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The king of footwear operator
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»The most leading footwear brand operator in China: Belle
directly controlled a nationwide retail network comprising 3828
retailing outlets in 150 cities across 30 provinces in the PRC in 2006.
In terms of sale revenue, Belle, Teenmix, Staccato and Tata (four
major brands of Belle) were ranked number one, fourth, eighth, and
tenth, implied 8.2%, 4.2%, 3.4% and 2.0% market share in 2006.
Besides, Belle is one of the largest sportswear retailers and the
largest retailer for both Nike and Adidas in China.

»Stronger bargain power in industry chain: Benefiting from
the huge scale of raw material demand, indispensable position in
department stores and efficient supply chain, Belle owns a stronger
bargaining power in footwear industry chain, and makes it have a
higher margin.

»Stronger expansion capability: Compared with other footwear
operators which have only one or two brands, Belle is more likely as a
footwear portfolio operator. This model enables Belle to expand easily.
Opening 1000 stores in one year is a great challenge for one brand
operator, but not for Belle.

»Three growth drivers: We believe that earning drivers in future
will be: 10%-15% same store sales growth, opening new stores for
current brands and acquisition of more brands. As a result, the outlets
of belle are expected to reach 7508 in 2009.

» Revenue and profit grow at a CAGR of 49.0% and 44.1%
in 2006-2009 respectively. We think expansion enables Belle to
have sale of RMB 20.6 billion at 2009, implying a CAGR of 49.0% in
2006-2009; Changing of business structure and risk of new tax rate
will make the net profit margin decrease from 2006, so profit is
expected to grow at a CAGR of 44.1% in 2006-2009.

»Initiating with BUY rating and TP of HK$10.5. We initiate
coverage of Belle with a BUY rating with target price of HK$10.5,
implied 38.3X 08PE. We think Belle deserves to trade at a premium to
industry average because of its leading position in sector.
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Earning Summary

Price Performance
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Leading footwear brand operator

Largest sales revenue for footwear

Belle is the leading footwear and sportswear brands operator. It directly
controlled and managed a nationwide retail network comprising 3828 retailing
outlets in 150 cities across 30 provinces in the PRC in 2006. Meanwhile, it has
a network of 35 retail outlets in Hong Kong, Macao and the Unites States.

According to statistics compiled by the CIIIC, Belle is the leading retailer of
ladies footwear in the PRC based on sales revenues. It managed 2776
footwear outlets and achieved RMB 4,461 million revenue in 2006.

Figure 1. Nationwide retail network of Belle in China, 2006
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Source: Company information

Figure 2: Retail network divided by brand,2006

Footwear Sportwear Others Total

Self-owned brand Licensed brand Licensed brand

Sales Regions Belle Staccato Teemix Fato Tata Bata Joy&Peace NIKE ADIDAS Lining Mizuno Puma Reebok Levi’s
Eastern China 180 64 115 11 88 26 25 134 94 0 0 0 5 0 742
North China 143 72 121 12 83 29 16 69 51 0 0 3 21 8 628
Southern China 150 61 94 14 81 9 6 73 33 0 0 10 7 0 538
North-Eastern China 109 39 85 10 83 13 10 57 61 0 0 0 9 0 476
Shandong and Henan 70 24 46 11 46 6 11 86 53 0 15 0 0 0 368
Central China 74 30 64 3 48 9 9 10 44 0 0 0 0 0 291
South-Western China 59 25 43 0 49 7 6 34 26 0 0 0 2 0 251
North-Western China 50 17 44 3 39 2 5 38 34 0 0 0 2 0 234
Yunnan and Guizhou 33 16 20 5 19 2 3 31 20 10 0 12 0 0 171
Guangzhou 58 17 22 0 30 2 0 0 0 0 0 0 0 0 129
Total 926 365 654 69 566 105 91 532 416 10 15 25 46 8 3828

Source: Company information
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Wide range of footwear business

Belle offers a wide range of footwear business, which comprises of eight
brands, six of them are their own brands (Belle, Staccato, Teenmix, Tata, Fato
and JipiJapa) and two of which are licensed brands (Joy&Peace and Bata).
According to the CIIIC, Belle was the number one lady’s footwear brand in the
PRC for the past ten years, implied a 8.2% market share of major ladies
footwear brand in department store by value. In terms of sale revenue,
Teenmix, Staccato and Tata were ranked fourth, eighth and tenth, implied 4.1%,
3.4%, 2.0% market share respectively. Each brand focuses on different target
consumer group (see Figure 3) and the retail prices are generally in the range
from RMB 300 to RMB 2,000.

Figure 3: Brands operated by Belle

Brand Target Market Price Range Distributorship agreement Agreement term Store NO. in China

Self-owned ladies’ footwear Brands

Belle age between 20-40, fashion and middle income RMB 300-600 Self-owned - 926
Staccato age between 25-40, fashion and high income RMB 600-1800  Self-owned - 365
Teemix age between 18-25, young and trendy RMB 300-600 Self-owned - 654
Tata age between 20-35, fashion RMB 300-500 Self-owned - 566
JipiJaps age between 25-45, middle income RMB 400-1300 only available in HongKong - -

Self-owned men’s footwear Brands

Fato good quality and well-designed RMB 500-800 Self-owned - 69

Licensed brands

Joy&Peace vyoung, fashion ladies looking for RMB 600-2000 authorized retailer excluding

sophistication Guangdong and Fujian province - 91
Bata age between 25-45, business or casual RMB 400-800 2006. 03-2016. 03 105
Sportswear Brands
Nike athletic and recreational - not the sole retailer 2007. 05—2008. 05 532
Adidas athletic and recreational - not the sole retailer 2007.01—2008. 12 416
Reebok athletic and recreational - not the sole retailer 2007. 01—2007. 12 46
LiNing athletic and recreational - not the sole retailer 2006. 06—2007. 06 10
Kappa athletic and recreational - not the sole retailer - -
PUMA athletic and recreational - not the sole retailer 2006. 12—2007. 12 25
Mizuno athletic and recreational - not the sole retailer 2007.01—2009. 12 15
FILA athletic and recreational - PRC trademark - -
Apparel Brand
Levi's trendy and casual - only in Beijing 2007. 02—2008. 02 8

Source: Company information

Figure 4: The Top ten ladies’ footwear brands in department store
by value(2006)
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The largest retailer for Nike and Adidas in China

At the June 30. 2006, Belle acquired certain sportswear business in PRC. At
the end of 2006, Belle was one of the largest sportswear retailers. It operates
1052 sportswear brand stores in China and sells RMB 1576 million revenue in
the second half year of 2006.

In addition, Belle was the largest retailer for both Nike and Adidas in China,
consisted of by 532 Nike stores and 416 Adidas stores at the end-06 (implied
about 25% for both of them), compared with 600-700 Nike and Adidas stores
operated by Yue Yuen (0551.HK), and about 500 stores operated by Shenzhen
Ling Pa Ltd.

Figure 5. Revenue breakdown of Belle: footwear brands VS
sportswear brands (2006)

E footwear retail B footwear wholesale [Osportswear retail O sportswear wholesale HEOEM

Source: Company information

Vertically integrated model

Just like many successful international apparel and shoe brand, Belle operated
a vertically integrated business model comprised design, production, marketing
and retailing.

This All-in-one model enables Belle to exert maximum control over all the
stages of the chain, and react rapidly to production needs and market trends.
As a result, the initial orders which are placed by their individual sales regions
generally account for approximately 50% of their estimated demand, compared
to traditional business mode about 60%-80%.

Besides, it new season product was added frequency four times a yeatr, so its
discount rate was lower than peers’ by 10-20 percent.

Lastly, efficient supply chain system enables Belle to deliver product within
15-20 days from the receipt of a production order.

-5-
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Figure 6: Vertically integrated model about Belle
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Focus on mid-to-high consumers
Belle focuses on mid-to-high end market and all its design and prices are
targeted to mid-to-high consumers (Figure 3), particularly to white collar and
trendy women; we believe it is in the sweet spot to tap the growing fashion and

brand awareness.

According to company, 84.1% of its outlet is located in major department stores,
such as Parkson, Golden Eagle and so on, and 73.4% of total turnover are
achieved by department store outlets at 2006. Therefore, the consignment
counters in the department store are the major distribution channels for Belle.

-6-

This report is not to be distributed to the US, Canada, Japan or to any US person



First Shanghai Securities Limited Sep 2007

Belle has strong
bargain to raw material
supplier

Belle has strong
bargain to department
stores

Belle has strong
bargain to consumers

Strengths analysis

Stronger bargaining power

Generally speaking, revenue is the most important factor to determine
bargaining power of a company. The more on sales, the stronger bargaining
power it has.

The huge demand for raw material enables Belle to win lower price and shorter
supply time.

We assume that average selling price of a pair of shoes is RMB 100 while the
cost is RMB 33 (gross margin of retailing leather shoes is 67.5% in 2006). In
general, raw material cost represents about 70% of cost of sales, so that the
raw material cost is RMB 23 per pair of shoes. Therefore, total raw material cost
reached RMB 950 million when we calculated Belle’s 4.2 billion sales of leather
shoes, this is a huge demand, so we think Belle can gain lower raw material
cost.

Belle's four main brands accounted for 17.7% of the department store market
(Figure 4), it means in a department store, about 20% of the leather shoes is
operated by Belle.

Besides, Belle was also the largest retailer in the PRC for both Nike and Adidas.
Revenue of Belle’'s sportswear reached RMB 2,328 million in 1HO7, implied
about RMB 2.5 million one store per year. We believe the sportswear brand like
Nike, Adidas, Lining and so on have been brought into most of department
stores, so more revenue could be contributed to this department store by Belle.

So Belle is an untouchable supplier for every department store, we believe this
situation enables Belle to negotiable a favorable commission arrangement. For
example, belle’s commission fee is about 20.5% in 2006, compared to Hong
Guo’s 25%, which is another famous ladies footwear operator in China.

Based on its efficient supply chain, more frequent new season product fair
order management system, Belle's average discount rate (always 15%-20%) is
lower than peers (average 30%-40%).

Since the strong bargaining power in footwear industry chain, Belle’s gross
margin was higher than the other ladies’ footwear operator (Figure 27).

Stronger sales per store

Compares to other major ladies footwear operators, Belle’s sales per store is
higher. Belle label posted around RMB 2.3 million per store in 2006, implied
9-13 pairs of shoes one day per store.

Hongguo's sales was RMB 0.8 million per store, implied 5-6 pairs one day.
Prime success was RMB 1 million per store, implied 15-20 pairs one day.

As we all know, the major cost of operating a new store is relatively fixed, such

as rental, staff salary and depreciation, so higher sales per store represented
more profit in one store.

-7-
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Figure 7: Comparison with major peers ,2006 (only footwear

business)

Company retail sales Store NO.in Average store The price of a Pairs of shoes
revenue China sales pair of shoe one day sell
(RVB mn) (RVB mn) (RVB )

Belle 4,147 2,811 1.49 300-400 9-13

HongGuo 567 663 0. 86 300-400 56

Primesucess 2,122 2,102 1.01 100-200 15-20

Source: Company information

Stronger Expansion capability

Belle label was very successful in china. According to statistics of CIIIC (China
industrial information issuing center), Belle is the number one ladies’ footwear
brand, implied about 2billion revenue by value or 6 million pairs of shoes by
volume.

According to management, they want to copy Belle’s success to other brands
like Staccato, Teenmix, and make them as famous as Belle. So we believe
Staccato, Teenmix and Tata perhaps have same scale as Belle after 3-5 years.

Supposed that any brand belong to Belle can have the sales of RMB 3 billion
one year, Belle footwear business can have total revenue over RMB 12 billion.

According to the plan of Nike and Adidas, they will open about 3000 stores in
the next three years, and will have 5000 stores each in 2009. We think if Belle
can maintain current share of 25%, 2500 Nike and Adidas stores will be
operated by Belle. On the assumption of each store can generate sales of RMB
3 million per year, we believe Belle’ sportswear can achieve at least RMB 7.5
billion revenue.

Combined footwear with sportswear, the Belle group could achieve RMB 20
billion sales and have nearly 10000 stores in the PRC. It is a great challenge for
other operators but not for Belle because of its multi-brand model.

-8-
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Figure 8: Expansion roomage of Belle
The biggest footwear operator in the world
Belle Staccato Teenmix Tata Fato Joy&Peace Bata New brand |Nine West |Nike Adidas
Store No. 926 365 654 566 69 91 105 about 4000|532 416
Pairs of shoes
sold per year (mn) 6 2 4 4 <1 <1 0 60-70
Sales revenue (RMB mn) 1909 549 829 583 about 1500 about 1500
l l l l Nike and 1250 stores for every
If four brand [3000 mn] [3000 mn | [3000 mn ] [3000 mn ] [ueiieiiiiiiiiiil Adidas are brand at 2009
all plan to
can sale as
d Belle expand stores >
good as to 5000
brand---, +-
12000 mn ————>»{20billion sales! < 8000 mn

Nearly 10000 stores

Source: Company information, FSSL
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Growth driver

SSS growth
Belle group’s brands like Belle, Staccato, Teenmix and other brands showed
same store sales growth of 20.3%, 31.2% 16.1% and 19.0% respectively in
2006. Meanwhile, sportswear grew 21.2% in 2006.

We believe the company is set to benefit from the trend of lifestyle upgrading in
both coastal and inner cities as disposal income grows in China and consumers
increasingly like to buy high-end products.

So we think all Belle’ s brand can keep its SSS as 12%-15%, driven by a 5-7%
yoy increase in ASP and 7% increase in volume, which meansl-2 pairs of
shoes increase per day for one store.

Figure 9: The SSS growth

Brands Average store Same store Average store
sales sales growth size
(RMB thousand) sq. m
Footwear
Belle 2,062 20. 3% 40-100
Staccto 1, 507 31. 2% 40-100
Teenmix 1, 269 16. 1% 40-100
Tata 1,031 16. 0% 40-100
others 1,037 19. 0% 40-100
Average 1,494 40-100
Sportswear 2,442 21.2% 60-300

Source: Company information

Open new stores for current brands
According to management, they plan to open more than 1000 stores for all
Belle group’s brands at the next three years. We think that Belle can easily
achieve the task. Belle has the larger brands portfolio with 8 leather shoes
brands and 8 sportswear brands so that opening 1000 stores in one year
translates into only 60 stores for each brand.

Could open new stores in new regions

There are 286 cities at Prefecture Level (provincial city) in China and the
population in these cities generally is more than 1 million. Therefore, these
cities are fitted for selling branded shoes. Now, Belle only explored 150 cities,
so we believe Belle can open new stores in these cities with great potential.

Could open more stores in one city

Belle operated 2776 leather shoes stores and 1052 sportswear stores in 150
cities in 2006, which translates 18 leather shoes stores and 7 sportswear stores
per city or only 1-2 stores for every brand per city, so we think it has implied
sweet prospect to open new stores in one city

-10 -
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Figure 10: Changing of Belle’s outlets

2005A 2006A 2007E 2008E 2009E
Footwear
Belle 700 926 976 1026 1076
new stores 50 50 50
Staccato 300 365 425 485 545
new stores 60 60 60
Teenmix 500 654 814 974 1094
new stores 160 160 120
Tata 420 566 726 886 1006
new stores 160 160 120
Others 136 265 515 715 915
new stores 250 200 200
Total 2056 2776 3456 4086 4636
new stores 6850 630 550
Sportwear
Nike 532 732 882 982
new stores 200 150 100
Adidas 416 566 686 786
new stores 150 120 100
Others 104 654 1004 1104
new stores 550 350 100
Total 1052 1952 2572 2872
new stores 900 620 300

Source: Company information, FSSL

Acquiring more brands or developing new brands

According to management, approximately 27%-31% of IPO proceeds will be
used to implement expansion plans which include acquiring companies or
forming alliance with strategic partners, the aim of merger is high-end ladies
brand, fashion ladies brand and high-end man shoe brand.

On Aug 17 2007, Belle disclosed a transaction that it has acquired the FILA
PRC trademarks and properties related thereto at a cash consideration of
US$48 million.

We believe acquisition of more brands or new brands developing will become a
important growth driver for Belle.

-11 -
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Financial analysis

Key Assumption
1. Number of retail outlets: According to the management, we think all Belle’s
outlets will go to 7508 on the assumption that open 1580, 1250, 850 stores
in 2007-09 respectively.
2. Same stores sales growth: We believe average SSS growth ratio of
sportswear will only 5% because of more stores in second and third tier
cities are opened.
3. Expense: Salaries expense is forecast on the assumption that opening a
new store needs 6 employees.

Figure 11: The key assumption

(RMB MN)
Revenue

Store NO. in PRC
Belle
Staccato
Teemix
Tata
Other footwear brand
sportswear brand
Total number of outlets
SSS growth ratio
Belle
Staccato
Teemix
Tata
Other footwear brand
sportswear brand
average revenue of new footwear store
average revenue of new sportswear store

Total revenue (RMB mn)

Gross Profit

Gross Margin
footwear
sportswear

Gross profit

Expense

concessionaire fees and rental expense
concessionaire fee/revenue
rental expense/revenue
salaries expense
number of employee
depreciation

Effective tax rate

2006A

926
365
654
566
265
1052
3828

20. 3%
31. 2%
16. 1%
16. 1%
19. 0%
21. 2%
1.0

1.8

6, 238

56. 1%
63. 0%
35. 5%
3,500

13
20. 5%
26. 5%
746
33,995
183

2. 7%

2007E

976
425
814
726
515
1952
5408

13. 0%
25. 0%
14. 0%
13. 0%
10. 0%
5. 0%
1.0

1.8

11, 428

51. 3%
63. 7%
36. 1%
5, 864

25
20. 5%
27.9%
1,116
51, 651
259

5. 0%

2008E

1026
485
974
886
715
2572
6658

11. 0%
22. 0%
13. 5%
12. 0%
10. 0%
5. 0%
1.0

1.8

15, 756

51. 6%
64. 4%
36. 7%
8,136

35
20. 8%
27. 8%
1,502
62, 168
319

10. 0%

2009E

1076
545

1094
1006
915

2872
7508

9. 0%
15. 0%
13. 0%
10. 0%
10. 0%
5. 0%
1.0

1.8

20, 649

51. 7%
64. 9%
37. 3%
10, 666

47
21. 1%
28. 1%
1,918
70, 806
360

15. 0%

Source: Company information, FSSL
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Revenue: grow at a CAGR of 49.0% in 2006-2009

Firstly, leather footwear business is expected to grow stably at 32.8% CAGR in
2006-2009 due to the business scope expansion and high level of SSS growth.

Secondly, the sportswear business revenue growth is forecast to be 222% in
2007 and 45.6% in 2008 since Belle acquired the sportswear business on 30
June 2006 and will be benefit from 2008 Beijing Olympic game.

As a result, we believe the sales can reach RMB 20.6 billion with a CAGR of
49.0% in 2006-09.

Figure 12: Revenue growth Figure 13: Break down of revenue

25,000  RMB mn

20,000

100% [ peOmbey
90%
80%
0%
2006-2009 CAGR=49. 0%
15,000 [ 60%
50% 100. 0%
0% 74. 7%
10,000 son
i 16 53. 9% 52. 0%
20%
5,000 10%
0%
J 2005A 2006A 2007E 2008E 2009E
0 . . . .

2005A 2006A 2007E

2008E 2009E OFootwear business B sportswear business

Source: Company information, FSSL

Source: Company information, FSSL

Gross margin is bottom in 2007

Footwear’s margin increase sharply from 24.3% to 56.1% in 2006, mainly
because of the engaging into retail business, we think the gross margin of
leather footwear will increase steadily.

The introduction of sportswear retail business will make the company’s gross
margin bottom in 2007: The gross margin of sportswear retail business is only
35.5% in 2006, implied a 27.5 percentage points lower than footwear’ margin.
So company’s gross margin will decrease sharply in 2007.

As a result, company’s gross margin will decrease from 56.1% in 2006 to 51.3%

in 2007, and is expect to rebound to 51.7% in 2009 because of 6%-7% markup
for their production YOY. .

-13-
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Figure 13: Footwear Margin, sportswear Margin and total Margin
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Source: Company information, FSSL

Operating margin: back to 16.2% in 2009

1) Since the gross margin decrease from 56.1% in 2006 to 51.9% in 2007
because of changing business structure, operating margin will decrease
sharply to 14.3% in 2007.

2) Stable gross margin and strong endogenetic growth makes the operating
profit growth faster than revenue, and drive the operating margin to go to high .

We believe Belle’ operating margin will decrease from 16.4% in 2006 to 14.3%
in 2007, and then increase to 16.2% in 2009.

Net profit: grow at a CAGR of 44.1% in 2006-2009

Belle's effective tax rate is 2.7% in 2006. We expect the tax rate will edge
upward.

1) Footwear business could enjoy 0% tax rate and its sportswear business’s tax
rate is around 25% so business structure change will make the effective tax rate
increase.

2) The New EIT law (the Enterprise income tax law of the PRC) will be effective
commencing 1 Jan 2008, Belle may face the risk of the increase of composite
rate of tax. We expect the tax rate will increase from 2.7% in 2006 to 15% in
2009.

As a result, net profit of Belle will grow at a CAGR of 44.1% in 2006-2009.

-14 -
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Figure 14: Net Profit Growth Figure 15: Operating Margin and Net Margin
3,500  RMB mn 1 350%
18. 0
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Source: Company information, FSSL Source: Company information, FSSL

Working capital
Belle's accounts receivable days were reduced from 45 days in 2005 to 37 days
in 2006 as the shifting of business structure from OEM and wholesale to retail.

Benefiting from the efficient supply chain, Belle’s inventory days were
decreased from 182 days in 2005 to 145 days in 2006. We believe the inventory
days will be reduced in the future to 114 days in 2009.

Figure 16: Working Capital

2005A 2006A 2007E 2008E 2009E
Accounts Receivable Days 45 37 36 36 35
Inventory Days 182 145 118 115 114
Accounts Payable Days 84 43 39 38 36

Source: Company information, FSSL

ROE and ROA

Figure 17: ROE and ROA

40. 0%
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Source: Company information, FSSL
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Valuation: BUY, TP HK$10.5

DCF Valuation

Based on our forecast of future free cash flow, we discounted FCF on the
assumption of 10.7% WACC and 3.0% terminal growth rate. Then, the fair value
is HK$8.82 per share, implied 32.3X FY 08E EPS.

Figure 18: DCF Valuation

High Growth Stage Decelerating Growth Stage Maturity
Term 2007E 2008E  2009E 2010E  2011E 2012E 2013E 2014E 2015E
1 2 3 4 5 6 7 8 9
FCF 298 1,169 2,750 2,812 3,991 4,432 4874 5214 5788 77,621
Discounted FCF 298 1,056 2,245 2,074 2,659 2,668 2,651 2563 2570 46,734
(RMB mn)
WACC 10.7%
Maturity Growth 3.0%
Risk Free rate 5.30%
B 0.90
Risk Premium 6%
Enterprise Value 65518.2
Plus:Net Cash 6700.3
Equity Value 72218.5
Share 0/S 8,441

Value per share (HK$) $8.82

Source: Company information, FSSL

Figure 19: Sensitivity Analysis

WACC
9.68%  10.18% 10.68% 11.18% 11.68%

- 4.50% 12.20 11.17 10.31 9.57 8.94
g 4.00% 11.37 10.49 9.71 9.14 8.53
go 3.50% 10.73 9.91 9.25 8.66 8.16
. 3.00% 10.20 9.41 8.82 8.30 7.84
E 2.50% 9.57 9.00 8.45 7.98 7.56
3 2.00% 9.13 8.59 8.10 7.69 7.30
S 1.50% 8.74 8.11 7.83 7.41 6.95

Source: Company information, FSSL

P/E and P/B Valuation

We give Belle a target P/E of 36.6X for 2008 and P/B of 11.4X for 2007, which
is a 28% and 30% premium respectively compares with average of retail
sector, those target are only a fair value compares with excellent company like
Lining and Parkson, so we think those are reasonable. As a result, we got the
valuation per share for Belle is HK$11.8

- 16 -
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Figure 20: Valuation peer comparison (share price as at 07 Sep

2007)
Company Ticker PE PB
2008E 2007E

Prime Success 0210 17.8 7.4

Footwear operator HongGuo HGUO. SP 19.0 3.7
Li Ning 2331 42.7 13.8

Apparel operator Ports 0589 25.6 10.6
Espirt 0330 23.9 10.8
Embry Form 1388 22.3 2.9

Other retailer Parkson 3368 42.5 14.1
Golden Eagle 3308 35.7 11.5
Intime 1833 26. 7 4.0

Average 28.5 8.8

Average of excellent

company 36.6 11.4
Belle 1880 33.1 7.2

Source: Company information, FSSL

Combined DCF valuation with P/E and P/B valuation, we set our 12-month
target price at HK$10.5, representing 38.3X FY 08E EPS. The target price
implies for a 15.7% upside from the current level. As a result, we initiate it with
a BUY recommendation.
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consume 1.3 billion pairs
of shoes per year

consume 390 million pairs
of shoes by mid to high
income households

Appendix 1: Industry Overview

Leather footwear industry

1, The population of China is more than 1.3 billion, implied a huge demand of
footwear. According to National Bureau of Statistics of China (NBSC), people in
average consume about 2.5 pairs of shoes per year.

2, According to NBSC, mid-to-high income households will consume about 390

million pairs of shoes every year (based on 46% of urbanization ratio and 20%
of the population is classified into mid-to-high by income level).

Furthermore, NBSC points out that the higher income one has, the faster

?é%r;ﬁrm tligzor?g\;\/th faster consumption growth will be. Consumption growth of the highest income people
P 9 is at a CAGR of 16% in 2001-2005, comparison with 3.0% of the lowest one in
the same period.
Figure 21: CAGR of consumption divided by income level
Source NBSC
Huge organic  growth Accort_jlng to the res_earch conducted by_ Euromonitor, China’s per capita
: : . spending on footwear is only around US$ 9 in 2004 and only 9% of their income
potential  spending in ) o )
china spend on apparel and shoes consumption which is lower than that in the US.
So we believe there is a huge organic growth potential in footwear spending in
China.
Figure 22: Footwear spending comparison Figure 23: Chinese apparel and footwear

per capita, 2005

spending /income comparison with US
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Source: Company information, FSSL
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Major sportswear brands
in China

Sportswear industry

According to the statistics of A.T.Kearney marketing, China’s sporting goods
markets had been growing at 35% of CAGR from 2000 to 2004 and the market
will continue to grow rapidly. We believe that the continuous economic growth
and Olympic 2008 would sustain the growth. However, a slow down in annual
growth rate is expected because of the larger base. It is expected that China
sporting goods market will grow at a 22% CAGR in 2005 to 2009 and reaches
US$ 19.9 Bn by 2009.

Figure 24: The growth rate of sporting goods market in China

(Bn US$)

CAaGR = 22%0 199

CAaGR = 35%0

il

2000 2001 2004 2005E 2006E 2007E 20SE 2009E

Source: ATK marketing

There are more than hundreds of sport goods brands in China. Some of them
are international brands, like Nike, Adidas and Reebok. The others are
indigenous brands, like Lining, Anta and Peek.

According to ZOU marketing calculation, Nike, Adidas and Lining are the top
three market holders in China based on sales revenue, which account for a
13.0%, 12.5% and 9.5% market share of major sportswear brand by value.

Figure25: The market share of major Figure26: The outlets number of major

sportswear brands in China sportswear operator in China

EONike BAdidas OLining OAnta BEOthers 0
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Source: Zou marketing

Source: Company information
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Appendix 2: Comparison between
major footwear brands

Three major footwear operators
We compared Belle with the other two major footwear operators in China which
is named as Prime Success (0210.HK) and HongGuo (HGUO.SI).

Figure 27: Comparison between major footwear brands in

China,2006
Company Leather footwear business Belle HongGuo Prime Success
Number of brands 8 2 2
Flagship brand Belle C. banner Daphne
Market share 8. 2% 3. 4% 4. 8%
Price 300-400 300-400 100-200
Business Number of outlets 926 502 1936
comparison
Sales revenue 1909 about 350 1979
Business model Vertically Vertically Vertically
integrated integrated integrated
Leather footwear sales revenue 4507 425 2122
Number of outlets 2776 663 2100
Gross Margin 63. 1% 39. 1% 45. 1%
Finicial Operating Profit Margin 20. 9% 13. 5% 14. 2%
comparison |ROE 41. 4% 22. 3% 33. 8%
Inventory turnover days 125 171 147

Source: Company information
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Appendix 3: Footwear manufacturing
process

Figure 28: Footwear manufacturing process
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Appendix 4: Company data

Figure 29: Company data
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Summary of Financials

Profit and Loss Statements

Ratio Analysis

<RMB> in <million>, year-end Dec 31

FY<05>A FY<06>A FY<07>F

FY<08>F FY<09>F

FY<05>A FY<06>A FY<07>F FY<08>F FY<09>F
Revenue 1,731.8 6,238.5 11,428.1 15,7559  20,649.2
Gross profit 957.1 3,500.7 5,863.7 8,135.7  10,666.4
Other income 34 12.3 10.4 13.2 16.0
SG&A (668.2) (2489.8)  (4,2454)  (5682.8) (7,3416)
Other expenses 0.0 2.0 40 6.0 8.0
Operating profit 292.3 1,025.2 1,632.8 2,472.1 3,348.7
Finance costs (7.9) (19.9) 395.0 100.0 100.0
Associates 0.0 0.0 0.0 0.0 0.0
Earning before tax 284.4 1,003.3 2,023.8 2,566.1 3,440.7
Tax paid (49.5) (26.7) (101.2) (256.6) (516.1)
Minority Interest 0.0 0.0 0.0 0.0 0.0
Net profit 2349 976.6 1,922.6 2,309.5 2,924.6
Depreciation 379 1834 259.1 319.0 359.7
EBITDA 330.2 1,208.6 1,891.8 2,791.1 3,708.4
Growth
Revenue (%) 98.9% 260.2% 83.2% 37.9% 31.1%
EBITDA (%) 193.8% 266.0% 56.5% 47.5% 32.9%
EPS (%) 212.8% 315.8% 96.9% 20.1% 26.6%
Balance Sheet
<RMB> in <million>, year-end Dec 31

FY<05>A FY<06>A FY<07>F FY<08>F FY<09>F
Cash 122.1 302.1 6,700.3 7,288.3 9,317.2
Trade receivable 492.3 1,028.8 1,582.6 1,740.8 19149
Inventories 598.7 1,569.9 1,9475 2,895.7 3,294.3
Other current assets 113.9 0.0 0.0 0.0 0.0
Current assets 1,326.9 2,900.7 10,230.4 119248  14,526.5
Fixed assets 195.4 575.6 719.4 749.7 718.8
Intangible assets 16.6 656.1 656.1 656.1 656.1
L-T investments 61.8 312.7 336.2 3713 409.7
Total assets 1,600.6 4,445.2 11,942.1 13,7019  16,311.1
Short-term liabilities 0.0 0.0 0.0 0.0 0.0
Trade payables 279.7 778.4 1,086.5 1,275.7 1,537.5
S-T bank loan 1135 609.9 50.0 50.0 50.0
Others current liab. 354.2 230.0 189.6 282.8 4385
Total current liab. 7474 1,618.2 1,326.0 1,608.5 2,026.0
L-T bank loan 26.0 1505 0.0 0.0 0.0
Others 0.0 424 46.7 51.3 56.5
Total liabilities 7735 18112 13727 1,659.9 2,082.5
Minority interest 0.0 2.0 4.0 6.0 8.0
Shareholders' eqt. 827.2 2,632.0 10,565.4 12,036.0  14,220.7
Book value per share 9.8 31.2 125.2 142.6 168.5
Working capital 579.5 1,282.5 8,904.4 10,316.3  12,500.5

Margins
Gross Margin (%) 55.3% 56.1% 51.3% 51.6% 51.7%
EBITDA margin (%) 19.1% 19.4% 16.6% 17.7% 18.0%
Net margin (%) 13.6% 15.7% 16.8% 14.7% 14.2%
Operating Performance
SG&A  revenue (%) -38.6% -39.9% -37.1% -36.1% -35.6%
Effective tax rate (%) -17.4% 2.7% -5.0% -10.0% -15.0%
Dividend payout (%) NA NA 30.0% 30.0% 30.0%
Inventory turnover 181.8 144.6 1154 116.0 113.2
Payable days 84.3 42.8 384 383 36.1
Receivable days 1.0 1.0 1.0 1.0 1.0
Financial 0.48 0.41 0.11 0.12 0.13
Net debt to equity 1.08 1.40 0.96 1.15 127
Revenues / total assets 1.94 1.69 1.13 1.14 115
Total assets / equity 37.00 51.52 (4.13) (24.72) (33.49)
Interest coverage
Cash Flow Statement
<RMB> in <million>, year-end Dec 31
FY<05>A FY<06>A FY<07>F FY<08>F FY<09>F
EBITDA 330.2 1,208.6 1,891.8 2,791.1 3,708.4
Finance costs 5.0 14.0 1,000.7 994.2 382.7
Change in Working Capt. (309.5)  (1,195.2) (1,238.8)  (1,822.3) (606.1)
Tax Paid (14.4) (63.7) (60.8) (193.9) (356.1)
Operating CF 11.2 (36.3) 1,593.0 1,769.1 3,128.9
CAPEX (147.2) 134.9 (927.9) (530.7) (313.0)
Other Investing Activities (4.3) 207.8 0.0 0.0 0.0
Investing activities CF (151.5) 3426 (927.9) (530.7) (313.0)
Change in Debt 19.2 524.9 (769.2) 0.0 0.0
Change in Equity 487.1 0.0 6,970.0 0.0 0.0
Dividends (188.3) 0.0 (400.0) (576.8) (692.9)
Other Financing Activities 0.0 2.0 4.0 6.0 8.0
Financing activities CF 318.0 526.9 5,804.8 (570.8) (684.9)
Chang in cash 1777 69.8 6,465.9 661.6 2,123.0
Cash at the beginning 555 235.9 302.1 6,700.3 7,288.3
Cash at the end 235.9 302.1 6,700.3 7,288.3 9,317.2

Source: company information, FSSL
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