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Prada Many intiatives implemented, but there still a long way to recovery

Price HKD23.70 Fair Value HKD35 vs. HKD37 (+48%) NEUTRAL
Bloomberg 1913 HK At the analysts’ meeting yesterday, management explained the FY15 results (released last Friday) in
ReriEE 1913.HK more detail and presented the actions aimed at revitalizing top-line growth and controlling opex
12-month High / Low (HKD) 449/204  (costs more tightly. The main initiative involves the price harmonization strategy, as Prada intends to
Market Cap (HKD) 60,644

maintain a 10% price gap across the different regions, but only for specific products and categories

i‘;gggigjtﬁ{ﬂg?&oo) sg'gi (mainly Leather goods and Shoes). Management has also guided on flattish opex costs (in value
3y EPS CAGR 3.3% terms) thanks to the end of the retail expansion and some cost-cutting measures, which is good news
as current trading does not seem to be improving. We nudge down our FY16-17 assumptions by 3%
im  3M  6M  31/12/15 on average, leading to our new FV of HKD35 vs. HKD37.
Absolute perf. -7.6% 13.9% -28.2% -1.7%
Pers & H/H Gds -1.4% 4.1% -2.0% -2.2% ANALYSIS
DJ Stoxx 600 27%  22%  -83% -9.0% ®  FY15 net revenues virtually stable at EUR3,548m (-7.7% FX-n) were pre-announced on 17th
February. In Retail, sales fell 5.3% FX-n, implying a very slight improvement in Q4 (-6%) vs Q3
YEnd Jan. (EURm)  01/15  01/16e 01/17e 01/18e (-8%) which was derived from the performance in Asia-Pacific (38% of retail sales: -10% in Q4 vs.
Sales 3,552 3,548 3,583 3,691 -20% in Q3). Wholesale sales dropped by approx. 21% in Q4, justified by the rationalisation
% change -0.1% 1.0%  3.0% strategy which is now over in Europe. It is worth mentioning that the 13.5% increase in royalties
EBITDA 954 803 849 893 was driven by a very successful year for eyewear (Luxottica) and fragrances (Coty).
EBIT 7016 5029 5626 6164 e  Prada intends to gradually reduce the price gap to 10%. The new price architecture will apply to
% change -28.3%  11.9%  9.6% the new S/S 16 collection, but management has already declared that this 10% price gap across
Net income 450.7 3286 3684 407.1 the regions would mainly concern Leather goods (63% of sales) and Footwear (18%). Although we
% change -27.1%  12.1% 10.5% believe it might take time to fully achieve this objective, this price harmonization should reduce

the business volatility caused by tourism flows since Prada estimates that travellers account for

01/15 01/16e 01/17e 01/18
i A5s Al il5e approx. 50% of group sales.

Operating margin 19.8 14.2 15.7 16.7

Net margin 12.7 9.3 103 110 e  E-commerce: Prada wants to double its exposure in the MT. The Italian group was relatively
ROE 15.0 11.1 124 136 lagging its peers (~2-3%e of sales) vs. 6% on average (Bain & Company ests), but Prada has decided
ROCE 16.2 115 129 143 to catch up in this fast-growing channel (+22% FX-n in 2015) by: (i) doubling the product offering
Gearing -6.3 -1.9 -4.6 6.8 on its online platform (developed by Yoox), except Apparel, (ii) increasing its presence on social

media (Instagram, Snapchat, etc.) and (iii) implementing the price harmonization.

(EUR) 01/15 01/16e 01/17e 01/18e

EPS 0.18 0.13 014  0.16 ®  Priority for 2016: revitalize organic sales growth. Whilst some luxury brands have already decided
% change - 27.1%  12.1% 10.5% not to follow the “see now, buy now” model, Prada has successfully tested it during its F/W 16
P/E 15.2x 20.8x 185x  16.8x fashion show by selling two new handbag models (Pionnere at EUR1,600 and Cahier over
FCF yield (%) 1.8% 2.4% 55%  5.8% EUR2,000). However, Prada is not willing to use this model on a larger scale, which will be limited
Dividends (EUR) 0.11 0.11 012 014 to special projects only. All these above-mentioned measures are aimed at fuelling the organic
Div yield (%) 2.1% 41% 45%  5.2% sales growth for 2016, all the more since the group admitted that current trading has not
EV/Sales 1.0x 1.9% 19x  18x improved vs Q4, i.e. Europe suffers from fewer tourists visiting the region, trends in Asia-Pacific
EV/EBITDA 7.0x 8.4x 70x  7.4x are still negative and US consumers have adopted a wait-and-see behaviour. We now anticipate
EV/EBIT 9.5% 13.5x 119x  10.8x 1% organic growth for 2016 vs. +2% previously (after -7.7% in 2015).

e  Margin rebound in 2016? Whilst FX should have a neutral impact on GM this year, opex cost
inflation related to retail expansion would be significantly reduced this year as the retail network
should remain unchanged at 618 DOS. Management expects that a tight cost control, except on
A&P expenses, will enable the group to keep stable opex costs in value terms, hence a slight but
symbolic operating leverage might be possible in 2016 after two successive years of EBITDA
margin decline (-930bp between 2013 and 2015). Given a lower organic growth forecast for 2016,
we have nudged down our margin assumptions by 3% over 2016-17.

VALUATION

e QOur new FV of HKD35 vs. HKD37 reflects our margin adjustments over 2016-17. Neutral
recommendation confirmed as it quite too early to play the improving sales and earnings
momentum, particularly in tough market conditions.

e In accordance with the regulation of HK’s securities markets (+Italian new legislation), Prada will
now report its results on a semi-annual basis. Click here to download
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a petiod of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

clements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 56,8%

Distribution of stock ratings

NEUTRAL ratings 35,3% SELL ratings 7,9%

Research Disclosure Legend

1 Bryan Garnier shareholding | Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier Group”) has a No
in Issuer shareholding that, individually or combined, exceeds 5% of the paid up and issued share capital of a company
that is the subject of this Report (the “Issuer”).
2 Issuer shareholding in Bryan | The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one or more members | No
Garnier of the Bryan Garnier Group.
3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are | No
significant in relation to this report
4 Market maker or liquidity A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or No
provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager No
of one or more publicly disclosed offers of securities of the Issuer or in any related derivatives.
6 Investment banking A member of the Bryan Garnier Group is or has in the past twelve months been party to an agreement with the | No
agreement Issuer relating to the provision of investment banking services, ot has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offeting of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Repott is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing No
corporate finance services to the issuer or may expect to teceive or intend to seek remuneration for corporate
finance services from the Issuer in the next six months.
11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the No
securities or derivatives of the Issuer.
12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the No
securities or derivatives of the Issuer.
13 Bryan Garnier executive is A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of such person’s No
an officer household, is a partner, director, officer or an employee of, or adviser to, the Issuer or one of its parents or
subsidiaties. The name of such person or persons is disclosed above.
14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the tesearch, nor the timing of the publication of | Yes
the research has been influenced by any knowledge of clients positions and that the views expressed in the
report accurately reflect his/her personal views about the investment and issuer to which the report relates and
that no part of his/her remuneration was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in the repott.
15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, No
price target/spread and summary of conclusions removed).

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com
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Important information

This document is classified under the FCA Handbook as being investment research (independent research). Bryan Garnier & Co Limited has in place the measures and arrangements required
for investment research as set out in the FCA’s Conduct of Business Sourcebook.

This report is prepared by Bryan Garnier & Co Limited, registered in England Number 03034095 and its MIFID branch registered in France Number 452 605 512. Bryan Garnier & Co
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This Report is provided for information purposes only and does not constitute an offer, or a solicitation of an offer, to buy or sell relevant securities, including securities mentioned in this
Report and options, warrants or rights to or interests in any such securities. This Report is for general circulation to clients of the Firm and as such is not, and should not be construed as,
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The information and opinions contained in this Report have been compiled from and are based upon generally available information which the Firm believes to be reliable but the accuracy of
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should be implied from such statements. All opinions expressed in this Report are subject to change without notice. To the fullest extent permitted by law neither the Firm nor any associated
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This Report may not be reproduced, distributed or published by you for any purpose except with the Firm’s prior written permission. The Firm reserves all rights in relation to this Report.
Past performance information contained in this Report is not an indication of future performance. The information in this report has not been audited or verified by an independent party and
should not be seen as an indication of returns which might be received by investors. Similatly, where projections, forecasts, targeted or illustrative returns or related statements or expressions
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