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L1 Ning (2331 HK)

Prudent sales but upbeat margin guidance
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A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

Target Price HK$24.43
(Previous TP HK$24.29)
Up/Downside +23.0%
SUMMARY. Mid to high-end items (priced at RMB 500+) now accounted for Current Price HK$19.86

50%+ of retail sales, enjoying at least 5% faster growth rate (vs low-end items).
This has marked Li Ning’s successful brand upgrade. We expect momentum to
last, thus reiterated BUY and lifted TP to HK$24.43, based on 32x FY20E P/E.

China Sportswear Sector

B Stronqg beat despite positive alert. 1H19 net profit suraed by 196% YoY to Walter Woo
RMB 795mn. 11%/44% above CMBI/ BBG’s est. Excludina sales of 160 (852) 3761 8776
stores for RMB 234mn, core net profit was up by 109% (vs the pre- walterwoo@cmbi.com.hk
announced 90%-+). The beat was due to: 1) impressive wholesale arowth of ' '
45%, as distributors are committed to open more laraer-sized and high-end
causal stores, 2) e-commerce arowth acceleration to 38%, thanks to rollout atkocck Da;?@ FEXTE
of exclusive China LN products and 3) the associated operating leverage, Av; 3e|1'gtlgs t/o?mss - o5 60
where OP margin actually jumped by 4.6ppt to 10.8%. 52w High/Low (HKS) 21.05/6.33
B Retail sales arowth is trendina up in Jul-Aua 2019. Overall retail sales Total Issued Shares (mn) 2,306.8
arowth was at low 20% in 2019, same as 1019, but the trend is improving Source: Bloomberg
in Jul-Aua 2019. As stated by manaaement, retail sell-throuah arowth for .
direct retail/ wholesale/ e-commerce are at low-teens/ low 30%/ ~40%, all E?iir?\;‘:;‘gnéjitl;“““re TR
trended up from HSD/ mid 20%/ high 20%-30% in 2Q19. Marathon Asset Management  4.64%
B 1020 trade fair sales arowth further speeded up. 1020 trade fair sales FIL Limited 4.50%
arowth reached high-teens, auickest pace in four vears. However, the China Schroders Plc 3.95%
LN series was not even included. Note that China LN sales contribution to t‘”deEISt:eet eg'g;oﬁ)
retail offline sell-thouah was only 3% in 1H19, but it reached 7% in Jul 2019 Sgi‘fce_‘):KEx Sk
and is targeted at 8% by 4019E. Number of China LN stores may reach 100- ’
120 by FY19E (~50 more in 2H19). Sales per store remained at 4-5x greater Share Performance
vs regular LN store while retail discounts was only 6% off in 1H19. Absolute _ Relative
m  Upbeat FY20E-21E OP margin guidance. Despite a conservative mid to m o 18
hiogh-teens sales arowth taraget in FY19E (direct retail and wholesale may Gmih 94'30/2 118'402
slow down while e-commerce may last) and a 8.5%-9.0% NP marain 12-mth 130.9%  153.3%
auidance in FY19E, we are still positive on maragins as the Company incurred Source: Bloomberg
more incentive and hirina fees in 1H19. More importantly, 2ppt OP marain
expansion per vear is feasible in the next two years, thanks to 1) better input 12-mth Price Performance
costs by lowering payable days, 2) continual improvements in rebates and (HK®)
delivery discounts, 3) ramp up of self-owned footwear factory, etc. 220 T Steck ——HS
B Maintain BUY and lift TP to HK$ 24.43. We maintain BUY and lift TP to 180

HK$ 24.43. based on 32x FY20E P/E (unchanaed). implvina a 1.1x 3 vears
PEG (vs int'l ava. of 1.3x). The counter is attractive. tradina at 26x FY19E
P/E and 0.9x PEG. We lifted our FY19E/20E/21E EPS estimates bv
0.6%/4 9%/7.6%, to factor in better-than-expected margins and operating
leverage. We have an bullish EPS estimates, 19-22% above BBG’s est.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E

Revenue (RMB mn) 8,874 10,511 13,498 15,750 17,905 Alditor: PricewaternauseGaopers
YoY growth (%) 10.7 18.4 28.4 16.7 13.7

Net income (RMB mn) 515 715 1,415 1,678 2,151

EPS (RMB) 0.212 0.292 0.577 0.685 0.878 Please cast your valuable vote for
YoY growth (%) (26.9) 38.0 97.8 18.6 28.2 CMBI research team in the 2019
Core NP (RMB mn) 515 715 1,181 1,678 2,151 Asiamoney Brokers Poll:

YoY growth (%) (19.9) 38.8 65.1 42.1 28.2 https://euromoney.com/brokers
P/E (x) 78.2 59.8 30.9 26.0 20.3

P/B (X) 7.8 7.2 6.1 5.3 45

Yield (%) 0.0 0.5 1.3 15 2.0

ROE (%) 114 13.1 22.0 22.1 24.2

Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
ACCESS KEY TO OUR REPORTS ON BLOOMBERG: CMBR
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Focus Charts

Figure 1: Sales/ net profit growth - Full year

Figure 2: Sales/ net profit growth - Half year
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Figure 3: GP/ OP/ NP margin

Source: Company data, CMBIS estimates

Figure 4: Sell-through growth, YoY% (ex. LN Young)
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Figure 5: Opex breakdown

Source: Company data, CMBIS

Figure 6: Working capital condition
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PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 7: Sportswear brands sales growth trend

Operating numbers 1Q15 2Q15 3Q15  4Q15 2Q16 3Q16  4Q16 1Q17 2Q17 3Q17  4Q17 1Q18  2Q18  3Q18  4Qi8 1Q19  2Q19E
Nike China sales 17.0%  20.0% _ 30.0% _ 240% _ 27.0% _ 23.0% _ 21.0% _ 17.0%  150%  160%  120% _ 150% _ 19.0%  250% _ 20.0% _ 31.0%  240% _ 22.0%
Adidas China sales 21.0% _ 19.0% _ 151% _ 156% _ 302% _ 30.1% _ 250%  250% _ 303% _ 27.7% _ 28.0% _ 320% _ 260% _ 27.0% _ 260% _ 23.0% _ 160% _ 14.0%
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Figure 8. SSSG by channel
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PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 9: GP margin Analysis, 1H19
GP Margin Analysis
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Gross margin expansion driven by improved wholesale delivery discount and product performance

Source: Company data, CMBIS

Figure 10: Net profit margin Analysis, 1H19
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Improved operating leverage through disciplined cost management to fund investment in new initiative

3 Other income and profits include (i) other income and other gains(net), (i) share profit from associate
A Interest expense in the amount of “RMB20m related to lease accounting changed is included in sales related variable costs as store expenses 14
¥ Exclude one-off profit and loss not related to operation of RMB234m

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Results Summary

Figure 11: Results summary — Half Year

Half yearly 1H18 2H18 1H19 2H19 1H19E Actual
(RMB mn) 1H18 2H18 1H19 2H19E yoy yoy yoy E yoy CMBI vs CMBI
Revenue 4,713 5,798 6,255 7,244 18% 19% 33% 25% 6,153 2%
COGS (2,419)  (3,039)  (3,147)  (3,721) (3,148)
Gross profit 2,294 2,759 3,108 3,522 20% 21% 35% 28% 3,005 3%
GP margins 48.7% 47.6% 49.7% 48.6% 48.8%
Other income & gains 32 62 44 30 25 80%
S & D expenses (1,735) (1,973) (2,023) (2,383) 16% 11% 17% 21% (2,065) -2%
S & Dexp/sales -36.8% -34.0% -32.3% -32.9% -33.6%
Admin expenses (297) (365) (451) (420) 35% 30% 52% 15% (364) 24%
Admin exp / sales -6.3% -6.3% -7.2% -5.8% -5.9%
Other opex 0 0 0 0 0
Operating profit (EBIT) 294 483 678 749 46% 98%  131% 55% 600 13%
OP margins 6.2% 8.3% 10.8% 10.3% 9.8%
Other items 0 0 0 0 205
Net finance income 1 8 (8) 12 13 -165%
Net finance income / sales 0.0% 0.1% -0.1% 0.2% 0.2%
Profit after financing costs 295 491 670 761 818
Associated coms 0 0 0 0 0
Jointly controlled coms 32 32 310 27 25
Pre-tax profit 327 523 980 788 34% 79%  199% 51% 843 16%
Tax (59) (76) (185) (168) (128)
Tax / sales -1.2% -1.3% -3.0% -2.3% -2.1%
Effective tax rate -18.0% -14.6% -18.9% -21.4% -15.1%
Minority interests 0 0 0 0 0
Net profit att. 269 447 795 620 42% 37%  196% 39% 715 11%
NP margins 5.7% 7.7% 12.7% 8.6% 11.6%
Sales by channels
Franchises 2,092 2,816 3,040 3,685 14% 17% 45% 31% 2,720 12%
Self owned 1,565 1,568 1,758 1,719 17% 13% 12% 10% 1,831 -4%
E-commerce 980 1,238 1,357 1,637 35% 32% 38% 32% 1,519 -11%
International 75 177 100 203 -18% 20% 33% 15% 83 21%
Total 4,713 5,798 6,255 7,244 18% 19% 33% 25% 6,153 2%
Breakdown by segment
A&P (493) (598) (557) (766) 10% 13% 13% 28% (646) -14%
Labour (540) (599) (725) (740) 26% 26% 34% 24% (632) 15%
Rent (444) (455) (319) (488) 9% 7% -28% 7% (493) -35%
D&A (202) (210) (212) (216) 13% 10% 5% 3% (240) -12%
R&D (62) (167) (133) (205) 11% 46%  115% 22% (74) 80%
Others (293) (309) (529) (389) 37% -3% 81% 26% (345) 54%

As % of total sales

A&P -11.3% -10.9% -10.5% -10.3% -10.5%
Labour -10.7% -9.7% -11.5% -10.3% -11.5%
Rent -10.1% -8.7% -9.4% -7.8% -9.4%
D&A -4.5% -3.9% -4.3% -3.6% -4.3%
R&D -1.4% -2.3% -1.3% -2.9% -1.3%
Others -5.3% -6.5% -6.2% -5.3% -6.2%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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Figure 12: Results summary - Full Year

1H18 As 1H19 As

Full yearly (RMB mn) FY17 FY18 % of % of
FY18 FY19E
Revenue 8,874 10,511 13,498 18% 28% 45% 46%
COGS (4,697) (5,458)  (6,868)
Gross profit 4,176 5,053 6,630 21% 31% 45% 47%
GP margins 47.1% 48.1% 49.1%
Other income & gains 44 95 74
S & D expenses (3,273)  (3,708)  (4,407) 13% 19% 47% 46%
S & D exp / sales -36.9% -35.3%  -32.6%
Admin expenses (501) (662) (871) 32% 32% 45% 52%
Admin exp / sales -5.6% -6.3% -6.5%
Other opex 0 0 0
Operating profit (EBIT) 446 777 1,427 74% 84% 38% 48%
OP margins 5.0% 7.4% 10.6%
Other items 0 0 0
Net finance income 18 10 4
Net finance income / sales 0.2% 0.1% 0.0%
Profit after financing costs 464 787 1,431
Associated coms 0 0 0
Jointly controlled coms 74 64 337
Pre-tax profit 538 850 1,769 58% 108% 39% 55%
Tax (22) (135) (354)
Tax / sales -0.3% -1.3% -2.6%
Effective tax rate -4.2%  -15.9%  -20.0%
Minority interests 0 0 0
Net profit att. 515 715 1,415 39% 98% 38% 56%
NP margins 5.8% 6.8% 10.5%
Sales by channels
Franchises 4,242 4,909 6,725 16% 37%
Self owned 2,724 3,132 3,477 15% 11%
E-commerce 1,668 2,218 2,994 33% 35%
International 240 252 303 5% 20%
Total 8,874 10,511 13,498 18% 28%
Breakdown by segment
A&P (981)  (1,091)  (1,323) 11% 21% 45% 42%
Labour (904) (1,139)  (1,465) 26% 29% 47% 49%
Rent (830) (898) (807) 8% -10% 49% 40%
D&A (370) (411) (427) 11% 4% 49% 50%
R&D (170) (229) (337) 35% 47% 27% 39%
Others (532) (602) (918) 13% 53% 49% 58%

As % of total sales

A&P -11.1%  -10.4% -9.8%
Labour -10.2% -10.8% -10.9%
Rent -9.3% -8.5% -6.0%
D&A -4.2% -3.9% -3.2%
R&D -1.9% -2.2% -2.5%
Others -6.0% -5.7% -6.8%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6



15 Aug 2019 C#ﬂ@ﬂ@ﬁ

CMB INTERNATIONAI

Earnings revision

Figure 13: Earnings revision

New Old Diff (%)
RMB mn FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 13,498 15,750 17,905 13,357 15,602 17,812 1.1% 0.9% 0.5%
Gross profit 6,630 7,788 8,927 6,561 7,714 8,870 1.1% 0.9% 0.6%
EBIT 1,427 1,920 2,471 1,400 1,820 2,285 1.9% 5.4% 8.1%
Reported Net profit 1,415 1,678 2,151 1,407 1,600 1,998 0.6% 4.9% 7.6%
Diluted EPS (RMB) 0.577 0.685 0.878 0.574 0.653 0.815 0.6% 4.9% 7.6%
Gross margin 49.1% 49.4% 49.9% 49.1% 49.4% 49.8% Oppt Oppt 0.1ppt
EBIT margin 10.6% 12.2% 13.8% 10.5% 11.7% 12.8% 0.1ppt 0.5ppt 1ppt
Net profit att. margin 10.5% 10.7% 12.0% 10.5% 10.3% 11.2% -0.1ppt 0.4ppt 0.8ppt

Source: Company data, CMBIS estimates

Figure 14. CMBI estimates vs consensus

CMBI Consensus Diff (%)
RMB mn FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 13,498 15,750 17,905 12,845 15,003 17,328 5.1% 5.0% 3.3%
Gross profit 6,630 7,788 8,927 6,290 7,431 8,659 5.4% 4.8% 3.1%
EBIT 1,427 1,920 2,471 1,248 1,654 2,066 14.3% 16.1% 19.6%
Net profit att. 1,415 1,678 2,151 1,156 1,386 1,733 22.4% 21.1% 24.1%
Diluted EPS (RMB) 0.577 0.685 0.878 0.484 0.574 0.719 19.4% 19.4% 22.0%
Gross margin 49.1% 49.4% 49.9% 49.0% 49.5% 50.0% 0.2ppt -0.1ppt -0.1ppt
EBIT margin 10.6% 12.2% 13.8% 9.7% 11.0% 11.9% 0.9ppt 1.2ppt 1.9ppt
Net profit att. margin 10.5% 10.7% 12.0% 9.0% 9.2% 10.0% 1.5ppt 1.4ppt 2ppt

Source: Company data, CMBIS estimates
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PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



CMB INTERNATIONAI

15 Aug 2019 C#ﬂ@ﬁ@ﬁ

Valuation

Figure 15: Peers valuation table

3yrs

12m . Up/ ROE Yield

- Do\zn_ Mkt.Cap Year  P/E (x) PIB )y P(I)E()G o5
Company Ticker Rating (LC) side (HK$mn) End FY1lE FY2E FY1lE FY2E FY1E FY1lE FY1E
H shares Sportswear
Li Ning 2331 HK BUY 2443 19.86 23.0% 45,813 Dec-18 309 26.0 6.2 54 20.9 0.7 0.9
Anta Sports 2020 HK BUY 69.91 58.10 20.3% 156,943 Dec-18 265 21.6 7.1 5.8 27.8 1.3 1.4
Xtep Intl 1368 HK BUY 6.93 506 37.0% 12,649 Dec-18 136 116 1.7 16 124 11 4.3
361 Degrees 1361 HK NR n/a 1.26 n/a 2,605 Dec-18 5.8 5.1 0.4 0.4 5.3 0.4 7.5
Pou Sheng 3813 HK NR n/a 2.12 n/a 11,356 Dec-18 141 110 1.4 1.2 8.2 0.6 15
China DX 3818 HK NR n/a 0.81 n/a 4,768 Mar-19 6.6 9.2 0.4 0.4 3.3 00 138

Avg. 16.2 141 2.9 2.5 13.0 0.7 4.9
Med. 13.8 113 15 1.4 10.3 0.7 2.9

International Sportswear

Nike Inc NKE US NR n/a 81.30 n/a 999,514 May-19 279 240 126 11.6 427 1.8 1.1
Adidas ADS GY NR nfa 254.30 n/a 445,679 Dec-18 259 22.9 7.0 6.2 30.5 2.0 1.5
Puma PUM GY NR n/a 64.60 n/a 85,168 Dec-18 37.3 30.3 5.1 4.6 13.8 1.5 0.7
Under Armour  UAA US NR n/a 19.01 n/a 63,579 Dec-18 56.1 39.7 3.9 3.6 4.3 (0.2) 0.0
Lululemon LULU US NR nfa 175.19 n/a 179,085 Feb-19 378 318 142 114 337 1.8 0.0
Skechers SKX US NR n/a 31.38 n/a 38,596 Dec-18 14.1 12.6 2.1 1.9 15.7 1.1 0.0
Vf Corp VFC US NR n/a 80.38 n/a 251,137 Mar-19 236 20.8 6.9 6.6 29.1 2.1 2.2
Columbia COLM US NR n/a 95.44 n/a 50,593 Dec-18 20.0 183 3.5 3.0 18.9 14 1.0
Wolverine WWW US NR n/a 24.04 n/a 16,078 Dec-18 10.6 9.7 2.0 1.8 19.0 2.3 1.6

Amer Sports  AMEASFH  NR nfa  40.02 n/a 40,761 Dec-18 nla n/a n/a n/a 5.3 0.0 2.0
Mizuno Corp 8022 JP NR n/a 2780.00 n/a 5,481 Mar-19 12.0 10.9 0.7 0.7 6.9 1.7 1.8
Asics Corp 7936 JP NR n/a 1504.00 n/a 21,183 Dec-18 372 256 16 16 (103) (0.2) 1.9
Avg. 275 224 54 4.8 17.5 1.3 1.2
Med. 259 229 3.9 3.6 17.3 1.6 1.3

Source: Bloomberg, CMBIS estimates
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Assumption

Figure 16: Li Ning’s key assumptions
Major assumptions FY17A FY18A FY19E FY20E FY21E
Sales by segment (Rmb mn)
Shoes 4,146 4,601 5,775 6,689 7,604
Clothes 4,172 5,316 7,070 8,343 9,511
Equipments 501 594 653 718 790
Others 55 0 0 0 0
Total 8,874 10,511 13,498 15,750 17,905
Sales by segment growth (%)
Shoes 5.0% 11.0% 25.5% 15.8% 13.7%
Clothes 18.7% 27.4% 33.0% 18.0% 14.0%
Equipments 8.0% 18.5% 10.0% 10.0% 10.0%
Others -39.1% -100.0% n/a n/a n/a
Total 10.7% 18.4% 28.4% 16.7% 13.7%
Sales by channel growth (%)
Franchises 3.4% 15.7% 37.0% 14.0% 10.0%
Self owned 6.5% 15.0% 11.0% 14.0% 12.0%
E-commerce 45.6% 32.9% 35.0% 27.0% 24.0%
International 15.0% 5.3% 20.0% 5.0% 0.0%
Total 10.7% 18.4% 28.4% 16.7% 13.7%
Sales network by segment
Self owned 1,541 1,506 1,366 1,391 1,416
Franchise 4,721 4,838 5,078 5,143 5,198
Total 6,262 6,344 6,444 6,534 6,614
LN Young 173 793 1,093 1,293 1,443
Sum-total 6,435 7,137 7,537 7,827 8,057
GP margins 47.1% 48.1% 49.1% 49.4% 49.9%
Opex breakdown
A & P/ sales 11.1% 10.4% 9.8% 9.6% 9.4%
Labour/ sales 10.2% 10.8% 10.9% 11.2% 10.9%
Rental/ sales 9.3% 8.5% 6.0% 5.5% 5.2%
D & Al sales 4.2% 3.9% 3.2% 3.2% 3.3%
R & D/ sales 1.9% 2.2% 2.5% 2.5% 2.4%
Provision/ sales -0.1% 0.0% 0.0% 0.0% 0.0%
Selling & distribution costs / sales 36.9% 35.3% 32.6% 31.6% 30.6%
Admin expenses / sales 5.6% 6.3% 6.5% 6.2% 6.0%
OP margins 5.0% 7.4% 10.6% 12.2% 13.8%
Effective tax rate 4.2% 15.9% 20.0% 18.0% 18.0%
Net profit margins 5.8% 6.8% 10.5% 10.7% 12.0%
Net profit att. growth (%) -19.9% 38.8% 97.8% 18.6% 28.2%

Source: Company data, CMBIS estimates
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Financial Summary

Income statement

Cash flow summary

YE Dec 31 (RMB mn) FY17A FY18A FY19A FY20E FY21E YE Dec 31 (RMB mn) FY17A FY18A FY19A FY20E FY21E
Revenue 8,874 10,511 13,498 15,750 17,905 EBIT 446 777 1,427 1,920 2,471
Franchises 4,242 4909 6,725 7,666 8,433 D&A 370 410 427 501 586
Self owned 2,724 3,132 3,477 3,964 4,439 Change in working capital 351 448 (45) (35) (33)
E-commerce 1,668 2,218 2,994 3,802 4,715 Income tax paid 27) (9) (135) (354) (368)
International 240 252 303 318 318 Others 20 46 - - -
Cost of goods sold (4,697) (5,458) (6,868) (7,962) (8,978) Net cash from operating 1,159 1,672 1,674 2,032 2,655
Gross profit 4,176 5,053 6,630 7,788 8,927
Other income 44 95 74 87 98 Capex & investments (389) (431) (607) (709) (806)
Associated companies (38) (44) - - -
Operating expenses (3,774) (4,370) (5,278) (5,955) (6,555) Interestreceived 53 51 273 76 87
D&A (370) (410) (427) (501) (586) Others 32 (59) 32 39 48
Staff costs (904) (1,139) (1,465) (1,764) (1,959) Net cash from investing (343) (483) (303) (593) (671)
S & D costs (ex-staff, D&A)  (2,428) (2,708) (3,256) (3,583) (3,929)
Admin exp. (ex-staff, D&A) (74) (113) (129) (107) (82) Equity raised 17 51 - - -
Other operating expenses - - - - - Net change in bank loans 2 - - - -
EBIT 446 777 1,427 1,920 2,471 Dividend paid - - (215) (557) (661)
Others (252) (117) (28) (7) 3)
Finance costs, net 18 10 4 33 45 Net cash from financing (232) (66) (242) (564) (664)
JVs & associates 74 64 337 95 107
Exceptional - - - - - Net change in cash 584 1,123 1,129 874 1,320
Pre-tax profit 538 850 1,769 2,047 2,623 Beginning cash balance 1,954 2,529 3,672 4,800 5,675
Exchange difference 9) 19 - - -
Income tax (22) (135) (354) (368) (472) Cash atthe end of theyear 2,529 3,672 4,800 5,675 6,995
Less: Minority interests 0 0 0 0 0
Net profit 515 715 1,415 1,678 2,151
Balance sheet Key ratios
YE Dec 31 (RMB mn) FY17A FY18A FY19A FY20E FY21E YE Dec 31 FY17A FY18A FY19A FY20E FY21E
Non-current assets 2,211 2,341 2,586 2,812 3,053 Sales mix (%)
Fixed asset 838 830 1,027 1,253 1,497 Franchises 47.8 46.7 49.8  48.7 47.1
Intangible assets & goodwill 334 308 291 274 249 Self owned 30.7 29.8 25.8 25.2 24.8
Prepaid lease payments 101 103 103 103 103 E-commerce 18.8 21.1 22.2 24.1 26.3
Interest in joint ventures - - 65 83 103 International 2.7 2.4 2.2 2.0 1.8
Other non-current assets 937 1,100 1,100 1,100 1,100 Total 100.0 100.0 100.0 100.0 100.0
Current assets 5,110 6,386 8,254 9,693 11,547 P&L ratios (%)
Cash and cash equivalents 2,529 3,672 4,800 5,675 6,995 Gross margin 47.1 48.1 49.1 49.4 49.9
Inventories 1,103 1,240 1,560 1,809 2,039 Operating margin 5.0 7.4 10.6 12.2 13.8
Trade and other receivables 1,138 929 1,193 1,392 1,582 Pre-tax margin 6.1 8.1 13.1 13.0 14.6
Prepayments 340 546 701 818 930 Net margin 5.8 6.8 10.5 10.7 12.0
Other current assets 1 0 0 0 0 Effective tax rate 4.8 17.2 24.7 18.9 18.8
Current liabilities 2,128 2,777 3,690 4,235 4,839 Balance sheet ratios
Bank loans - - - - - Current ratio (x) 2.4 2.3 2.2 2.3 2.4
Trade payables 1,145 1,133 1,426 1,653 1,864 Quick ratio (x) 1.9 1.9 1.8 1.9 2.0
Accruals & other payables 963 1,412 1,813 2,116 2,405 Cash ratio (x) 1.2 1.3 1.3 1.3 1.4
Tax payables 20 134 353 368 471 Inventory turnover days 144 112 105 105 105
Others - 98 98 98 98 Trade receivables days 64 61 60 60 60
Trade payables days 49 40 40 40 40
Non-current liabilities 120 130 130 130 130 Total debt / total equity 0 1 0 0 0
Bank loans - - - - - Net debt / equity ratio (%) Net Net Net Net Net
Deferred income - - - - - Returns (%)
Deferred tax 57 54 54 54 54 ROE 10.2 12.3 20.2 20.6 22.3
Others 63 77 77 77 77 ROA 7.0 8.2 13.1 13.4 14.7
Per share
Minority Interest - - - - - EPS (RMB) 0.21 0.29 0.58 0.68 0.88
Total net assets 5,074 5,820 7,020 8,141 9,630 DPS (RMB) - 0.09 0.23 0.27 0.35
Shareholders' equity 5,074 5820 7,020 8,141 9,630 BVPS (RMB) 2.11 2.41 2.91 3.37 3.99
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10



15 Aug 2019 C-ﬂ'ﬁﬁ@ﬁ

CMB INTERNATIONAI

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 11



