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Sector : Retail Chairman & CEO : Heinz Jürgen KROGNER- 
HKSE Code : 00330   KORNALIK 
Market Price : HK$66 (28/08/2007)    
HSI : 20,972.29 (28/08/2007) Deputy Chairman & CFO  : Paul CHENG Ming Fun  
Shares Issued : 1,241.42 million    
Mkt. Cap. : HK$81,934.04 million    
52 weeks Hi / Lo : HK$133.00 / HK$72.40    

 
SUMMARY OF THE FINAL RESULTS FOR THE YEAR ENDED 30TH JUNE 2008 

 

Final Results Highlights 
 

 FY07/08 FY06/07  
 HK$ million HK$ million Change 

·  Turnover  37,227 29,640 25.6% 
·  Operating profit 7,721 6,259 23.4% 
·  Share of results of associates  145 130 11.5% 
·  Net profit  6,450 5,180 24.5% 
    
 HK$ HK$   
·  EPS – Basic 5.21 4.22 23.5% 
·  DPS – Final 1.15 1.00 15.0% 
·  DPS – Special 2.10 1.48 41.9% 
·  DPS – Total 4.20 3.18 32.1% 

 

·  Esprit Holdings reported a 24.5% y-o-y rise in net profit to HK$6.45 billion for the year ended 30 June 
2008. The profit was lower than the HK$6.7 billion or 25.6% growth forecast in a Thomson Reuters 
survey of 17 analysts.   

·  Turnover grew 25.6% y-o-y to HK$37.227 billion, lifted by 24.8% growth in Germany, 28.1% growth in 
rest of Europe, 21% growth in Asia Pacific and 22.6% growth in North America. Europe remained the 
dominant source of revenue, accounting for 86.7% of sales. Germany was the single largest market 
with a 46.7% slice of total turnover. 

·  Gross margin stayed almost the same at 53.6% in FY08 when compared with the prior year. 
Operating profit margin was 20.7% (FY07: 21.1%). The wholesale EBIT margin was 26.5% (FY07: 
26.4%) and the retail EBIT margin was 13.3% (FY07: 15.1%). The change of overall operating profit 
margin was mainly due to slight improvement in wholesale EBIT margin offset by the decline in retail 
EBIT margin partially caused by accelerated retail expansion.  

·  Total operating expenses to sales increased slightly from 32.5% in FY07 to 32.9%. Net margin 
reduced to 17.3% from last year’s 17.5%. 
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·  EPS increased 23.5% to HK$5.21. The Group declared final dividend of HK$1.15 (up 15% y-o-y) and 
special dividend of HK$2.1 (up 41.9% y-o-y). Total dividend amounted to HK$4.2 (up 32.1% y-o-y). 
Dividend payout ratio was 80% (FY07: 75.4%). 

·  As of 30 June 2008, the Group’s financial position remained strong with no long-term bank 
borrowings and a cash position of HK$6.5 billion (FY07: HK$5.2 billion).  

Business Highlights 

·  Breakdown of turnover by markets 

 
·  Breakdown of turnover by activities 

 FY07/08     FY06/07  
 HK$ million % HK$ million % Change 
Wholesale 20,943 56.3% 16,601 56.0% 26.2% 
Retail 16,055 43.1% 12,828 43.3% 25.2% 
Licensing and others 229 0.6% 211 0.7% 8.5% 
Total 37,227 100.0% 29,640 100.0% 25.6% 

 
·  Breakdown of distribution channels 

    FY07/08 FY05/06 Change y-o-y 
Wholesale Total point of sales 14,295 13,095 Over 1,200 
 Sq. m. Over 746,000  Over 629,000 Over 117,000 
Direct retail Total point of sales 690 604 Increase 86 
 Sq. m. 270,000 237,719 Over 32,281 

 
Wholesale 
·  Turnover from the wholesale business grew 26.2% to HK$20.943 billion. Contributing to the turnover 

growth was the net addition of 1,200 new controlled-space wholesale point-of-sales since the 
beginning of the financial year.  

·  Germany remained the biggest contributor of 45.0% of total wholesale turnover, followed by the rest 
of Europe’s contribution of 18.9%.  France, Spain and Scandinavia recorded impressive wholesale 
turnover growth over 30% amid vast expansion of their wholesale distribution network.   

·  In Asia Pacific, the wholesale turnover growth was contributed by strong growth of Australia and 
emerging markets of the region. Substantial increase in controlled-space wholesale point-of-sales in 
major local department store chains, drove Australia’s wholesale turnover growth to over 70%. The 
wholesale turnover from China grew by 44.7% by 35% increase in controlled wholesale space. 

Retail 

·  Turnover from the retail business surged 25.2% to HK$16.055 billion driven by 6.9% comparable-
store-sales growth and 14.3% increase in retail selling space.   

·  Retail turnover from Europe rose 27.7% y-o-y backed by healthy retail turnover growth in core 
markets, such as Germany, Benelux and France, as well as new retail markets the Group has 
entered during the financial year. France recorded 43.7% y-o-y increase in turnover growth and 

 FY07/08 FY06/07  
 HK$ million % HK$ million % Change 
Germany 17,387 46.7%          13,935 47.0% 24.8% 
Rest of Europe 14,909 40.0%          11,638 39.3% 28.1% 
Asia Pacific 4,073 10.9%            3,367 11.4% 21.0% 
North America and others 858 2.4%              700 2.4% 22.6% 

Total 37,227 100.0%          29,640 100.0% 96.4% 
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51.9% jump in the retail selling space y-o-y, as France is one of Esprit’s focus markets and it 
continues to grow its presence in cities like, Paris, Nice, Avignon and Dijon. 

·  Asia Pacific and North America recorded a turnover growth of 14.2% and 22.1% respectively while 
comp-store sales growth rates were 6.2% and 0.5% respectively. Meanwhile, the retail selling space 
growth 23.3% in North America, the highest among the Group’s major markets. 

Licensing 

·  Licensing turnover grew healthily at 21.2% to HK$255.73 million, accounting for 0.7% of the Group’s 
total turnover. The Group works with over 30 licenses and offered more than 30 categories of Esprit 
licensed products. 

 
Outlook & Prospects 

·  Suspension of its acquisition plans It would suspend acquisition plans because of the shaky global 
market. Management indicated that they will be very careful and at this time they should not touch 
anything. In fact, they had found acquisition opportunities but preferred to wait until the end of the 
market turmoil as it did not want to take on additional risk.   

 
·  CAPEX for rental extension in the coming year Esprit would spend HK$1.4 billion on retail 

expansion in the coming year. It aims to boost self-owned stores to almost 900 by June 2009 from 
697.  

 
·  Potential share buyback Management cited that it had the Board’s approval to buy back further 121 

million shares, it is expected that any share buyback on declines would also act to limit downside. 
Market expects that Esprit has cash reserves of HK$6.5 billion, which could help fund such purchase.   

 
·  Retail sector is holding up but not on the wholesale side Retail is still holding up relatively well 

and should therefore help Esprit achieve double-digit growth in FY09. However, Esprit wholesale 
order book registered only a single-digit rise in 1H08 and with customers fading out of business on 
weakening economy, forecast growth for wholesale in Europe in 2009E is only +5.6%. 

 
·  Depreciation of Euro against USD Given that 87% of Esprit’s sales have been derived from Europe, 

mostly denominated in Euro, any further depreciation of Euro against USD would drag down the total 
sales in absolute HK dollar term.   

 
·  Not attractive growth prospect Despite trading at low PE of 11X FY09E, share price of Esprit was 

hammered today, down 19% at HK$65 after yesterday’s earnings announcement.  The HK$2.1/share 
special dividend and 80% payout ratio seemed not enough as the Group has huge cash reserves. 
Additionally, the counter has risks of more deterioration of Euro zone economic and EURUSD 
depreciation going forward.    

  
 

Recommendation: SELL 
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Important Disclosure / Analyst Certification / Disclaimer 
 
This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of 
The Bank of East Asia, Limited (BEA).  
 
The research analyst primarily responsible for the content of this report, in part or in whole certifies 
that the views on the companies and their securities mentioned in this report accurately reflect his/her 
personal views. The analyst also certifies that no part of his/her compensation was, is, or will be, 
directly, or indirectly, related to specific recommendations or views expressed in this report.  
 
This report has been prepared solely for information purposes and has no intention whatsoever to 
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer, 
invitation, advertisement, inducement or representation of any kind or form whatsoever. The 
information is based upon information, which East Asia Securities Company Limited considers 
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein 
reflect a judgment as of the date of this document and are subject to change without notice. Any 
recommendation contained in this report does not have regard to the specific investment objectives, 
financial situation and the particular needs of any specific addressee. This report is not to be taken in 
substitution for the exercise of judgment by respective readers of this report, who should obtain 
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group 
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report 
or further communication given in relation to this report.  
 
At time of this report, East Asia Securities Company Limited has no position in securities of the 
company or companies mentioned herein the report, while BEA along with its affiliates and/or 
persons associated with any of them may from time to time have interests in the securities mentioned 
in this report. BEA and its associates, its directors, and/or employees may have positions in, and may 
effect transactions in securities mentioned herein and may also perform or seek to perform broking, 
investment banking and other banking services for these companies.  
 
BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common 
equity securities of the subject company or companies mentioned in this report and may, within the 
past 12 months, have received compensation and/or within the next 3 months seek to obtain 
compensation for investment banking services from the subject company or companies mentioned in 
the report. 
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is 
a citizen or resident of, or located in, any locality, state, country or other jurisdiction, publication, 
availability or use would be contrary to law and regulation.   
  


