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We had a conference call with Cosmo Lady`s CFO Vincent Loo on 24 Jan 2017. Below is the Q&A record: 
 
1、、、、Cosmo Lady issued profit warning on 20 Jan. What were factors that led to the increase in operating 
expenses as a percentage of revenue? 
 
The plan we made at the beginning of 2016 was relatively aggressive. We expected sales would grow well, so we were 
aggressive in opening shops and procurement. Sales in 2016 dropped slightly, but GP margin in 2016 may be better than 
2015. When we made the 2016 plan, we didn`t expect the economy to be weak and we didn`t expect the whole market 
to change so much. As a result we overspent. The increase in costs included the increase in rental fees, labor costs and 
advertising costs, resulting in unsatisfactory 2016 results. 
We need to tighten cost controls in 2017. We began to close some stores in order to save rental fees and labor costs in 
2H2016. When closing the shops we need to make corresponding compensation, and the previous renovation costs 
were going to be amortized over several years, but now the unamortized part need to be expended in one go. Therefore, 
the benefits of closing the stores would not appear in 2H2016, but might show in 2017. For the shops we didn`t close 
because of good performance, we will negotiate with the owners for the possibility to reduce the rental fees. For the 
shops we didn`t close, we may save more than 20 million RMB rental fees in 2017. As for advertising costs, the television 
media advertising costs are high but the effect is not good, so we may focus more on the Internet advertising in the 
future. In addition, we cooperated with Disney and Hello Kitty but sales was not so good, we will stop cooperating with 
them and save some costs in this area. The controllable costs are expected to be reduced greatly. 
 
2、、、、What does the structural adjustment in the mainland China intimate wear industry mean in the 
announcement? 
 
The structural adjustment means changes in channels. The past success of the company is partly due to the opening of a 
lot of shops. But in 2016 some of the shops didn`t perform well, especially shops in the department stores and shops in 
the same street competing against one another. The corresponding ways to solve the problem is to close the shops with 
poor performance. We found that the shops in shopping malls perform well and we plan to open about 300 shops in 
shopping malls. We will increase e-commerce investment, and we are planning to lower the inventory level by e-
commerce channels. Moreover, the company has hired an institution to provide advice on how to improve the image of 
the stores (the fifth generation image). On the other hand, we will open outlets in Tier 3 and Tier 4 districts in the future, 
where the consumer groups are more likely to accept past-season products. We may also develop Southeast Asian 
markets in the future.  
The structural adjustment also means change of user demand for the products. In the past steel ring products accounted 
for most of the products, but now wireless products are more popular. At the beginning of 2016 because of wrong 
estimation, the easy selling products were out of stock while the products not easy to sell had too many stocks. We will 
do more market research to know the market demand better in the future and focus on developing the products the 
market needs.  
There`re also some changes in supply chain management. The method of placing orders changes to a more flexible way. 
For example, 40%-50% of the orders can be placed first. Then according to the actual sales decide whether to increase 
or reduce the remaining orders. 
 
3、、、、How are company`s WeChat platform and online sales? 
 
Online sales is not only through WeChat. We mainly develop our online sales through Tmall.com and VIP.com. 
 
4、、、、How is the change in same-store sales? In 1H2016 the company reduced the number of franchisees. Will the 
company focus on self-managed stores? Will it affect the future development in Tier 3 and Tier 4 cities? 
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We will open shops in places such as shopping malls and communities. We are opening and closing franchisees as well 
as self-managed stores. We will also open some joint-operation shops of which the operation pattern is somewhere in 
between. Same-store sales doesn`t change much throughout the year. 
 
5、、、、How is the impact of e-commerce? 
 
The company`s reputation is relatively higher. Its e-commerce market share ranks No.4 in 2016 and is expected to be 
higher in 2017. E-commerce sales accounts for over 7% of the total revenue and it`s expected to maintain rapid growth 
in the future. However, the e-commerce business can`t fully replace the offline sales because of the products` unique 
character that people need to try. 
 
6、、、、What do you think of the competition with foreign brands such as Victoria`s Secret? 
 
The price of Victoria`s Secret is relatively high. But most of the company`s products are mid-range products. Consumer 
groups are different. In addition, the company`s “Ordifen” is a high-end brand. 
 
7、、、、How is the GP margin compared with 2015? 
 
2016 GP margin may be better than 2015. First it`s because the product structure changes, there are different products 
in mid-range products and more high GP margin products are sold. Moreover, there are also some changes in the supply 
chain.  
2017 GP margin is difficult to judge, because the effect of outlets and the overseas development are temporarily difficult 
to judge. In addition, the price of packaging materials rose a lot, because China has increased efforts on environmental 
protection. However, since we signed the contracts before the price increases, there`s little impact in 1H2017. 
 
8、、、、How is the revenue in 2016 and 2017?  How will the SG&A/revenue ratio change in the future? 
 
In the condition of tightening cost controls, the expense ratio is expected to decrease significantly in 2017. There`re 
controllable costs and non-controllable costs. Hopefully the controllable costs will return to 2015 level. We will also try 
to improve sales in the future. 
 
9、、、、Is the operational philosophy “small profits but quick returns”? 
 
We don`t want to change to a low-end brand from the mid-range brand. And the rise in packaging material prices may 
cause slight price increase. 
 
10、、、、Does the company have a market share target? What is the contribution of inner growth and outer 
acquisition to market share? 
 
The industry is very fragmented. According to a third-party report the company is the industry leader. Although changes 
in the market and packaging material prices have negative impact to the company, it can also accelerate the extinction of 
small businesses. The company may have higher market share and more M&A opportunities then. 
 
11、、、、How is the effect of Lin Chi-ling and Huang Xiaoming as advertising spokespersons? Will the company 
increase investment in this area in the future? 
 
The company is controlling costs. Their contracts will end in a year. The plan of 2018 is still uncertain. 
 
12、、、、Do the fees of the mega annual intimate wear fashion show and celebrity endorsements account for a large 
proportion of the revenue? Is the fashion show a single large-scale activity or many other brands also hold such 
kind of shows? 
 
We will continue to hold the intimate wear fashion show on 8 April this year. The contracts were signed a few years ago, 
endorsement costs accounted for a small proportion of sales. The main costs of the company is rental fees, labor costs 
and other advertising costs. The fashion show is the largest event for the domestic brands. 
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13、、、、The seamless and wireless products were short of storage in 1H2016. How will the company respond to the 
rapid changes in consumer demand in the future? 
 
We hired some experienced team members to keep a close watch on the market changes. We will also put more effort 
on product development and do more market research to deal with market changes. 
 
14、、、、Will China`s mass market maintain rapid growth in the future and help to improve the company`s future 
performance? 
 
We don`t know yet, but we think that the consumer market of China won`t go backwards. 
 
15、、、、How is the future CAPEX/revenue ratio? 
 
There won`t be significant change unless there is M&A activity. 
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We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited 
to) a stock`s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and 
speculative undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the 
terms and limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct 
or consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any 
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are 
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such 
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is 
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any corrections, 
updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential damages which 
may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any 
time without prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of 
any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek 
advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular 
needs of that person, before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of 
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a 
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products 
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions 
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions 
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a 
complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in 
this research should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation 
covered in this report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial 
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed 
corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country 
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear 
responsibility for any loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant 
investment products. For details of different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2017 Phillip Securities (Hong Kong) Limited 
 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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