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Goodbaby International

Transformation on the way; one-off issues dragged profit growth
Bl Results Review

Results miss expectation due to one-off issues

Goodbaby International announced 2016 results: revenue was Z'Iccksr tment rati OIOSE:LIE
HK$6,238mn, down 10.3% YoY; net profit was HK$207mn, up | e s
5% YoY, or HK$0.19 per share. Results missed expectations CICC target HK$3.86
due to one-off expenses totaling HK$97mn (related to

discontinuation/integrations), leading to a 33% decline in GAAP ;ivrvlfegrc':e Z’:\g)e HK$4-9°L3K;3
operating profit; net of that, recurrent operating profit +0.6%. Daily Valuz () HKsB.12
Sales decline caused by business transformation. The i:‘:fffozltﬂ(if)"d'”g (mn) e
manufacturing & distribution partnership with a European brand Daily volume (mn sh) P
and the operation of the Goodbaby brand were discontinued. Business sector Aoparel
OEM revenue fell 29.3% on business transformation, while

revenue from its own brand and retailer’s labels fell 3.9%, 120 e 01086.HK HSCET

accounting for 80.3% of total sales (+5.3ppt). Sales in China
declined 14.9%, but narrowed compared to the drop in 1H16
due to the improved performance of its high-tier brands. Sales in
APAC, EMEA and the Americas -9%, +9.5% and -7.3% YoY.

GPM +4.4ppt to 33.8%, recurrent OPM +0.6ppt due to

Relative Value (%)

the ongoing transformation. SG&A expense ratio +4.3ppt. 70 | ' ' ' :
Mar-2016 Jun-2016 Sep-2016 Dec-2016 Mar-2017
Trends to watch (HK$ mn) 2015A 2016A 2017  2018E
Cost saving and optimized product mix should be the short-term Revenue o5t 6238 6410 685t

profit driver. A new digital team could enhance its R&D capacity. ' ' ' '
(+/-) 13.7%  -10.3% 2.8% 6.9%
E . f t Net profit 197 207 255 307
arnlngs orecas (+/-) 243.5% 5.0% 23.1% 20.1%
Cut 2017e earnings forecast 5.7% and introduce 2018e EPS 0.8 019 023 0.28
forecast. 2017/18e EPS is HK$0.23/0.28, +23.1%/20.1% YoY. BPS 212 2.19 237 2.58
DPS 0.05 0.05 0.06 0.08
Valuation and recommendation Cps 095 050 065 0.63
The stock is trading at 15.2x/12.7x 2017/18e P/E. Maintain P/IE 17 188 152 127
HOLD and cut TP 7% to HK$3.86 (14x 2018e P/E) on P/B L6 1615 L4
lower-than-expected sales growth and valuation EV/ EBILDA_ y 11/6 11:; 1 5;/1 2:/3
rollover, 10.5% upside. One-off expenses will not erode | “°%“' IO
bottom-line growth in 2017, while the sales slowdown from the chTen e
ROAE 8.5% 8.6% 10.0% 11.1%

business transformation takes time to turn around.

Risks
Competition from online brands; growth trend to slow down.
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Financial summary

Financial statement (HKD mn) 2015A 2016A 2017E 2018E Financial ratios 2015A 2016A 2017E 2018E

Income statement Growth ability
Revenue 6,951 6,238 6,410 6,851 Revenue 13.7% -10.3% 28%  6.9%
COGS -4,901  -4,127  -4,135 -4,385 Operating profit 119.3% -32.7%  84.5% 17.3%
Selling expenses -1,030 -982  -1,026  -1,110 EBITDA 70.1% -19.6%  89.5%  12.0%
Administrative expenses -794 -924 -885 -925 Net profit 243.5% 50% 23.1% 20.1%
Other ops income (expense) -3 -50 -32 -34 Profitability
Operating profit 318 214 394 462 Gross margin 29.5% 33.8% 355% 36.0%
Finance costs -53 -52 -46 -44 Operating margin 4.6% 3.4% 6.1% 6.7%
Other income (expense) 0 0 0 0 EBITDA margin 7.4% 6.6% 12.2% 12.8%
Profit before income tax 264 162 348 418 Net margin 2.8% 3.3% 4.0%  4.5%
Income tax -62 50 -87 -105 Liquidity
Minority interest -5 -5 -6 -7 Current ratio 1.56 1.62 1.70 1.80
Net profit 197 207 255 307 Quick ratio 0.99 1.02 1.11 1.22
EBITDA 513 412 782 875 Cash ratio 0.32 0.41 0.56 0.65
Recurrent net income 197 207 255 307 Liabilities / assets 59.3%  55.1%  55.0% 53.1%
Balance sheet Net debt / equity 41.2%  19.0% 2.3% net cash
Cash and bank balances 705 758 1,166 1,375 Return
Trade and bill receivables 696 644 655 659 RoA 3.2% 3.6% 44%  5.0%
Inventories 1,245 1,100 1,249 1,242 RoE 8.5% 8.6%  10.0% 11.1%
Other current assets 788 497 498 562 Per-share data
Total current assets 3,434 3,000 3,569 3,838 EPS (HKD) 0.18 0.19 0.23 0.28
Fixed assets and CIP 879 858 835 860 BPS (HKD) 2.12 2.19 2.37 2.58
Intangible assets and others 1,609 1,661 1,561 1,544 DPS (HKD) 0.05 0.05 0.06 0.08
Total non-current assets 2,488 2,519 2,396 2,404 Cash flow per share (HKD) 0.95 0.50 0.65 0.63
Total assets 5,922 5,519 5965 6,241 Valuation
Short-term borrowings 692 278 278 278 P/E 19.7 18.8 15.2 12.7
Trade and bill payables 941 926 999 1,091 P/B 1.6 1.6 1.5 1.4
Other current liabilities 570 651 819 761 EV/EBITDA 9.6 10.7 5.1 4.3
Total current liabilities 2,203 1,855 2,096 2,130 Dividend yield 1.4% 1.4% 1.8%  2.2%
Long-term borrowings 1,006 951 951 951
Total non-current liabilities 1,311 1,185 1,185 1,185
Total liabilities 3,513 3,041 3,281 3,315
Share capital 11 11 11 11
Retained profit 2,354 2,429 2,629 2,864
Equity 2,365 2,440 2,640 2,875
Total liabilities & equity 5,922 5,519 5,965 6,241
Cash flow statement
Pretax profit 264 162 348 418
Depreciation & amortization 195 199 387 413
Change in working capital 588 238 80 -26
Others 16 -43 -87 -105
Cash flow from operations 1,064 556 728 700
Capital expenditure -200 -299 2271 -428
Others -87 319 7 7
Cash flow from investing -287 20 -264 -420
Equity financing 7 0 0 0
Bank borrowings -601 -469 0 0
Others 88 -54 -56 -71
Cash flow from financing -507 -522 -56 -71
Foreign exchange gain (loss) 0 0 0 0
Net changes in cash 271 53 408 208

Source: Company data, CICC Research

Company description

Goodbaby International is the world's largest durable juvenile products company engaging in the research, manufacture and retail of
strollers, children's car safety seats, cribs and other durable goods. After the acquisition in 2014, its brand portfolio consists of
self-owned strategic brands (Cybex, gb, Evenflo, ROLLPLAY), retailers' private label and blue chip customers' brands, with a full
geographic coverage of China, Europe and North America. The Company is currently transforming from an OEM producer to a
self-owned brands operator.
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Figure 1: 2016 results review
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Source: Company data, CICC Research

Figure 2: Interim results review breakdown
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Source: Company data, CICC Research

Figure 3: Business breakdown
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gb
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Source: Company data, CICC Research
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Figure 4: Earnings forecast revisions

(HK$ mn)

Revenue 6,238 7,578 6,410 -15.4% 6,851
Gross profit 2,111 2,420 2,276 -6.0% 2,466
GP margin 33.8% 31.9% 35.5% 3.6% 36.0%
Distribution expenses -982 -1,190 -1,026 -13.8% -1,110
Distribution expense ratio 15.7% 15.7% 16.0% 0.3% 16.2%
Administrative expenses -924 -909 -885 -2.7% -925
Administrative expense ratio 14.8% 12.0% 13.8% 1.8% 13.5%

Financial costs -52 -50 -46 -9.1% -44

Net profit 207 271 255 -5.7% 307
Net margin 3.3% 3.6% 4.0% 0.4% 4.5%

Source: Company data, CICC Research

Figure 5: Historical P/E and P/B bands
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Figure 6: Comparable valuations

Teen Company Price Mkt cap Net profit (mn, report currency) EPS (report currency) PIE 2015~17
(local currency) (mn) YoY 2016A/E YoY 2017E 2015A 2016A/E 2017E 2015A 2016A/E 2017E Net profit CAGR
Hshare
1086.HK Goodbaby Int'l 3.49 3,892 197 244% 207 5% 255 23% 0.18 0.19 0.23 19.7 18.8 15.2 14% 1.4
A share
002563.SZ Semir 9.70 26,137 1,349 24% 1,673 24% 2,007 20% 0.50 0.62 0.74 194 15.6 13.0 22% 0.7
002575.SZ Qunxing Toys 10.20 6,005 18 22% 25 39% 31 23% 0.03 0.04 0.05 330.2 2368 193.0 31% 7.7
603398.SH Banbao 34.44 7,274 66 13% 73 10% 97 34% 0.31 0.34 0.46 109.9 100.1 74.7 21% 47
002502.SZ Huaw ei Culture 28.36 12,192 120 250% 311 158% 396 27% 0.28 0.72 0.92 1013 39.2 30.8 81% 0.5
002292.5Z Alpha Group 28.97 37,920 489 14% 690 41% 906 31% 0.37 0.53 0.69 775 55.0 419 36% 15
300043.52 Rastar 13.19 16,411 352 37% 473 34% na. na. 0.28 0.38 na. 46.6 34.7 na. na. na.
Overseas stock market
CRIN Carter's 89.84 4,561 238 22% 263 11% 291 11% 4.68 5.18 5.74 19.2 17.3 15.7 11% 1.6
DI_B.TO Dorel 35.15 989 26 -221% 73 183% 87 20% 0.91 259 311 385 13.6 11.3 84% 0.2
MTC.L Mothercare 119.25 204 6 -142% 17 171% 22 28% 3.75 10.15 13.01 318 11.7 9.2 86% 0.1
PLCEO Children's Place 121.70 2,297 58 2% 83 43% 88 6% 3.07 4.40 4.66 39.7 217 26.1 23% 12
NWL.N New ell Brands 47.36 12,702 350 -7% 1,228 251% 1,518 24% 1.30 4.58 5.66 36.3 10.3 8.4 108% 0.1

Note: Highlighted companies are covered by CICC; others are based on consensus estimates
Source: Company data, Wind, Bloomberg, CICC Research
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Important legal disclosures

General Disclosures

This report has been produced by China International Capital Corporation Hong Kong Securities Limited (CICCHKS). This report is based on information available
to the public that we consider reliable, but CICCHKS and its associated company(ies)(collectively, hereinafter “CICC") do not represent that it is accurate or
complete. The information and opinions contained herein are for investors’ reference only and do not take into account the particular investment objectives,
financial situation, or needs of any client, and are not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Under no
circumstances shall the information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. Investors should make
their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and
particular needs. CICC does not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their tax, accounting, or legal
advisers regarding any potential investment. Neither CICC nor its related persons shall be liable in any manner whatsoever for any consequences of any reliance
thereon or usage thereof.

The performance information (including any expression of opinion or forecast) herein reflect the most up-to-date opinions, speculations and forecasts at the time
of the report’s production and publication. Such opinions, speculations and forecasts are subject to change and may be amended without any notification. At
different periods, CICC may release reports which are inconsistent with the opinions, speculations and forecasts contained herein.

The analysts named in this report may have from time to time discussed with our clients, including CICC salespeople, traders, and other professionals, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities discussed
in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any such trading strategies are distinct
from and do not affect the analysts' fundamental equity rating for such stocks as described herein.

CICC's salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and reach
different conclusions from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the different assumptions, views
and analytical methods of the persons who prepared them, and CICC is under no obligation to ensure that such other trading ideas or recommendations are
brought to the attention of any recipient of this report. CICC's asset management area, proprietary trading desks and other investing businesses may make
investment decisions that are inconsistent with the recommendations or opinions expressed in this report.

Unless stated otherwise, any performance data quoted represents past performance. Past performance is not a indicator of future performance. No representation
or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in this analysis which have resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

To the extent this material is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate
investment risk and is exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent
assessment of the opportunities and risks presented by a potential investment, market factors and other investment considerations.

This report is distributed in Hong Kong by CICCHKS, which is regulated by the Securities and Futures Commission. Queries concerning CICC Research from
readers in Hong Kong should be directed to our Hong Kong sales representatives. The CE numbers of SFC licensed authors of this report are disclosed by the
authors’ names on the cover page.

This report is distributed in Singapore only to accredited investors and/or institutional investors, as defined in the Securities and Futures Act, by China International
Capital Corporation (Singapore) Pte. Limited ("CICCSG”), which is regulated by the Monetary Authority of Singapore. By virtue of distribution by CICCSG to these
categories of investors in Singapore, disclosure under Section 36 of the Financial Adviser Act (which relates to disclosure of a financial adviser’s interest and/or its
representative’s interest in securities) is not required. Recipients of this report in Singapore should contact CICCSG in respect of any matter arising from or in
connection with this report. This report is not intended for and should not be distributed or passed on, directly or indirectly, to any other person in the jurisdiction
of Singapore.

This report is distributed in the United Kingdom by China International Capital Corporation (UK) Limited ("CICCUK"), which is authorised and regulated by the
Financial Conduct Authority. The investments and services to which this report relates are only available to persons of a kind described in Article 19 (5), 38, 47 and
49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. This report is not intended for retail clients. In other EEA countries, the report
is issued to persons regarded as professional investors (or equivalent) in their home jurisdiction.

This report will be made available in other jurisdictions pursuant to the applicable laws and regulations in those particular jurisdictions.

Continued on next page
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Special Disclosures
CICC does and seeks to do business with companies covered in CICC Research. As a result, investors should be aware that CICC and/or its associated persons may
have a conflict of interest that could affect the objectivity of this report.

Disclosures in relation to the Companies contained this report could be found at http://research.cicc.com/disclosure_en, or in the published latest
company-specific research.

Distribution of ratings is available at http://research.cicc.com/en/disclosure/general.xhtml.

Explanation of stock ratings: “"BUY” indicates analyst perceives absolute return of 20% or more over the next 6~12 months; “"HOLD" between +20% and -10%;
“SELL" -10% and below. Asterisk denotes coverage initiation or resumption.

Explanation of sector ratings: Analyst expects a sector rated “OVERWEIGHT” to outperform the market by 10% or more over the next 6~12 months,
“EQUAL-WEIGHT"” to end up between 10% below and 10% above the market, and "UNDERWEIGHT" to fall behind the market by 10% or more, over the next
6~12 months.

Copyright of this report belongs to CICC. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited
without CICC's written permission.

V160908
Editing: Robert Parker
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18 Jiaogong Road

Hangzhou 310012, P.R. China

Tel: (86-571) 8849-8000

Fax: (86-571) 8735-7743

Chengdu Binjiang Road (East) Branch
1% & 16" Floors, Shangri-La Center

Block 9B, Binjiang Road (East)

Chengdu 610021, P.R. China

Tel: (86-28) 8612-8188

Fax: (86-28) 8444-7010

Qingdao Middle Hongkong Road Branch
11" Floor, Shangri-La Center

Block 9, Hongkong Road (M), South District
Qingdao 266071, P.R. China

Tel: (86-532) 6670-6789

Fax: (86-532) 6887-7018

Dalian Gangxing Road Branch
16" Floor, Wanda Center

6 Gangxing Road, Zhongshan District
Dalian 116001, P.R. China

Tel: (86-411) 8237-2388

Fax: (86-411) 8814-2933

Changsha Chezhan Road (North) Branch
3" Floor, Annex Building, Securities Tower
459 Chezhan Road (North), Furong District
Changsha 410001, P.R. China

Tel: (86-731) 8878-7088

Fax: (86-731) 8446-2455
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