Bijou Brigitte (FRA: BlJ)
February 8, 2009
Group4: C.Carr, V.Hayes, D. Kohtz, R.Sanne

KU KANSAS

School of Business

APPLIED ¢ PORTFOLIO * MANAGEMENT

February 8, 2009
Bijou Brigitte

Recommendation: NEUTRAL

Ticker FRA:BIJ
Current Price (USD) $99.16
Target Price Range $86.43 - $167.05
Total enterprise value (M) $678.06
Market Cap (M) $803.20

Relative Ratios

BIJ Comps
Price/Earnings 7.77 7.09
Forward P/E 9.54 8.31
TEV/EBITDA 4.54 11.66
Financial Leverage (%) 20.09 41.52
Operating Margin (%) 32.12 36.40
Profit Margin (%) 21.72 7.98
ROA (%) 25.91 2.47
ROE (%) 3242 2.21
EPS () 12.77 0.36
Valuation Method Price
DCF $167.05
Forward P/E Ratio $86.43
Price/Earnings $90.50
Forward TEV/EBITDA $198.66
Final Target Price $88.00

Notes. The current price for Bijou Brigitte is as of close on
February 3, 2009. All comparable averages were calculated using
the financials accessed through Thomson One Analytics.

BlJ Investment Thesis

We are NEUTRAL in our position on Bijou Brigitte for the

following reasons:

* Returns on assets and equity for BIJ are high relative to
competition. This has been tapering off since 2005, but
remains a cornerstone of BIJ® competitive advantage.

* BIJ consistently pays higher dividends than its competitors
(5.77% higher than closest European competitor, Fielmann).
We project aslight reduction in dividends in 2009.

* BIJ maintains a large cash balance (! 2056M) to finance
expansion and pay large dividends. The excess cash on hand
will benefit the company in the current economic downturn.
Revenue growth (already having contracted 5.8%') is
projected to decline further in 2009, impacting BIJ® ability
to expand and maintain their current dividend yield of
8.44%.

* BIJB operational techniques produced an inventory turnover
ratio of 9.4 in 2007. While more efficient than most U.S.
competitors, this is 32% and 27% less efficient than FIE and
Claire@ respectively.

Company Overview

Bijou Brigitte (BIJ) is one of Europe® largest fashion jewelry
retail chains. The company has a strong presence in Germany
and abroad with over 1,000 stores in operation. BIJ generates
revenue streams from 9,000 different products ranging from
fashion accessories to designer products and silver jewelry.
The company is characterized by aggressive expansion
throughout the European Union. In 2007, BIJ derived 44% of
revenues from its segment in Germany and 52% from other
European countries.

Competitive Advantage

We identified four comparable companies in the fashion
jewelry sector competing for market share with BIJ: Fielmann
AG (FRA:FIE), Movado Group, Inc (MOV), Claire®, and
Fossil (FOSL). Claire® and Germany-based FIE are the most
direct competitors.

The fashion industry is ever changing and BIJ attempts to
distinguish itself from competitors by developing two new
jewelry collections per year. Stores are redecorated frequently
to match new trends and highlight new product lines. The
company supports this business strategy through direct
delivery of products from manufacturers to end-users'.
Keeping afresh product line is vital to success, so inventory is
akey valuation metric we had identified.

Industry Inventory Turnover
2004 2005 2006 2007
BIJ 9.7 8.5 9.6 9.4
FOSL 5.4 431 53 5.7
MOV 2.7 2.28 2.37 2.76
FIE 8.67 9.16 15.78 13.8
Claire's - - - 12.84

Source: Rates found on company websites
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This table illustrates BIJ trails its closest competitors, Claire®
and FIE by a significant margin in inventory turnover. While
surpassing FOSL and MOV, these stores position themselves
differently in the industry, relying on higher-end products.

Historical Performance

BIJ expanded rapidly in 2004 and 2005, opening 101 and 140
stores respectively. The company entered Greece and France
in 2005 and increased revenue by !2,318 (M) in the same
year. We identified store openings as arevenue driver, seenin
the following chart:

Revenue and Number of Stores Correlation

Year

Store Growth = Revenue Growth

Source: Store opening figuresfound in BIJ® 2006 Annual Report.

Large revenue increases stemming from the rapid expansion
allowed BlJto post a higher ROA than its competitors.
However as BIJ® expansion has tapered off to more
sustainable levels, ROA has regressed toward industry
averages.
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Source: All figuresfor comparables calculated using financials
given by Thomson One and BIJ figures using Bloomberg
financials.

Financial Podtion

The cash position of BIJ is the most notable feature of its
financial structure. As of 2007, BIJ® cash holdings made up
40.5% of total assets. FIE and Claire® had holdings of 18%
and 2% respectively. This has alowed BIJ to finance its
expansion without using high levels of debt and pay larger
dividends than comparable companies. The combination of
rapid expansion and large dividend payout is unique and has
attracted investors in the past.

The large dividend led us to research significant holders of
stock in BIJ. CEO Roland Werner holds 50.31% of
outstanding equity and directly benefits from the dividend of

16.50 per share". This arrangement is highly advantageous
under German tax law, since only fifty percent of dividends
are taxable and at half the rate of salaried income”. This
raises concerns about agency costs.

Economic Outlook

The German economy is projected to contract by 0.7% in
2009, further exacerbating the losses of 2008°. This will
weigh heavily on sales of discretionary items, which are
usualy the first thing cash-strapped consumers cut. Store
expansion will generate less revenue growth with declining
demand, making expansion less attractive to the company.
With store expansion stalled it is reasonable to assume
revenues will decline as well.

Deterioration in the financial position of BlJis unlikely to lead
to bankruptcy since the firm carries a negligible amount of
debt. The company has a debt-to-equity ratio of .16% and
uses cash to finance nearly all purchases.

A long recession may lead BlJ to reduce its dividend to defend
its cash position. However, the size of the position makes it
unlikely the cut will be significant. Any cut will decrease the
price of BlJ equity, and shake confidence in the company.

Valuation

Discounted Cash Flow

We vaued BIJ using two forms of a three year (fiscal year
2008 has not yet been reported so it was forecasted as well)
estimated Discounted Cash Flow model, an estimated 3%
perpetual growth rate and a projected 2010 TEV/EBITDA
multiple to find the estimated terminal vaue of BlJ. The
company®@ weighted average cost of capitd (WACC) was
calculated as 7.99% and this was used to discount projected
cash flows. The implied enterprise values yielded by the two
methods both projected BIJ3 price to be undervalued by 68.4-
233.6%. This price projection seems high but further
examination reveds the large cash balance and low debt
obligations of the company increase the TEV. The small
number of shares outstanding (8.1M) is projected to decrease
in accordance with management( approved share buyback
plan.

Intrinsic DCF Valuation Applying 1% TEV/EBH—DA
growth Multiple
Implied Enterprise Value 1,870.88 1,227.9
less Debt 80.17 80.17
plus Cash 205.31 205.31
Implied Equity Value 1,996.02 1,353.11
Shares outstanding 8.10 8.1(
p* $ 246.42 $ 167.05
Current Price $ 99.16 $ 99.16
premium/discount -148.51% -68.479

Note: Figuresarein millionsof USD.
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Relative Valuation

Data from competitors was used to create a relative valuation
and efficiency comparison for Bijoux Brigitte. The companies
were chosen on the premise of their market share, business
model similarities and geographic location. Comparisons
reveal operational efficiencies as well as areas of deficiencies
on behalf of BIJ.

Forward Price / Earnings

Projected 2009 EPS 10.39
x Comparables' Forward P/E 8.31
p* $86.43
% Over/Undervalued 12.849

Price / Earnings

Current EPS 12.77%
x Comparables' P/E 7.09
p* $90.5(
% Over/Undervalued 8.73%
TEV/EBITDA
Projected 2010 EBITDA 150.24
x Comparables’ TEV/EBITDA 11.64
TEV 1,751.53
Add: Cash 205.31
Less: Debt 80.17
Implied Equity Value 1,876.61
PV-Equity Value 1,609.14
p* 198.64
% Over/Undervalued -100.349

Relative valuation reveas contradictory results. By Forward
and current price/earnings multiples BIJ is overvalued by
12.84% and 8.73% respectively and by TEV/EBITDA the
company is undervalued by 100.34%. Given the bearish
short-term outlook of the company we believe the P/E
multiples better reflect the value of the company.

Examining the efficiency ratios of BlJ and its comparables the
results reveal BlJ has better efficiency ratios. It must be noted
that the ROE has been faling toward the comparable average
since 2005 and we forecast this fall to continue as revenue
growth slows with store openings for BIJ. The company® low
debt/equity ratio reiterates the use of cash to finance capital
expenditures.

Efficiency Ratios
Dividend Forward Profit Debt/
Yield ROE P/E Margin Equity
BIJ 8.52% 32.42% 8.17 21.72%  0.16%
AVG. 1.13% 16.91% 10.95 7.98% 5.45%
FOSL - 12.96% 5.61 8.90% 0.44%
MOV 0.64% 13.23% 8.19 11.58%  14.00%
FIE 2.75% 19.20% 19.06 14.30% 1.90%
Claire's - 22.27% - -2.85%

Thesefigures are based on 2007 results with the exception of the
Forward P/E, which was accessed using Thomson One Analytics.

The performance of BIJ in 2008 has been poor with regard to
revenue growth and the dividend for the year has not yet been
declared. The fall in price was (as in the case of many
equities) in connection to the recessionary times. However, we
believe given the company® slowing expansion, movement
toward the industry mean in ROE and ROA, and the poor
inventory turnover ratio in comparison to its two best
comparables, the company® price should have dropped this
yesar.

Summary

After in-depth examination of Bijou Brigitte® business
operations and financial structure of the past and forecasted
performance, we recommend a neutral stance. While a high
cash position with large dividends to shareholders has told the
recent history of BIJ, we question the sustainability of these
actions. World economies have been hit hard by a decrease in
consumer spending. This is projected to remain consistent, at
least for the short-term. BIJ inventory is purely discretionary
and history has proven that consumers cut back on
discretionary merchandise during hard times. Quick expansion
abroad in 2004 and 2005 has helped BIJ maintain its capital
during a time of declining revenues and will carry them
through the current crisis, but further expansion in the near-
future is unlikely. This will translate in revenue decreases and
possible dividend cuts.

' M ean Estimates-BI1JOA ccessed by Thomson One Analytics

" GCompany DescriptionOwww bijou-brigitte.de
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