.0% 5.8% 4.7%

Reported sssg

Footwear -4% -11% -8% -2% 0%
Sports brand 10% 8% 7% 6% 5%
Sales assumptions

Sales 36,794 40,008 40,790 41,820 43,949 46,439
Footwear 22,312 23,037 21,074 18,757 17,796 17,466
Sportswear 14,482 16,971 19,716 23,064 26,153 28,973
% growth 2% 9% 2% 3% 5% 6%
Footwear 0% 3% -9% -11% -5% -2%
Sportswear 4% 17% 16% 17% 13% 11%
YoMix 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Footwear 60.6% 57.6% 51.7% 44.9% 40.5% 37.6%
Sportswear 39.4% 42.4% 48.3% 55.1% 59.5% 62.4%

GPM assumptions

GPM 57.4% 57.6% 56.3% 54.2% 52.4% 51.7%
Footwear 68.80% 69.20% 67.30% 67.90% 67.80% 67.80%
Sportswear 39.78% 41.95% 44.50% 43.00% 42.00% 42.00%

EBIT assumptions

EBIT 5,665 6,194 5,558 5,003 4,739 4,862
EBIT (Core) 5,666 6,194 5,558 5,003 4,739 4,861
Segment results 5,787 6,301 5,686 5,132 4,869 4,993
Footwear 5,078 5,088 3,944 3,079 2,646 2,588
Sportwear 708 1,213 1,742 2,053 2,223 2,405
Others (121) (107) (128) (128) (130) (132)
Margin 15.7% 15.7% 13.9% 12.3% 11.1% 10.8%
Footwear 22.76% 22.09% 18.71% 16.42% 14.87% 14.82%
Sportswear 4.9% 7.1% 8.8% 8.9% 8.5% 8.3%

Source: Deutsche Bank estimates, Company data
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Figure 18: Half-year estimates

YE Feb RMBm 1H 2H FY14 1H 2H FY15 1H 2H FY16 1HF 2HF FY17F,
Sales 16,739 20,056 36,794 18,556 21,452 40,008 19,360 21,431 40,790 19,562 22,258 41,820

Footwear 9,715 12,597 22,312 10,355 12,682 23,037 9,836 11,239 21,074 8,428 10,329 18,757

Sportswear 7,024 7,459 14,482 8,201 8,770 16,971 9,524 10,192 19,716 11,135 11,929 23,064

% Change 10.9% 7.0% 8.7%) 4.3% -0.1% 2.0%) 1.0% 3.9% 2.5%)
Footwear 6.6% 0.7% 3.2% -5.0% -11.4% -8.5% -14.3% -8.1% -11.0%
Sportswear 16.8% 17.6% 17.2% 16.1% 16.2% 16.2% 16.9% 17.0% 17.0%
Sales split % 45.5% 54.5% 100%) 46.4% 53.6% 100%) 47.5% 52.5% 100%) 46.8% 53.2% 100%)
Footwear 43.5% 56.5% 100% 44.9% 55.1% 100% 46.7% 53.3% 100% 44.9% 55.1% 100%
Sportswear 48.5% 51.5% 100% 48.3% 51.7% 100% 48.3% 51.7% 100% 48.3% 51.7% 100%
EBIT 2,498 3,288 5,787 2,780 3,520 6,301 2,901 2,785 5,686 2,546 2,585 5,132

Footwear 2,076 3,003 5,078 2,171 2,917 5,088 1,900 2,044 3,944 1,433 1,646 3,079

Sportswear 423 286 708 609 603 1,213 1,001 741 1,742 1,113 939 2,053

% Change 11.3% 7.1% 8.9%) 4.3% -20.9% -9.7% -12.2% -7.2% -9.8%
Footwear 4.6% -2.9% 0.2% -12.5% -29.9% -22.5% -24.6% -19.5% -21.9%
Sportswear 44.1% 111.3% 71.2% 64.3% 22.8% 43.7% 11.2% 26.7% 17.8%
EBIT split % 43.2% 56.8% 100%) 44.1% 55.9% 100%) 46.0% 44.2% 100%) 40.4% 41.0% 100%
Footwear 40.9% 59.1% 100% 42.7% 57.3% 100% 48.2% 51.8% 100% 46.5% 53.5% 100%
Sportswear 59.7% 40.3% 100% 50.2% 49.8% 100% 57.5% 42.5% 100% 54.2% 45.8% 100%
EBITM 14.9% 16.4% 15.7% 15.0% 16.4% 15.7% 15.0% 13.0% 13.9% 13.0% 11.6% 12.3%
Footwear 21.4% 23.8% 22.8% 21.0% 23.0% 22.1% 19.3% 18.2% 18.7% 17.0% 15.9% 16.4%
Sportswear 6.0% 3.8% 4.9% 7.4% 6.9% 7.1% 10.5% 7.3% 8.8% 10.0% 7.9% 8.9%
NP (core) 1,931 2,471 4,402 2,078 2,678 4,764 2,158 2,132 4,291 1,937 1,970 3,907

% Change 7.6% 8.4% 8.2%) 3.9% -20.4% -9.9% -10.2% -7.6% -8.9%
NP split % 43.9% 56.1% 100%) 43.6% 56.2% 100%) 50.3% 49.7% 100%) 49.6% 50.4% 100%)
NPM 11.5% 12.3% 12.0% 11.2% 12.5% 11.9% 11.1% 10.0% 10.5% 9.9% 8.8% 9.3%)

Source: Deutsche Bank estimates, Company data, Note: 2HFY16 core NP excludes a RMB1.26bn impairment write-down for its ladies footwear business.

Figure 19: Valuation table for footwear brands

Ticker EeREy Recom Target Share Price Mkt Cap Rot. Coy Headline PE Div Yield ROE Ne[lDebt/
(12 mth) Price Local (USDm) FY16 FY17 FY16 FY17  FY14 FY15 Equity (%)

China ladies footwear retailers
1880.HK Belle Buy 6.3 5.4 5,943 CNY Feb 10.1 10.6 1.4 1.4 5.9 5.7 18.6 17.2 -31.1
0210.HK Daphne na na 11 230 HKD Mar -5.9 -21.2 0.4 0.4 0.0 09 35 -80 -9.7|
1028.HK C.Banner na na 2.3 615 HKD Dec 22.9 19.1 2.4 2.4 1.0 20 148 154 21.7|
002291.SZ Foshan Saturday na na 13.6 814 CNY Dec 146.3 113.4 3.0 3.0 02 02 2.2 13 17.5
603001.SS Aokang na na 21.1 1,265 CNY Dec 20.4 17.9 21 21 21 22 6.8 9.8 -17.8
0738.HK Le Saunda na na 1.7 150 HKD Feb 7.9 11.0 0.8 0.8 0.0 0.0 206 15.6 -40.6
1836.HK Stella na na 13.3 1,364 usD Dec 15.9 14.3 1.4 1.4 07 07 128 125 -17.1
Average 31.1 23.6 1.7 1.6 14 17 11.3 9.1 -11.0}
Source: Deutsche Bank estimates, Bloomberg Finance LP, closing price as of 23 Sep 2016
Deutsche Bank AG/Hong Kong Page 13
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Appendix A

Store network data

(In terms of expansion trends for tier 1 brands vs. tier 2 brands in sportswear)

Different from that of its footwear business, which has the biggest
network in South China, the biggest market for Belle’s sportswear is
Shandong and Henan. Management explained that performance has been
very strong in this area. Thus, the regional manager, Yu Wu, was
promoted as executive director and head of the sportswear division in July
2015. (Figure 20 and Figure 21).

For tier 1 brands, Belle has diversified its concentration from Eastern China
to other markets such as North China, Shandong and Henan and Southern
China (Figure 22).

However, for tier 2 brands, which tripled to 1,246 stores since 2007, it has
increased its coverage in East, North and South China. Store growth for
tier 2 brands started to pick up in 2016, with 19% growth, as this is one of
the key drivers for sports fragmentation (Figure 23).

‘Figure 20: Belle sportswear store network
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‘Figure 21: Belle footwear store network
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Source: Deutsche Bank, Company data, Note: Guangzhou is grouped under Southern China, the
company changed YE from Dec to Feb from Feb-14.

Source: Deutsche Bank, Company data, Note: the company changed YE from Dec to Feb from Feb-14. |

’Figure 22: Belle sportswear store network (tier 1 brands)
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‘Figure 23: Belle sportswear store network (tier 2 brands)
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Source: Deutsche Bank, company data, Note: the company changed YE from Dec to Feb from Feb-14.
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Figure 24: Belle store network in 2007
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Figure 25: Belle store network in 2016
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Figure 26: Sales growth of first tier brands vs. tier 2

Figure 27: Store mix of first tier brands vs. tier 2 sports
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Source: Deutsche Bank, Company data, Note: the company changed YE from Dec to Feb from Feb-14. | Source: Deutsche Bank, Company data, Note: the company changed YE from Dec to Feb from Feb-14.

A quick history of its sportswear operation

Belle, under Top Sports, operates the largest sportswear network in China,
with its head office in Shanghai. Starting as a manufacturer/wholesaler of
ladies shoes, Belle then forged into retail in September 2005 and sportswear in
June 2006. However, investment had already been made several years earlier
through Belle Investment before consolidating into a listco. Unlike the
footwear business, which is vertically integrated, its sportswear business is
engaged in distribution and retail. It is one of the two Nike (NKE.N Buy) and
Adidas (ADSGn.DE Buy) distributors, with nationwide coverage.

Its sportswear business has grown rapidly through organic growth and
acquisitions from 1,052 stores in 2006 to 7,221 stores as of 31 May 2016, a 7x
increase with sales growth from RMB1.6bn (six-month contribution as it was
acquired in mid-2006) to RMB19.7bn.

For reference, by retail format, around 70% of the business is located in

department stores, ~10% is in shopping malls, ~5% in online sales, and the
rest in street-level stores.

Deutsche Bank AG/Hong Kong
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The size of the retail outlets ranges from c. 60-300sm for sportswear brands.
The number of employees per store depends upon size, location and type of
store, but a typical store needs ~4-5 sales staff. The company underwent an IT
upgrade last year, resulting in real-time POS uploads of sales and inventory
data to its head office.
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Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases,
other parties.

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise

to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
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loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which coupons are
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to
the risks related to rates movements.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own
circumstances including their tax position, their regulatory environment and the nature of their other assets and
liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar
to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can
be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be
incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable
for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized
Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the
website please contact your Deutsche Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and
SIPC. Analysts employed by non-US affiliates may not be associated persons of Deutsche Bank Securities Incorporated
and therefore not subject to FINRA regulations concerning communications with subject companies, public appearances
and securities held by analysts.

Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany’s Federal
Financial Supervisory Authority.

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the
Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial
Conduct Authority. Details about the extent of our authorisation and regulation are available on request.

Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch.

India: Prepared by Deutsche Equities India Pvt Ltd, which is registered by the Securities and Exchange Board of India
(SEBI) as a stock broker. Research Analyst SEBI Registration Number is INHO00001741. DEIPL may have received
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administrative warnings from the SEBI for breaches of Indian regulations.

Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA,
Type Il Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks
involved in stock transactions - for stock transactions, we charge stock commissions and consumption tax by
multiplying the transaction amount by the commission rate agreed with each customer. Stock transactions can lead to
losses as a result of share price fluctuations and other factors. Transactions in foreign stocks can lead to additional
losses stemming from foreign exchange fluctuations. We may also charge commissions and fees for certain categories
of investment advice, products and services. Recommended investment strategies, products and services carry the risk
of losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in
market value. Before deciding on the purchase of financial products and/or services, customers should carefully read the
relevant disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in
this report are not registered credit rating agencies in Japan unless Japan or "Nippon" is specifically designated in the
name of the entity. Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank
Group's analysts with the coverage companies specified by DSI. Some of the foreign securities stated on this report are
not disclosed according to the Financial Instruments and Exchange Law of Japan.

Korea: Distributed by Deutsche Securities Korea Co.

South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register
Number in South Africa: 1998/003298/10).

Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles
Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters
arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who
is not an accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and
regulations), they accept legal responsibility to such person for its contents.

Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should
independently evaluate investment risks and are solely responsible for their investment decisions. Deutsche Bank
research may not be distributed to the Taiwan public media or quoted or used by the Taiwan public media without
written consent. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and
is not to be construed as a recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited,
Taipei Branch may not execute transactions for clients in these securities/instruments.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been
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distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
defined by the Dubai Financial Services Authority.

Australia: Retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product
referred to in this report and consider the PDS before making any decision about whether to acquire the product. Please
refer to Australian specific research disclosures and related information at
https://australia.db.com/australia/content/research-information.html

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.

Additional information relative to securities, other financial products or issuers discussed in this report is available upon
request. This report may not be reproduced, distributed or published without Deutsche Bank's prior written consent.
Copyright © 2016 Deutsche Bank AG
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