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Wolford Initiated with Hold



EUR mn 2014 2015e Net sales 155.9 158.9 EBITDA 3.4 15.7 EBIT -4.7 7.7 Net result after min. -2.8 4.8 EPS (EUR) -0.57 0.98 CEPS (EUR) 0.25 2.94 BVPS (EUR) 15.18 16.16 Div./share (EUR) 0.00 0.30 EV/EBITDA (x) 37.6 8.5 P/E (x) nm 22.8 P/CE (x) 77.0 7.6 Dividend Yield 0.0% 1.3% Share price (EUR) close as of 01/10/2014 Number of shares (mn) Market capitalization (EUR mn) Enterprise value (EUR mn)



2016e 166.8 13.8 5.0 3.3 0.68 2.40 16.54 0.30 9.7 32.8 9.3 1.3%



2017e 172.7 15.3 7.0 4.8 0.99 2.64 17.23 0.35 8.6 22.6 8.5 1.6% 22.4 4.9 109.5 134.2



52 weeks 25 24 23 22 21 20 19 18 17 16



Performance in EUR Reuters Bloomberg Div. Ex-date Target price



Wolford



ATX



12M



6M



3M



1M



10.6%



23.9%



-5.9%



1.1%



WLFD.VI Free float WOL AV Shareholders 22/09/14 24.5 Homepage:



33.0% Wilhelm Family (40.0%) Ralph Bartel (25%) http://company.wolford.com



Strategic refocusing sounds bell for turnaround Analyst: Martina Valenta, MBA +43 (0)5 0100 - 11913 [email protected]



We initiate coverage of Wolford with a Hold rating and a 12M target price of EUR 24.5. Our target price is based on a DCF valuation incorporating our conservative estimates on sales growth and profitability development. After this year’s share price upswing from levels below EUR 20, the operating turnaround for this fiscal (helped by pos. one-offs) seems to have been priced-in already. Wolford has established itself worldwide as a luxury brand for high-quality hosiery, sophisticated lingerie and finely knit ready-to-wear garments. Wolford’s products are available worldwide in over 260 monobrand shops and more than 3,000 trading partners. Close to 80% of revenues are generated in Europe, with the US and Germany being the largest markets. The recently started refocusing strategy will shift the focus back towards legwear and figure-embracing products, the ‘DNA’ of the company. Together with other measures like stepping up the marketing budget, this should revive sluggish revenue growth, lift profitability and enable the company to resume dividend payments. Whereas the last fiscal year was burdened by one-off charges related to the refocusing strategy, the sale of non-core assets will buoy the results in 2014/15, marking the turnaround year for the company.
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SWOT analysis Strengths  Wolford has established itself worldwide as a luxury brand for highquality hosiery, sophisticated lingerie and finely knit ready-to-wear garments. The excellent product quality is unique and the company has demonstrated its innovative potential for new products numerous times.  With more than 260 own and partner-led mono-brand boutiques, factory outlets, concession shop-in-shops as well as 3,000 retail partners, Wolford can rely on a strong retail network and sells its products in over 60 countries.  Wolford has sufficient idle production capacity to accomodate further sales growth without major investments.  The company has a good financial profile with an equity ratio of 55% and low amount of net debt.  All Wolford products are manufactured in Europe. The company’s production process is directed towards the protection of the environment and efficient use of natural resources with the Austrian premises even being situated in a water protection area. The company also follows high social standards. Weaknesses  Wolford has a personnel-intensive production mainly in high-wage country Austria hampering operating margins.  Compared to other luxury brands, Wolford is a relatively small player, which makes it difficult for the company to gain worldwide attention for its brand with a small-sized marketing budget.  Wolford generates its revenues mainly in Europe (77%) and North America (17%), while the fast-growing markets in Asia (5%) and the rest of the world (1%) are still underrepresented.  The company has comparatively high inventories in relation to sales (which seasonally fluctuate throughout the year), exposure to FX rate fluctuations (especially USD and GBP) and is tied in its development to economic cycles. Opportunities  The recently started refocusing strategy of the new management team should translate into stronger top line growth. The key measures comprise an expansion in the marketing budget, launch of an adjusted product portfolio coming to the stores in 2015/16, further clearing up the store network and the launch of basic legwear and bodywear products at more attractive prices to address new target groups.  Given its strong brand positioning and worldwide store network in major cities, the company has high growth potential – especially in the US but also in the still low-penetrated Asian markets.  Although management has confirmed several times its intention to maintain the production facilities in Austria, average production costs might decrease as revenues go up. The plant in Slovenia also has capacity for further growth. Threats  A potential economic slowdown (or crisis) and shrinking middle class in its core markets might result in stagnating or even decreasing revenues.  Given Wolford’s high fixed cost base and increasing marketing costs, a sluggish top line could further squeeze margins.
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Company profile Global fashion label in segment of luxury tights, exclusive lingerie and high quality body-wear for women



Wolford was founded in 1950 in Bregenz (Austria) as a company to produce pure silk and rayon stockings for women, and still has its headquarters there. Since then, steady expansion and development have transformed the company from a local producer of tights to a global fashion label with a broad product portfolio in the segment of luxury tights, exclusive lingerie and high-quality body-wear for women. The company has been publicly listed on the Vienna Stock Exchange since 1995 and has around 1,560 employees. Wolford headquarters in Bregenz (Austria)



Source: Wolford



Management Wolford is currently run by Axel Dreher (COO/CTO) and



Wolford is currently run by two experienced managers. The remuneration of the members of the management board comprises a fixed salary and a variable, performance-linked component corresponding to individual duties as well as to strategic and operating responsibilities. Axel Dreher (COO/CTO), born 1965, has been a member of the management board since March 2013 and speaker of the board since January 2014. He was appointed for a term of office ending on February 2016. He is responsible for product development, production and technology, procurement, distribution logistics and quality management, marketing, product management, market services, merchandising and the distribution channels wholesale and e-commerce.



Source: Wolford



Thomas Melzer (CFO)



Before joining Wolford, Dreher served on the management board of Triumph International (2005-13) and worked in different management positions for the Schaeffler Group/KAG Kugelfischer (2001-05), BorgWarner (1998-2001) and ITT Automotive Europe (1995-98). Dreher studied business administration and holds an MBA. Thomas Melzer (CFO), born 1970, has been a member of the management board since September 2012. He was appointed for a term of office ending on September 2015. He is responsible for finance, internal audit, investor relations, legal affairs, human resources, IT and the distribution channel mono-brand management. Before entering Wolford, Thomas Melzer worked as CFO and deputy CEO of Brain Force Holding (2008-11) and held various management positions at Wienerberger (1997-2008). He holds a degree in business administration.



Source: Wolford Erste Group Research – Company Report 03 October 2014
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Shareholder structure Stable shareholder structure with two major shareholder groups and 33% free float



Wolford has a stable and balanced shareholder structure. Based on the published announcements of holdings, the WMP family private foundation currently holds more than 25% of the shares (direct and indirect) and the Sesam private foundation holds approx. 15%. The two private foundations are legal entities that act in concert and exercise their voting rights by consensus (both are associated with the Wilhelm family (born Palmers)). Moreover, Ralph Bartel owns a 25% stake (since September 2013) and Wolford holds another 2% of the shares as treasury stock. The remaining shares (33%) are free float and held by institutional investors and private shareholders. Shareholder structure as of April 2014



Source: Wolford



Products Product portfolio currently consists of legwear, lingerie, ready-to-wear, accessories and swimwear



Corresponding to Wolford’s high-quality standard as a luxury fashion label, all products are manufactured using the finest materials that embrace the female body and optimally accentuate its natural form. Wolford commits itself to live up to this ambition by manufacturing high-end products that are ‘made in Europe’, are easy to care for and feature recognizable comfort, as well as a unique wearing experience and an impeccable fit. The product portfolio consists of the following product groups: Legwear, lingerie, readyto-wear, accessories and swimwear, which are described in the following pages. Additionally, the revenues by product group are illustrated in the chart below. Revenues by product group (FY13/14)



Source: Wolford Erste Group Research – Company Report 03 October 2014
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Lingerie



Ready-to-wear



Accessories



Swimwear



Source: Wolford



Legwear is Wolford’s core product group and makes up over 50% of revenues



Legwear represents the company’s core product group and currently accounts for 53% of revenues. Since its founding in 1950, Wolford has tried to inspire its customers with fashionable and innovative legwear that combines the highest wearing comfort and a perfect fit. The product group offers an extensive range of hosiery, ranging from tights, stockings, stayups and knee-highs, to leggings and socks that are complemented by functional shape & control products with a highly innovative character. In addition to classic all-year essentials, the legwear product group also encompasses seasonal trend designs.



Lingerie accounts for 12% of revenues



Lingerie is Wolford’s second core product group and currently accounts for 12% of revenues. It is a good complement to the legwear products and should offer a collection characterized by exclusive and timeless design. Sophisticated details can be found in the seasonal trend collections as well as the classic year-round essentials. With its shape & control products, Wolford also offers body-forming lingerie in both the classic and decorative product series for an ideal effect.



Almost one third of revenues generated by ready-to-wear



Ready-to-wear is the third core product group of Wolford and currently accounts for 30% of revenues. The collection offers fine materials and figure-embracing products like bodies, shirts and tops. Dresses of premium-quality fabrics complete this product group, whereby the whole collection tries to fulfill the company’s ambition to supply high-quality products that are easy to care for and feature an impeccable fit.



Accessories complement Wolford collection



Accessories complement the Wolford collection in terms of style and color and currently account for 3% of revenues. When it comes to materials and color schemes, Wolford’s scarves, as well as shawls, hair bands, belts and legcessories all slot seamlessly into Wolford’s entire collection, thus creating distinctive accents based on their effective details and patterns and complementing every outfit.



Exit of swimwear collection in summer season 2015 due to strategic refocusing



Swimwear is Wolford’s smallest product group and accounts for only 1% of revenues. The product line consists of creative swimsuits and bikinis, some with shape control and features stunning feminine cuts. Stylish beach accessories complement the range. However, swimwear will no longer be part of the product portfolio starting in the summer season 2015, due to the concentration of resources on the core competencies.
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Distribution channels



Source: Wolford



Wolford products are available worldwide in over 260 monobrand shops, through more than 3,000 trading partners, as well as online



Wolford’s products are currently available in 121 own boutiques, 32 concession shop-in-shops, 26 factory outlets and 90 partner-led boutiques, as well as through more than 3,000 selected trading partners and online. Thereof, the controlled distribution of Wolford (boutiques, concession shopin-shops, factory outlets and online business) amounts to over two thirds of revenues, while the remaining part comes from department stores, multibrand retailers and private label. Wolford’s own stores are also the growth driver with a revenue CAGR of 11.8% (2003/04 – 2013/14) over the last 10 years, whereas wholesale lost 3.6% on the same basis. Historic development sales by distribution channel (EUR mn) 100
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77% of revenues come from Europe, 17% from North America and only 6% from Asia/Oceania and rest of world



The different points of sale are mostly located in Europe, but there are also several stores in North America and Asia (see next page). Correspondingly, the company generates the majority of its revenues in Europe (77%), whereby Germany (16%), Austria (11%) and France (10%) are currently the most important markets, followed by the UK (9%) and Scandinavia (7%). Besides that, North America (mostly the US) accounts for 17% of revenues, while only 6% come from Asia/Oceania and the rest of the world (see chart below).
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Source: Wolford



Wolford’s points of sale



Not shown on the map: Australia, Africa, South-America (8 partner-operated stores) Source: Wolford
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Group structure Wolford operates two production sites as well as several sales units throughout world



Wolford operates several wholly-owned subsidiaries throughout the world (see chart below). Besides sales units, the company concentrates its production on two sites: the headquarters, product development and textile fabrication are located in Bregenz (Austria), while the manufacture and packaging are located in Murska Sobota (Slovenia), near the Austrian border. Of the 1,560 employees, around 750 are working in Austria and around 810 in the other countries (including Slovenia). Structure of the Wolford group



Source: Wolford
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Strategy Positioning Wolford as global fashion brand in segment of affordable luxury goods



Principally, the company views its long-term aim in positioning Wolford as a global fashion brand in the segment of affordable luxury goods. Therefore, management recently decided on a strategic refocusing to sharpen the product portfolio and collection statement, increase marketing effectiveness and optimize the distribution network. In the following, the cornerstones of the (new) strategy are outlined.



Sharpening of collection statement towards legwear, lingerie and bodywear (shape-wear); modern products at attractive prices to appeal to new target groups



In terms of the product portfolio and future collection concept (see chart below), Wolford plans to shift the focus towards legwear, which represents the ‘DNA’ of the company and generates over 50% of revenues. On this basis, the company plans an expansion of the lingerie and body-wear product range (especially shape-wear), a reduction of clothing (ready-towear) and an exit of swimwear (as of the spring-summer collection 2015). Furthermore, Wolford wants to maintain its general price positioning, but also launch modern products at attractive prices in order to appeal to new target groups (‘Pure’ line).



First collection under new strategy coming in fiscal year 2015/16



The first collection under the new strategy will however only come to the stores in July 2015 (with the fall/winter collection). That means that the revenue impact will only be seen in the next fiscal year, 2015/16. Future collection concept of Wolford



Source: Wolford



Marketing budget will almost double from EUR 7.6mn in 2012/13 to EUR 14.0mn in 2017/18; recommendation strategy complements traditional marketing activities



Correspondingly, communication activities aim at positioning Wolford as a producer and brand in the niche of luxury legwear and figure-embracing products with incomparable wearing comfort. For this purpose, management decided to significantly increase the marketing budget from EUR 7.6mn in 2012/13 to EUR 11.7mn in 2014/15 and EUR 14.0mn in 2017/18, whereby the focus will be placed on markets with the highest cost/benefit ratio (such as the US and core markets in Europe). In this context, a recommendation strategy will complement traditional advertising measures (especially visual merchandising – product presentation in stores), an expansion of online marketing and event sponsoring.
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In terms of distribution channels, the company plans further growth in the retail business, with a focus on top locations, a re-launch of the wholesale business and an expansion of e-commerce. In particular, floor space profitability will be increased and loss-making points of sale will be closed. The key to increasing profitability is growing sales to better utilize existing capacities and increase profitability. Wolford has enough spare capacity to accommodate higher output in its plants in Bregenz and Slovenia.



Strategic refocusing financed with own resources



These strategic refocusing measures have already generated non-recurring expenses of around EUR 3.8mn in FY13/14, which Wolford finances with its own resources. In 1Q14/15, Wolford sold a non-core land plot in Austria as well as a lease option in Switzerland, generating pre-tax net proceeds of around EUR 10.8mn.



Market and competition Worldwide number of luxury consumers expected to increase by 10mn annually in coming years



The number of luxury consumers worldwide has more than tripled over the past 20 years, from roughly 90mn consumers in 1995 to 330mn at the end of 2013, according to a study of luxury consumers conducted by Bain & Company. According to their study, a net total of 10mn additional consumers yearly enter the luxury market to reach an estimated 400mn luxury consumers worldwide by 2020, and an estimated 500mn luxury consumers by 2030 (Bain & Company).



Luxury market driven by GDP growth, tourism, wealth and disposable income



As one can see on the chart below, spending has risen at a similar rate to an estimated EUR 217bn in 2013. In particular, economic growth worldwide, rising income and wealth levels, consumption of luxury goods by the middle class population and continuous global urbanization are fueling the development of the global luxury goods market (Research & Markets). Thus, almost 40% (130mn) of luxury consumers are to be found in emerging markets, and 50mn of those in China (Bain & Company). Value of personal luxury goods market worldwide from 1995-2013 (in EUR bn)



Source: statista.com
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According to Bain & Company, the global market for luxury goods is currently maturing, stabilizing and consolidating. It is becoming more resilient to economic crises, more responsive to a demanding and highly mobile global consumer base, and less reliant on market booms for growth. At the moment, currency devaluations in Russia, Japan, Brazil and Indonesia are reducing or altering shopping and spending patterns globally, while the resulting weaknesses are offset by promising projections for Western Europe and strong projected growth in the US (Bain & Company).



Luxury market is expected to grow in 2014 by around 24% in Western Europe and even 4-6% in US



Specifically, Western Europe can expect continued strong tourism related luxury shopping, with a good influx of Chinese and Middle Eastern customers (projected growth of around 2-4%). However, due to strong US fundamentals and growth among both local consumers and tourists, the US is currently the largest potential for European brands (projected growth of around 4-6%). Growth for other regions is projected at around 3-5% (Bain & Company).



Travel retail, outlet and online shopping will be top performers, with accessories expected to be strongest driver



Tourism and the hunt for travel bargains are driving spending on travel retail, outlet and online shopping, making these categories top performers. Traditional channels, including single and multi-brand stores and department stores, will not fare as well, with fewer new store openings, challenges to international expansion, budget cutting and shrinking store networks. Among products, accessories are expected to be the strongest driver of the market’s performance, followed by jewelry, watches and other ‘hard’ luxury goods. Instead, apparel and beauty products will see more modest growth (Bain & Company).



Apparel industry with anticipated CAGR of 4-5% until 2017, driven by Asia Pacific



The apparel industry itself had an annual growth rate of around 2-3% in the last couple of years and is forecast to accelerate, with an anticipated CAGR of around 4-5% until 2017. Asia Pacific (with a CAGR of 5-6%) is expected to grow faster than Europe (with a CAGR of 2-3%). Currently, the Americas and Europe each account for 35% of the apparel industry and Asia Pacific around 27%, whereby the women’s wear segment is the most lucrative with a share of slightly more than 50% (MarketLine).



Luxury market characterized by different consumer groups



Within luxury’s current consumer base, 55% shift between luxury and merely ‘premium’ purchases, including products such as designer second lines, beauty products and small accessories. This group comprises approx. 10% of global spending, purchasing an average of EUR 150 per capita annually. The remaining 45% represent ‘true luxury consumers’ who consistently dedicate part of their discretionary spending to personal luxury products of various natures, usage occasions and price points, and make up roughly 90% of global spending, purchasing an average of EUR 1,250 per capita annually (Bain & Company).



Global players in luxury industry with strong growth patterns



The leading players in the luxury industry with a focus on fashion products are companies such as LVMH (e.g., Louis Vuitton, Fendi), Kering (e.g., Gucci), Ralph Lauren, Hermes, Prada, Burberry and Hugo Boss (see the below chart for a revenue comparison). Additionally, there are several nonlisted companies (e.g., Chanel, Armani). Over the last couple of years, most of these companies were able to substantially increase their revenues and profits. For instance, market leader LVMH was able to increase revenues from EUR 16.5bn in 2007 to EUR 29.1bn in 2013 (with a CAGR of around 10%) and the consolidated profit from EUR 2.3bn to EUR 3.9bn in the same time period (which implies a strong margin of around 13-14%).
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Source: Erste Group Research



LVMH reports 5% organic revenue growth in first half of 2014, mainly in US and Asia



LVMH published its figures for the first half of 2014 and reported organic revenue growth of 5% compared to the same period in 2013 (in the fashion and leather goods division, the growth was around 4%). The group continued to grow in the US and Asia, while Europe demonstrated resilience despite a still challenging economic environment. In its outlook for 2014, the company stated that, despite an uncertain economic environment in Europe and an unfavorable currency development, they want to further gain market share by new product launches and geographic expansion in promising markets.



Other companies also see favorable market environment for luxury products



Similarly, companies such as Hermes or Burberry significantly increased their turnover in their latest quarter in all regions of the world, whereby Asia and the US showed an exceptionally strong growth. Also, Hugo Boss plans to achieve high single-digit organic sales growth in FY14, which should be even stronger than in FY13. All regions are expected to contribute to the achievement of this goal. In its own retail business, the company anticipates to even achieve double-digit growth (as in the year before).



High level of consumer confidence and recovering retail sales volume in EUR area



Besides the US and Asia, the consumer climate in Europe also seems to be on a gradual recovery path. When looking at the consumer confidence index in the Euro Area (see below), one finds a relatively high level, such as in 2006 - before the economic crisis. Also, the retail sales volume index in the Euro Area (see below) hints at an increasingly recovering market environment in Europe in terms of retail sales.



Consumer confidence index (Euro Area)



Retail sales volume index (Euro Area)



Source: Datastream



Source: Datastream
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Overall, the luxury industry is expected to grow in the coming years, if only at a moderate growth rate. The US (short-term), Europe (mid-term) as well as Asia (long-term) offer good development prospects for luxury players. For the time being, travel retail, outlet and online shopping should be top performers.



Financials and projection Projections based on positive market outlook and strategic refocusing measures



In the following section, Wolford’s financials for the last three FYs (2011/122013/14) as well as our projections for the next three FYs (2014/15e2016/17e) are shown. Our projections are based on the positive market outlook for the luxury industry with a moderate growth rate, the strategic refocusing measures of the company. Revenues (in EUR mn) and EBIT margin (in %) from 2011/12 to 2016/17e 200
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Refocusing strategy should lift top line growth



Altogether, we expect that the stagnating group revenues of the last few years will see moderate growth of around 2% in 2014/15e (impact of store network clear-up). The first collection under the new strategy will hit stores in July 2015, which should lift revenue growth in 2015/16 (our estimate: +5%). Thereafter, we assume growth rates of around 3.5% p.a. This may not reflect the full revenue potential stemming from the refocusing strategy, where we see the following key top line measures: (i) beefing up of the marketing budget; (ii) adjusting the product portfolio; (iii) clearing up the store network; (iv) intensifying sales to the wholesale channel.



Recovering EBIT margin on better capacity utilization



We forecast the EBIT margin to swing from -3% in 2013/14 (restructuring charges) to 4.6% in 2014/15 (including positive one-offs of EUR 7.4mn). The mentioned step up in the marketing budget should pressure margins over the next 2-3 years, but then a gradual recovery of the EBIT margin, on higher capacity utilization, should be feasible. Wolford’s long-term EBIT margin target is 10%, which we have not yet factored into our model. Reaching peer group median EBIT margins of above 15% will be challenging, given the company’s current production headquarters in highwage country Austria (2/3 of production).
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When looking at Wolford’s revenue development over the last few years in more detail (see chart below), one finds increasing sales volumes, mainly in the US, the UK, Belgium, Germany and Italy, while most other countries showed stagnating or slightly shrinking revenues. Based on the general market outlook for the coming years, we anticipated in our projection a clearly positive development (+5%) for Wolford in its most important market, the US, but also in the UK, Belgium and Asia. Due to the focused marketing measures of the company as well as new store openings, we further projected moderate growth rates (1-4%) in the next years for countries such as Germany, France, Italy and Spain. For the remaining markets, we expect more or less a flat development.



Exposure to FX movements in USD and GBP (roughly ¼ of sales)



In terms of FX risk, Wolford is mainly exposed to movements in EUR/USD (17% of sales) and EUR/GBP (9%). In the past fiscal year, Wolford recorded a negative EUR 2mn impact from FX movements in these currencies. The company’s FX management policy is to hedge around half of the free cash flows for a period of three months in advance on a rolling basis. Revenues by country (in EUR mn) from 2011/12 to 2016/17e 35 Germany USA
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Personnel expenses highest cost factor with 46% share of operating output in 2013/14



When turning to the cost structure of the company (see chart below), Wolford’s production headquarters in Austria is reflected in a high share of personnel expenses of around 46%. In 2010, Wolford opened a second production site in neighboring Slovenia, but 2/3 of the production (knowhow and machine-intensive parts) remain in Austria. The second biggest cost block is other operating expenses, with the main items store rent and marketing expenses.



Increase of other operating expenses resulted in negative EBIT margin; negative one-offs in 2013/14



An increase of other operating expenses in the last few years resulted in negative EBIT, as costs exceeded operating output. Of course, one has to note that EUR 3.8mn negative one-offs are included in 2013/14 because of the strategic refocusing. However, as the company plans to significantly increase the marketing budget going forward, this cost block might not see a significant decline over the coming years. Rent increases also burdened the company’s profitability, rising by one quarter over the last four years.
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Only moderately rising operating costs for coming years, due to capacity utilization



In our projection for the coming years, we estimated overall only moderately rising operating costs, reflecting higher capacity utilization, still leaving room for a low, clearly rising EBIT. Besides that, we anticipated for the coming years a slightly better financial result, due to lower interest costs (because of lower net debt), and an effective tax rate of 20%.



Operative turnaround in net result and dividend payments



Taking all things together, we expect an operative turnaround in the net result of EUR 4.8mn in 2014/15e, with approx. EUR 5.3mn (estimated after tax) from the positive one-offs. For 2015/16e and 2016/17e, we project an after-tax profit of around EUR 3.3mn and EUR 4.8mn, respectively (see chart below). Correspondingly, we expect for the next three years EPS of EUR 0.98, EUR 0.68 and EUR 0.99. After-tax profit (in EUR mn) for 2011/12 to 2016/17e
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Source: Wolford; Erste Group Research estimates



Operating cash flow of around EUR 11-12mn, investments of EUR 10mn to fall to EUR 8.5mn



Regarding the company’s cash flow (see the below chart), we expect for the coming years positive CF from operating activities of around EUR 1112mn. After higher CAPEX of around EUR 10mn this fiscal year, we factored in around EUR 8.5mn in the years thereafter.
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Free cash flow and dividend forecast (in EUR mn) 10
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Source: Wolford; Erste Group Research estimates



We expect dividend payment to be resumed this fiscal year



Dividend



DPS



Source: Wolford; Erste Group Research estimates



After the dividend was skipped for two years during the restructuring process, we expect Wolford to resume dividend payments this fiscal year. No dividend policy has been communicated so far, but CFO Melzer indicated that any payout needs to be covered by free cash flow. Due to the non-core asset sales and hence good results this fiscal year, we expect EUR 0.30/share for this year and the next. As of 2016/17, we expect nice dividend growth, on higher sales and capacity utilization. As far as Wolford’s balance sheet structure is concerned, the key positions are properties (38% of assets in 2013/14; especially land and buildings) and inventories (29% of assets; which seasonally fluctuate over the year). Regarding the financing, Wolford has a solid equity ratio (around 54% in 2013/14) and low net financial debt (around EUR 18.5mn in 2013/14). Due to the positive one-offs, net financial debt (excl. LT provisions) is expected to decrease further from EUR 18.5mn to EUR 10.5mn in 2014/15e. Balance sheet structure (in EUR mn) from 2011/12 to 2016/17e 160 140
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Source: Wolford; Erste Group Research estimates



Seasonal swings in sales, cash flow and inventories



Finally, we would like to highlight the swings in quarterly results that stem from the production and sale cycle throughout the year. Production in 4Q (February to April) and 1Q (May to July) and the subsequent increase in stock ahead of the winter and Christmas season result in negative operating cash flow and high inventories. 3Q (November to January) is the
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Erste Group Research – Company Report Wolford | Luxury Goods | Austria 03 October 2014 strongest sales quarter for Wolford including Christmas, followed by 2Q (August to October). Quarterly development of sales, cash flow and inventories (in EUR tsd) 60,000
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Source: Wolford; Erste Group Research estimates



1Q14/15 review 1Q 14/15 EBITDA turns to black on positive one-offs



The summer quarter started with roughly flat revenues, impacted by the closing of locations. Own store revenues were up 1%, wholesale down 4%. EBITDA swung to around EUR 5mn on the sale of non-core assets. Consolidated, IFRS (EUR mn)



1Q 14/15 1Q 13/14



y/y



Comments



31.91



32.28



-1.1% neg. impact of closing of locations: EUR 0.8mn



EBITDA



5.12



-3.19



n.m. pos. one-offs: sale of lease option (EUR 4mn)



EBIT



3.02



-5.18



n.m.
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1.49



-4.35



n.m. swing in tax line from pos. (income from tax assessments)



Sales



+ sale of non-core land (EUR 3.37mn), neg. one-offs: -0.2mn



to neg. (sale of lease option taxable) EBIT margin



9.5%



-16.1% 25.5%p



Net margin



4.7%



-13.5% 18.1%p



Source: Company Data



Outlook: operating turnaround targeted



Outlook. Management targets an operating turnaround for this fiscal year. Although revenues have been a touch below management’s expectations, the new collection and improved marketing activities should turn the revenue curve upward.
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Valuation Peer group comparison Since most of the leading luxury companies are quite large and diversified in their product groups, they are not suitable for a comparison with Wolford. Companies such as Calida, Gerry Weber, Hugo Boss and Van de Velde better match in terms of size, regional focus and products and therefore are included in the peer group analysis. Closer competitors are e.g. Falke or Calzedonia, which are both private companies. Germany’s Falke a family-owned company, with sales of EUR 226mn, selling legwear, sportswear, men’s wear and accessories. Calida Holding AG is a Swiss-based company with a current market capitalization of around EUR 230mn. It offers high-quality daywear and nightwear for women, men and children (under the brand Calida), luxury lingerie (under the brand Aubade) and has recently acquired a 60% stake in Lafuma. The group currently employs around 3,100 employees and achieved revenues of EUR 174mn (CHF 211mn) in FY13. The Kellenberger family owns slightly below 35% of shares and five financial investors hold 29% of shares; the rest is free float. Gerry Weber International AG is a German fashion and lifestyle company with a current valuation of around EUR 1.4bn. The company produces and sells modern ladies wear and accessories in the upper price segment and has a distribution network of more than 700 mono-label stores and 2,800 shop-in-shops worldwide. The company employs around 5,000 employees and generated sales revenues of EUR 852mn in FY12/13. Around 29% of shares are held by the founder and CEO Gerhard Weber and 17% by Udo Hardieck; the rest is free float. Hugo Boss AG, headquartered in Germany, is a global player in the premium and luxury segment of the apparel market and is currently worth around EUR 7bn. The company focuses on the development and marketing of premium fashion and accessories for men and women and operates 7,100 points of sale worldwide. With almost 12,500 employees, the company generated net sales of EUR 2.4bn in FY13. 50% of shares belong to financial investor Permira and Hugo Boss holds another 2% of the shares as treasury stock; the rest is free float. Van de Velde NV is a Belgium-based company with a current market cap of EUR 0.5bn that designs, produces and sells luxury lingerie for women. The company works closely together with 5,000 specialty lingerie stores worldwide and also runs its own retail chain. The company mainly focuses on Europe and North America, has around 1,450 employees and achieved turnover of EUR 182mn in FY13. Slightly more than 52% of shares are held by Van de Velde Holding, which represents the interests of the Laureys and Van de Velde families; the rest is free float. Burberry is a global luxury brand with a distinctive British identity recording sales of around EUR 2.7bn. The company generates around 36% of revenues with accessories, followed by women’s wear with 30%. Burberry generates around 70% of sales in its retail stores. Asia Pacific has become the most important region with a revenue share of almost 40% followed by EMEIA (Europe, Middle East, Africa, India). Erste Group Research – Company Report 03 October 2014
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Erste Group Research – Company Report Wolford | Luxury Goods | Austria 03 October 2014 Brunello Cucinelli is an Italian fashion company known for its cashmere products seeing itself as the most exclusive casual-chic fashion brand. The company generated sales of EUR 323 mn in 2013. Its home market Italy accounts for around 20% of sales, followed by the rest of Europe (around one third) and North America (also around one third). More than half of revenues are still generated through the wholesale channel but the company also pushes the retail channel with close to 100 stores in 2013. Fedone s.r.l. holds slightly above 60% of shares. Peer group comparison EUR mn except share price Calida Gerry Weber* Hugo Boss Van de Velde Burberry Brunello Cucinelli Wolford**



Country Switzerland Germany Germany Belgium UK Italy Austria



Share Price 29 31 96 38 1,476 16 22



Market Cap 233 1,415 6,782 512 5,116 1,106 110



2014e 346 894 2,609 194 3,084 361 159



Calida Gerry Weber* Hugo Boss Van de Velde Burberry Brunello Cucinelli Median Wolford**



Sales growth 2014e 2015e 106% 0% 5% 8% 7% 9% 6% 3% 12% 14% 12% 11% 9.4% 8.5% 2.0% 5.0%



Calida Gerry Weber* Hugo Boss Van de Velde Burberry Brunello Cucinelli Median Wolford** Premium / Discount



2014e 1.9 x 3.2 x 7.8 x 2.9 x 4.8 x 6.6 x 4.0 x 1.4 x -65%



P/BV 2015e 1.7 x 2.9 x 6.5 x 2.7 x 4.2 x 5.7 x 3.5 x 1.4 x -62%



2016e 1.6 x 2.5 x 5.5 x 2.9 x 3.7 x 4.9 x 3.3 x 1.3 x -61%



2014e 15.9 x 17.5 x 18.0 x 15.2 x 19.5 x 33.9 x 17.8 x 22.8 x 28%



Calida Gerry Weber* Hugo Boss Van de Velde Burberry Brunello Cucinelli Median Wolford** Premium / Discount



2014e 0.6 x 1.5 x 2.6 x 2.4 x 2.4 x 3.2 x 2.4 x 0.8 x -65%



EV/Sales 2015e 0.6 x 1.4 x 2.3 x 2.3 x 2.2 x 2.8 x 2.3 x 0.8 x -63%



2016e 0.5 x 1.3 x 2.1 x 2.2 x 1.9 x 2.5 x 2.0 x 0.8 x -59%



2014e 6.8 x 9.5 x 11.0 x 10.3 x 10.3 x 17.5 x 10.3 x 8.5 x -17%



Sales 2015e 347 969 2,836 199 3,520 402 167



2016e 1% 8% 8% 5% 9% 11% 8.3% 3.5%



EBIT-Margin 2014e 2015e 5.8% 6.9% 13.4% 14.2% 19.1% 19.8% 23.5% 23.8% 17.9% 17.8% 14.0% 14.0% 16.0% 16.0% 4.8% 3.0% P/E 2015e 13.7 x 15.1 x 15.7 x 15.0 x 17.8 x 30.8 x 15.4 x 32.8 x 113% EV/EBITDA 2015e 5.8 x 8.3 x 9.7 x 8.7 x 9.4 x 15.4 x 9.1 x 9.7 x 7%



2016e 351 1,047 3,075 208 3,841 447 173



2014e 20 120 497 46 553 50 8



EBIT 2015e 24 138 561 47 626 56 5



2016e 27 158 626 49 698 63 7



2016e 7.8% 15.1% 20.4% 23.7% 18.2% 14.1% 16.6% 4.0%



2014e 11.9% 18.3% 43.4% 19.3% 24.4% 19.5% 19.4% 6.3%



ROE 2015e 12.7% 18.9% 41.6% 18.3% 23.5% 18.5% 18.7% 4.2%



2016e 13.0% 19.2% 39.2% 20.6% 22.7% 18.0% 19.9% 5.8%



2016e 12.2 x 13.2 x 14.1 x 14.2 x 16.1 x 27.4 x 14.1 x 22.6 x 60%



2016e 4.9 x 7.2 x 8.6 x 8.0 x 8.4 x 13.7 x 8.2 x 8.6 x 6%



Dividend Yield 2014e 2015e 2.3% 2.3% 2.6% 3.1% 3.9% 4.5% 5.6% 5.7% 2.4% 2.7% 0.7% 0.9% 2.5% 2.9% 1.3% 1.3%



2014e 10.4 x 11.4 x 13.6 x 10.3 x 13.6 x 22.7 x 12.5 x 17.5 x 40%



EV/EBIT 2015e 8.4 x 9.9 x 11.8 x 9.9 x 12.2 x 20.3 x 10.9 x 26.5 x 144%



2016e 2.3% 3.6% 5.1% 6.1% 3.0% 1.0% 3.3% 1.6%



2016e 6.9 x 8.4 x 10.4 x 9.4 x 10.7 x 18.0 x 9.9 x 18.8 x 90%



* Fiscal year from Nov.-Oct.: 2013/14e = 2014e, etc.; ** Fiscal year from May-Apr.: 2014/15e = 2014e, etc. Source: Factset, Erste Group Research
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Composing a peer group for Wolford is tricky, as there are no perfectly matching peers. In terms of size, Calida, Cucinelli and Van de Velde get closest. Due to its low profitability, the valuation of the Wolford share based on our estimates looks stretched in terms of EV/EBIT as well as P/E. The discounts on P/BV are justified by lower ROEs compared to the peer group. Also, in terms of dividend yield, we still see a significant gap. There is substantial upside when looking at EV/sales though.



DCF valuation Hold recommendation with target price of EUR 24.5



Based on our conservative estimates and including a liquidity discount of 10%, we derive a target price of EUR 24.5 and initiate our coverage with a Hold recommendation.
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2015/16e



2016/17e



2017/18e



2018/19e



TV



2.0% 4.8% 1.1 7.3%



2.0% 4.8% 1.1 7.3%



2.0% 4.8% 1.1 7.3%



2.0% 4.8% 1.1 7.3%



2.0% 4.8% 1.1 7.3%



4.0% 4.8% 1.1 9.3%



3.5% 20.0% 2.8%



3.5% 20.0% 2.8%



3.5% 20.0% 2.8%



3.5% 20.0% 2.8%



3.5% 20.0% 2.8%



5.5% 23.0% 4.2%



60% 5.5%



60% 5.5%



60% 5.5%



60% 5.5%



60% 5.5%



60% 7.3%



2014/15e



2015/16e



2016/17e



2017/18e



2018/19e



TV



Sales growth EBIT EBIT margin Tax rate Taxes on EBIT NOPLAT



2.0% 7.7 4.8% 20.0% -1.5 6.1



5.0% 5.0 3.0% 20.0% -1.0 4.0



3.5% 7.0 4.0% 20.0% -1.4 5.6



3.4% 8.4 4.7% 20.0% -1.7 6.7



3.5% 10.9 5.9% 20.0% -2.2 8.7



3.0% 11.5 6.1% 23.0% -2.7 8.9



+ Depreciation Capital expenditures / Depreciation +/- Change in working capital Chg. working capital / chg. Sales - Capital expenditures



8.1 36.5% -0.2 -5.8% -2.9



8.7 97.3% -0.6 -7.9% -8.5



8.3 114.6% -0.5 -8.3% -9.5



8.3 102.1% -0.3 -4.4% -8.5



8.3 102.0% -0.3 -4.4% -8.5



8.5 100.0% -0.6 -10.0% -8.5



11.1



3.6



3.9



6.3



8.3



8.3



6.3



2.0% 163.0 124.8



Terminal value EBIT margin 5.6% 6.1% 6.6%



7.1%



Risk free rate Equity risk premium Beta Cost of equity Cost of debt Effective tax rate After-tax cost of debt Equity weight WACC



DCF valuation (EUR mn)



Free cash flow to the firm Terminal value growth Terminal value Discounted free cash flow - April 30 2014 Enterprise value - April 30 2014



10.5 153.3



Minorities Non-operating assets Net debt Other adjustments Equity value - April 30 2014



0.0 0.0 32.7 0.0 120.5



Number of shares outstanding (mn) Cost of equity NPV per share - October 2015 Liquidity discount of 10% 12M target price per share (EUR) Current share price (EUR) Up/Downside



4.9 7.3% 27.2 -2.7 24.5 22.4 9.4%



PV of terminal value 81%



WACC



PV of detailed period 19%



3.3



5.1



Sensitivity (per share)



WACC



Enterprise value breakdown



3.3



Source: Erste Group Research Erste Group Research – Company Report 03 October 2014



24



5.1%



6.3% 6.8% 7.3% 7.8% 8.3%



24.9 22.2 20.0 18.2 16.7



24 6.3% 6.8% 7.3% 7.8% 8.3%



1.0% 24.5 22.3 20.4 18.8 17.5



27.6 24.7 22.2 20.2 18.5



30.4 27.1 24.5 22.3 20.4



Terminal value growth 1.5% 2.0% 27.1 30.4 24.5 27.1 22.3 24.5 20.4 22.3 18.8 20.4



33.2 29.6 26.7 24.3 22.3



35.9 32.0 28.9 26.3 24.2



2.5% 34.6 30.4 27.1 24.5 22.3



3.0% 40.0 34.6 30.4 27.1 24.5 Page 21
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2012



2013



2014



2015e



2016e



2017e



30/04/2012



30/04/2013



30/04/2014



30/04/2015



30/04/2016



30/04/2017



154.06 3.42 157.48 3.97 -28.52 -73.16 -44.46 15.32 -8.32 7.00 -1.82 0.00 5.17 -3.81 0.00 0.00 1.36



156.47 -0.37 156.09 3.52 -28.93 -74.23 -48.55 7.90 -8.80 -0.91 -1.34 0.00 -2.25 -0.51 0.00 0.00 -2.76



155.87 -1.83 154.05 1.35 -25.62 -72.09 -54.33 3.36 -8.08 -4.72 -1.17 0.00 -5.89 3.07 0.00 0.00 -2.81



158.92 0.87 159.80 6.86 -27.15 -74.26 -49.50 15.75 -8.06 7.69 -1.01 0.00 6.67 -1.87 0.00 0.00 4.80



166.80 0.95 167.75 3.34 -27.66 -76.11 -53.56 13.75 -8.73 5.02 -0.85 0.00 4.17 -0.83 0.00 0.00 3.34



172.71 1.00 173.71 3.45 -28.64 -78.17 -55.08 15.28 -8.29 6.99 -0.94 0.00 6.05 -1.21 0.00 0.00 4.84



2012



2013



2014



2015e



2016e



2017e



11.15 62.41 1.49 75.05 44.17 15.83 5.21 5.25 70.45 145.50 83.61 0.00 0.00 13.94 0.00 18.05 5.66 23.71 2.84 21.41 24.25 145.50



10.77 59.68 1.53 71.99 42.69 16.85 5.57 5.22 70.33 142.32 78.15 0.00 0.00 15.22 0.00 19.15 3.73 22.88 3.33 22.74 26.07 142.32



11.37 53.01 1.47 65.85 40.07 19.63 7.92 4.65 72.27 138.12 74.38 0.00 0.00 15.70 0.00 6.39 1.41 7.80 16.77 23.47 40.24 138.12



11.08 55.23 1.47 67.79 40.84 16.05 6.36 2.23 65.48 133.27 79.19 0.00 0.00 15.62 0.00 6.39 1.52 7.92 6.39 24.16 30.55 133.27



10.83 55.25 1.47 67.55 42.03 16.85 6.67 2.88 68.43 135.98 81.05 0.00 0.00 15.62 0.00 6.09 1.60 7.70 6.09 25.52 31.61 135.98



10.61 56.68 1.47 68.77 42.83 17.44 6.91 3.81 71.00 139.76 84.42 0.00 0.00 15.65 0.00 5.79 1.68 7.48 5.79 26.42 32.22 139.76



2012



2013



2014



2015e



2016e



2017e



Cash flow from operating activities Cash flow from investing activities Cash flow from financing activities CHANGE IN CASH , CASH EQU.



7.27 -6.90 0.31 0.87



6.31 -5.83 -0.38 0.08



6.30 -7.27 0.68 -0.34



10.90 -2.94 -10.38 -2.42



11.21 -8.50 -2.07 0.64



12.51 -9.50 -2.07 0.94



Margins & Ratios



2012



2013



2014



2015e



2016e



2017e



1.3% 9.7% 4.4% 0.9% 1.6% 1.4% 57.5% 28.1 41.0 117.4 0.7



1.6% 5.1% -0.6% -1.8% -3.4% -1.6% 54.9% 30.9 38.7 112.8 0.7



-0.4% 2.2% -3.1% -1.8% -3.7% -2.3% 53.9% 32.7 24.1 108.5 0.6



2.0% 9.9% 4.8% 3.0% 6.3% 4.8% 59.4% 24.7 28.6 105.4 0.7



5.0% 8.2% 3.0% 2.0% 4.2% 3.4% 59.6% 23.5 30.1 106.1 0.7



3.5% 8.8% 4.0% 2.8% 5.8% 4.8% 60.4% 21.9 31.9 108.1 0.7



(IAS, EUR mn, 30/04)



Net sales Invent. changes + capitalized costs Total revenues Other operating revenues Material costs Personnel costs Other operating expenses EBITDA Depreciation/amortization EBIT Financial result Extraordinary result EBT Income taxes Result from discontinued operations Minorities and cost of hybrid capital Net result after minorities



Balance Sheet (IAS, EUR mn, 30/04)



Intangible assets Tangible assets Financial assets Total fixed assets Inventories Receivables and other current assets Other assets Cash and cash equivalents Total current assets TOTAL ASSETS Shareholders'equity Minorities Hybrid capital and other reserves Pension and other LT personnel accruals LT provisions Interest-bearing LT debts Other LT liabilities Total long-term liabilities Interest-bearing ST debts Other ST liabilities Total short-term liabilities TOTAL LIAB. , EQUITY



Cash Flow Statement (IAS,EUR mn, 30/04)



Sales growth EBITDA margin EBIT margin Net profit margin ROE ROCE Equity ratio Net debt Working capital Capital employed Inventory turnover Source: Company data, Erste Group estimates
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Erste Group Research – Company Report 03 October 2014



Sezai Saklaroglu (Equity) Nilufer Sezgin (Fixed income) Ilknur Unsal (Equity)



+90 212 371 2533 +90 212 371 2536 +90 212 371 2531



Group Institutional & Retail Sales Institutional Equity Sales Core Markets Head: Brigitte Zeitlberger-Schmid +43 (0)5 0100 83123 Cash Equity Sales Hind Al Jassani +43 (0)5 0100 83111 Werner Fuerst +43 (0)5 0100 83121 Josef Kerekes +43 (0)5 0100 83125 Cormac Lyden, CFA +43 (0)5 0100 83127 Stefan Raidl +43 (0)5 0100 83113 Simone Rentschler +49 711 810 400 5590 Derivative Sales Christian Luig +43 (0)5 0100 83181 Sabine Kircher +43 (0)5 0100 83161 Christian Klikovich +43 (0)5 0100 83162 Armin Pfingstl +43 (0)5 0100 83171 Roman Rafeiner +43 (0)5 0100 83172 Institutional Equity Sales London Declan Wooloughan +44 20 7621 5011 Institutional Equity Sales Croatia Damir Eror (Equity) +385 72 37 28 36 Zeljka Kajkut (Equity) +385 72 37 28 11 Institutional Sales Czech Republic Head: Michal Rizek +420 224 995 537 Pavel Krabicka (Equity) +420 224 995 411 Jiri Feres (Equity) +420 224 995 554 Jiri Smehlik (Equity) +420 224 995 510 Institutional Sales Hungary Gregor Glatzer (Equity) +361 235 5144 Attila Holló (Fixed Income) +361 235-5846 Levente Nándori (Equity) +361 235 5141 Attila Preisz (Equity) +361 235 5140 Norbert Siklósi (Fixed Income) +361 235 5842 Balázs Zánkay (Equity) +361 235 5156 Institutional Equity Sales Poland Pawel Szczepański (Head) +4822 330 6265 Pawel Czuprynski (Equity) +4822 330 6212 Jacek Krysinski (Equity) +4822 330 6218 Przemyslaw Nowosad (Equity) +4822 538 6266 Emil Onyszczuk (Equity) +4822 330 6214 Grzegorz Stepien (Equity) +4822 330 6211 Institutional Equity Sales Turkey Simin Öz Gerards (Head) +9 0212 371 2525 Murat Guneren (Equity) +9 0212 371 2521 Varol Guzel (Equity) +9 0212 371 2523 Mine Yoruk (Equity) +9 0212 371 2526 Ebru Doganay Percin (Equity) +9 0212 371 2522 Institutional Equity Sales Slovakia Head: Dusan Svitek +48 62 56 20 Andrea Slesarova (Client sales) +48 62 56 27 Saving Banks & Sales Retail Head: Thomas Schaufler +43 (0)5 0100 84225 Equity Retail Sales Head: Kurt Gerhold +43 (0)5 0100 84232 Fixed Income & Certificate Sales Head: Uwe Kolar +43 (0)5 0100 83214 Treasury Domestic Sales Head: Markus Kaller +43 (0)5 0100 84239 Corporate Sales AT Martina Kranzl +43 (0)5 0100 84147 Karin Rattay +43 (0)5 0100 84112 Markus Pistracher +43 (0)5 0100 84152 Günther Gneiss +43 (0)5 0100 84145 Jürgen Flassak, MA +43 (0)5 0100 84141 Antonius Burger-Scheidlin, MBA +43 (0)5 0100 84624 Fixed Income Institutional Desk Head G7: Thomas Almen +43 (0)5 0100 84323 Head Germany: Ingo Lusch +43 (0)5 0100 84111 Fixed Income International & High End Sales Vienna Jaromir Malak/ Zach Carvell +43 (0)5 0100 84254 U. Inhofner/ P. Zagan/ C. Mitu +43 (0)5 0100 84254 Central Bank and International Sales Daniel Kihak Na +852 2105 0392 Christian Kössler +43 (0)5 0100 84116
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Date 29. Feb 12 12. Oct 11 21. Mar 11 21. Dec 10 15. Feb 10 11. Dec 08 30. Jul 08 17. Apr 08 03. Apr 07 21. Dec 06 03. Aug 06 10. Nov 04 04. Aug 04 28. Jun 04 22. Jul 03



Rating Not rated Accumulate Buy Hold Accumulate Hold Accumulate Hold Accumulate Buy Accumulate Hold Buy Accumulate Buy



Price 23.50 24.03 24.10 25.16 12.54 11.94 22.00 24.00 36.06 34.00 21.22 18.46 22.44 28.25



Target Price 28.00 28.00 30.00 26.00 14.30 16.00 25.90 27.60 44.00 42.00 23.50 20.00 28.00 30.00 17.00



Company description Wolford has established itself worldwide as a luxury brand for high quality hosiery, exclusive lingerie and high-quality body-wear for women. With more than 260 own and partner-led mono-brand boutiques, factory outlets, concession shop-in-shops as well as 3,000 retail partners, Wolford can rely on a strong retail network and sells its products in over 60 countries. The excellent product quality is unique and the company has demonstrated its innovative potential for new products numerous times.
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Important Disclosures THIS DOCUMENT MAY NOT BE TAKEN, TRANSMITTED OR DISTRIBUTED INTO THE UNITED STATES, CANADA, AUSTRALIA OR JAPAN OR TO ANY U.S. PERSON OR TO ANY INDIVIDUAL OUTSIDE CANADA, AUSTRALIA OR JAPAN WHO IS A RESIDENT OF THE UNITED STATES, CANADA, AUSTRALIA OR JAPAN OR TO THE PRESS IN THESE COUNTRIES General disclosures All recommendations given by Erste Group Research are independent and based on the latest company, industry and general information publicly available. The best possible care and integrity is used to avoid errors and/or misstatements. No influence on the rating and/or target price is being exerted by either the covered company or other internal Erste Group departments. Each research piece is reviewed by a senior research executive or agreed with a senior analyst/deputy (4-eyed principle). Erste Group Compliance Rules state that no analyst is allowed to hold a direct ownership position in securities issued by the covered company or derivatives thereof. Analysts are not allowed to involve themselves in any paid activities with the covered companies except as disclosed otherwise. No part of their compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or views expressed by them contained in this document. Erste Group may engage in transactions with financial instruments, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report. In addition, others within Erste Group, including strategists and sales staff, may take a view that is inconsistent with that taken in this research report.



Disclosure Checklist Company



ISIN



Disclosure



Wolford



AT0000834007



6



Disclosures of potential conflicts of interest relating to Erste Group AG, its affiliates, subsidiaries (together “Erste Group AG”) and its relevant employees with respect to the issuers, financial instruments and/or securities forming the subject of this document are valid as of the end of the month prior to publication of this document. Updating this information may take up to ten days after month end.
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A draft of this report has been previously disclosed to the issuer (for fact checking purposes) and changes were made to the report prior its dissemination.



Erste Group rating definitions Buy



> +20% to target price



Accumulate



+10% < target price < +20%



Hold



0% < target price < +10%



Reduce



-10% < target price < 0%



Sell



< -10% to target price



Our target prices are established by determining the fair value of stocks, taking into account additional fundamental factors and news of relevance for the stock price (such as M&A activities, major forthcoming share deals, positive/negative share/sector sentiment, news) and refer to 12 months from now. All recommendations are to be understood relative to our current fundamental valuation of the stock. The recommendation does not indicate any relative performance of the stock vs. a regional or sector benchmark.



Distribution of ratings Coverage universe Recommendation Buy Accumulate Hold Reduce Sell N.R./UND.REV./RESTR. Total



No. 43 50 63 19 15 17 207



in % 20.8 24.2 30.4 9.2 7.2 8.2 100.0



Inv. banking-relationship No. in % 5 19.2 8 30.8 9 34.6 3 11.5 0 0.0 1 3.8 26 100.0



Explanation of valuation parameters and risk assessment Unless otherwise stated in the text of the financial analysis/investment research, target prices in the publication are based on either a discounted cash flow valuation and/or comparison of valuation ratios with companies seen by the analyst as comparable or a combination of the two methods. The result of this fundamental valuation is adjusted to reflect the analyst's views on the likely course of investor sentiment. Whichever valuation method is used there is a significant risk that the target price will not be achieved within the expected timeframe. Risk factors include unforeseen changes in competitive pressures or in the level of demand for the company’s products. Such demand variations may result from changes in technology, in the overall level of economic activity or, in some cases, from changes in social values. Valuations may also be affected by changes in taxation, in exchange rates and, in certain industries, in regulations. Investment in overseas markets and instruments such as ADRs can result in increased risk from factors such as exchange rates, exchange controls, taxation, political and social conditions.
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Erste Group Research – Company Report Wolford | Luxury Goods | Austria 03 October 2014 Disclaimer This research report was prepared by Erste Group Bank AG (”Erste Group”) or its affiliate named herein. The individual(s) involved in the preparation of the report were at the relevant time employed in Erste Group or any of its affiliates. The report was prepared for Erste Group clients. The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable, but we do not represent that it is accurate or complete and it should not be relied upon as such. All opinions, forecasts and estimates herein reflect our judgment on the date of this report and are subject to change without notice. The report is not intended to be an offer, or the solicitation of any offer, to buy or sell the securities referred to herein. From time to time, Erste Group or its affiliates or the principals or employees of Erste Group or its affiliates may have a position in the securities referred to herein or hold options, warrants or rights with respect thereto or other securities of such issuers and may make a market or otherwise act as principal in transactions in any of these securities. Erste Group or its affiliates or the principals or employees of Erste Group or its affiliates may from time to time provide investment banking or consulting services to or serve as a director of a company being reported on herein. Further information on the securities referred to herein may be obtained from Erste Group upon request. Past performance is not necessarily indicative for future results and transactions in securities, options or futures can be considered risky. Any forecasts or price targets shown for companies and/or securities discussed in this document may not be achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information and/or the subsequent transpiration that underlying assumptions made by Erste Group AG or by other sources relied upon in the document were inapposite. Not all transactions are suitable for every investor. Investors should consult their advisor, to make sure that the planned investment fits into their needs and preferences and that the involved risks are fully understood. Neither Erste Group AG nor any of its respective directors, officers or employees accepts any responsibility or liability whatsoever for any expense, loss or damages arising out of or in any way connected with the use of all or any part of this document. Erste Group AG may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not imply that Erste Group AG endorses, recommends or approves any material on the linked page or accessible from it. Erste Group AG does not accept responsibility whatsoever for any such material, nor for any consequences of its use. This document is for the use of the addressees only and may not be reproduced, redistributed or passed on to any other person or published, in whole or in part, for any purpose, without the prior, written consent of Erste Group AG. The manner of distributing this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are required to inform themselves about and to observe such restrictions. By accepting this document, a recipient hereof agrees to be bound by the foregoing limitations. Additional notes to readers in the following countries: Austria: Erste Group Bank AG is registered in the Commercial Register at Commercial Court Vienna under the number 33209m. Erste Group AG is authorized and regulated by the Austrian Financial Market Authority (FMA) (Otto-Wagner Platz 5, 1090, Vienna, Austria) Germany: Erste Group Bank AG is authorised for the conduct of investment business in Germany by the Austrian Financial Market Authority (FMA) and subject to limited regulation by the Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin). United Kingdom: Erste Group Bank AG is regulated for the conduct of investment business in the UK by the Financial Conduct Authority and the Prudential Regulation Authority. This document is directed exclusively to eligible counterparties and professional clients. It is not directed to retail clients. No persons other than an eligible counterparty or a professional client should read or rely on any information in this document. Erste Group AG does not deal for or advise or otherwise offer any investment services to retail clients. Czech Republic: Česká spořitelna, a.s. is regulated for the conduct of investment activities in Czech Republic by the Czech National Bank (CNB) Croatia: Erste Bank Croatia is regulated for the conduct of investment activities in Croatia by the Croatian Financial Services Supervisory Agency (CFSSA) Hungary: Erste Bank Hungary ZRT. and Erste Investment Hungary Ltd. are regulated for the conduct of investment activities in Hungary by the Hungarian Financial Supervisory Authority (PSZAF). Serbia: Erste Group Bank AG is regulated for the conduct of investment activities in Serbia by the Securities Commission of the Republic of Serbia (SCRS). Romania: Banka Comerciala Romana is regulated for the conduct of investment activities in Romania by the Romanian National Securities Commission (CNVM). Poland: Erste Securities Polska S.A. is regulated for the conduct of investment activities in Poland by the Polish Financial Supervision Authority (PFSA). Slovakia: Slovenská sporiteľňa, a.s. is regulated for the conduct of investment activities in Slovakia by the National Bank of Slovakia (NBS). Turkey: Erste Securities İstanbul Menkul Değerler A.Ş. is regulated for the conduct of investment activities in Turkey by the Capital Markets Board of Turkey. As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory activity. Investment advisory service is provided in accordance with a contract of engagement on investment advisory concluded between brokerage houses, portfolio management companies, non-deposit banks and clients. Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations. Switzerland: This research report does not constitute a prospectus or similar communication in connection with an offering or listing of securities as defined in Articles 652a, 752 and 1156 of the Swiss Code of Obligation and the listing rules of the SWX Swiss Exchange.



Hong Kong: This document may only be received in Hong Kong by ‘professional investors’ within the meaning of Schedule 1 of the Securities and Futures Ordinance (Cap.571) of Hong Kong and any rules made there under. © Erste Group AG 2014. All rights reserved.



Published by Erste Group Bank AG, Börsegasse 14, 1010 Vienna, Austria Head Office: Vienna Commercial Register No.: 33209m Commercial Court of Vienna Phone +43 (0)5 0100 - ext.11902



Erste Group Homepage: www.erstegroup.com On Bloomberg please type: EBS AV and then F8 GO
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