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. . . . . _ CMP HKD15.26
- Benefiting from strong local consumption and &alificrease in Mainland tourists (Closing price at 23 July 2018)

visiting HK, HK'’s overall retail market continued to recovercsitast second half year. TARGET HKD17.2 (+12.71%
In last May, the value of total retail sales ro29% y.o.y., accelerating from 12.2% in ' '
April. Among different categories, department stsates increased by 16.7%. In the first-g\pany DATA

four months of this year, the value of total resailes and department store sales O/S SHARES (MN) : 1602
increased by 13.7% and 13.9% respectively. MARKET CAP (HKDMN) : 25449
52 - WK LO/HI (HKD): 9.93/28.05

- Lifestyle has completed the disposal of its enfi®.56% stake in Lifestyle Properties
and thus now focus in its retail business i.e. afigg the two Sogo Department Stores iny ke HOLDING PATTERN » %
Causeway Bay and Tsim Sha Tsui. According to theagement team, the overall Director Thomas Lau & Family 69.23
revenue growth for the year to date has been abiwintain double digit growth. FMR LLC 4.99
Average daily traffic, sales per ticket, stay ang katio all has been increased during the
period. During the last Thankful Week event in Miagord-breaking sales has also been
able to achieved as previous years.

PRICE PERFORMANCE » %

. N . . 1M 6M 1Y
We consider that the two Sogo department stores gedrformance is highly related to  {jestyie 451 3087 4369
the overall retail market performance in HK, anstfgrowing cosmetics category sharesHsi -2.44 14.20 5.25
around 25%o0f the total sales of Lifestyle, whetjeaglry and other luxury items
accounted for around 10 to 20%. We thus expecstyife’s overall revenue to record a RETURNVS. HSI -
double-digit growth this whole financial year aretHjorm better than the overall HK : B
retail market performance.
- In terms of Lifestyle’s profit margins, the maeagent team indicated that the larger o “\ﬁm .
labor costs are expected to increase with low sidgjits which will be same as the ,y\,c‘-"”’ i
market. Other expenses are expected to keep ffallow a certain percentage of the rise a2
in sales. We believe that the growth in sales ¢fsebthe impact of the increase inwage =~~~ = .
costs to a certain extent, and releasing someegfitasssure from fixed costs. Profit Source: Aastocks, Phillip Securities

margin indicators such as gross profit and opagginofit margins, are expected to

expand slightly from last year. KEY FINANCIALS

RMB mn FY16 FY17 FY18E FYI19E

- In terms of medium to long-term development, &ifée is developing new project in ~ NetSales 4,672 4.8% 5486 5761

Kai Tak. It plans to open a third Sogo Departmenotesin Hong Kong with other Net Profit 1,601 2875 1887 2,009
commercial, entertainment and catering facilitiefse project is expected to help to EPSHKD 100 179 118 125
capture the untapped customer base in the Eastdgoverea. It commenced ground PER, x 1528 851 1296  12.18
breaking works in December 2017, marking the stiaconstruction for the two BVPSHKD 153 252 307 369
commercial blocks that at completion by end of 262&arly 2022, which is expected to p/gy, x 999 605 497 413
bring new growth driver to Lifestyle. ROE, % 6540 7108 3836 3396

. . Source: Company, Phillip Securities Est.
The management also stated that they will continymay attention to merger and

acquisition (M&A) opportunities related to departmstores business. They will focus  Rresearch Analyst
in Hong Kong market and apart from M&A, they wilsa consider joint venture or other Tracy Ku (2277 6516)
form of business expansion. tracyku@phillip.com.hk

- We expect the company’s overall revenue this yesrach double-digit growth, and its
gross profit margin and operating profit margin expected to see slight expansion. We
give Accumulate rating, forecast price-earningmrad.6 times, i.e. target price
HKD217.2.(Closing price at 23July 2018)
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Business Overview
Company profile and ongoing projects

The company completed disposal of its entire 59.56%e in Lifestyle Properties
on 13th April 2017. It becomes a retail operatait gpecializes in the operation of
mid to upper-end department stores in Hong Korsgtwb SOGO stores in Hong
Kong including the flagship store in Causeway B&OGO CWB), one of the
largest and leading department stores in Hong Kasgyell as the Tsim Sha Tsui
store (SOGO TST).The former is its own propertye Tdtter is a leased property.

To further cement SOGO CWB’s position as one ofitbaic landmarks in HK,

The company has launched in October 2017 the C\NSkh imposing outdoor
full-HD LED advertising screen at the building fdeaof the SOGO CWB store,
which is expected to greatly enhance the effecésenof the company's
advertising activities.

In addition to the two existing SOGO departmentestpthere is Kai Tak project
which is under construction currently. The comp#mpugh government tender
on 23 November 2016 acquired a plot of land in Kak, at a price of HK$7388
million.

With a site area of approximately 14159 square regtes Kai Tak Land will be
developed into two blocks of commercial buildings grovide space for both
retailing and office use, with a total gross flamea of approximately 101,000
square meters. The retailing area is planned tséeufull-fledged department
store and other facilities complementary to therafpens of a department store as
well as to use for the operation of a shopping raalli other entertaining and
dining facilities, and the office space will be idied partly for self-use and partly
for leasing out for rental income.

The proposed development is expected to be comdplsteend of 2021 or early
2022, and it is believed that this Kai Tak Projedt be able to create a landmark
position in the new Kai Tak development and Easwl¢on area and will further
broaden and solidify the company’s presence in étiilmg market. The project
commenced ground breaking works in December 201atkimg the start of
construction for the two commercial blocks. The pamy aims to complete the
foundation construction work in 2019, before thstfphase of the Shatin-Central
Link commences operations.

One-off items included in net profit of FY2017

The net profit attributable to continuing operatimmas HK$2874.6million, an
increase of 79.6% y.o.y. The significant jump aj@mn owing to the rise in sales
and concessionaire commission income brought by iraproving retail
environment during the year, was mainly attribugatdl one-off items including
the increase of fair value gain compared to FY20&6 financial assets, on the
back of robust performance of the global stock mtska fair value revaluation
gain on the investment properties of HK$844.2miiJiavhich did not occur in
FY2016.

Year-to-date SSS performance better than last year

The sales revenue of SOGO CWB, which accounte@®4d8% of total revenue,
recorded an increase of 4.3% last year, thankéuktoecovery in tourism in Hong
Kong and improvement in local consumption, in thstp/ear, despite the fact that
the supermarket completely closed stores in March April. The stay and buy
ratio remained at approximately 34.1% during tharyend average sales per
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ticket grew from HKD794 to 864, partly due to themporary shutdown of the
supermarket.

SOGO TST recorded an increase of 22.3% in salesntev last year and

continued to benefit from the strong sales momeméimosmetics and skin care
products. This category accounted for approximad@Bs of the total sales of the
store. The average daily traffic, sales per tickety and buy ratio during the year
all recorded a growth.

According to the management team, the SSS perfaendaring the first five
months of this year, is better than last year ardmaintain a double-digit growth
in overall top line. The average daily traffic,esalper ticket, stay and buy ratio all
recorded a growth.

Among different product categories, cosmetics aatedas grown the fastest.
Take SOGO TST as an example, cosmetic sales reggrue30%y.0.y, and the
trend has continued for this year.

To know more, among different product categorie& sHvalue of sales of
medicines and cosmetics recorded a growth of 18.0%, which is higher than
the overall growth of the value of total retailesaln May, and also higher than the
growth of 16.8% and 17.4% in April and the firstimonths respectively. The
value of sales of jewellery, watches and clocks] ealuable gifts increased by
23.8%, which is the highest growth among all theeotcategories, the growth of
in April and the first 5 months are 24.5% and 22 rg&pectively.

In regards to the proportion shares of customens fmainland China and local
customers, we can use UnionPay cards to roughbuledé. Sales from China
customers accounted for 40% of the total salesykeest, with the rest being local
customers. As for this year, with the rapid groetispending of China consumer,
the proportion has increased slightly to about 43%.

Both Sogo held its semi-annual "Thankful Week torel-breaking sales has been
able to achieve as previous years. The revenuéizedfvo Thankful Weeks last

year for SOGO CWB, accounted for about 27.8% of stere’s gross sales
proceeds of the year. The sales growth of SOGO €8dn surpassing its

counterpart SOGO CWB. The revenue of the Novembemteose 32.8% y.o.y.

We expect the above trends will continue in shemtrt Due to the recent trade
disputes between China and USA, the stock mark&tRivB rate is fluctuating.
This coupled with US Federal Reserve is expecte@ite interest rates further ,
implies that the stock market and property marketHK facing uncertainties
which may bring risks to retail market in 2H. Phgsithe high-base effect, we
expect Lifestyle will experience a slower growti?id than 1H.

We expected that it may be negatively affecteddrnydrs such as higher base last
year and thus showing slower growth than 1H. Howewdrastructure projects
like HK-Zhuhai-Macao Bridge and Express Rail LinklWwe put into service from
the second half of the year. We expect these wlp o bring more Chinese
tourists and visitors to HK which will be able tdfset some of the negative
impacts.
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Figure:financial reports highlights 2016 & 2017

p PhillipCapital

SOGO CWB SOGO TST

2017 2016 2017 2016
+4.3% -6.7% SSS growth +22.3% +12.4%
79,000 81,700 Ave.daily traffic(persons 14,900 908,
864 794 Ave.sales per ticket(HK$) 1034 983
34.1% 34.3% Stay and buy ratio 27.7% 25.4%
40,000sq.m. Floor space(GFA) ~12,000sqg.m.

Source: Company, Phillip Securities

Figure:2013-2017Lifestyle sales growth & HK reggibwth, both were highly related
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Revenue growth helps expand profit margins

Lifestyle has launched the Sogo Rewards program twe past two years. The
program aims at attracting consumers to become mesnbewarding members
with coupons with the rule of more spending moreamels. According to the
management team, the program has successfullgtatiraip to around 400,000
members since 2016, and their consumption accdant45% of total revenue.
Currently, each purchase of HKD10,000 can redeerd$(Ksouvenir vouchers.
With the expecting increase in overall sales thesary we expect the related

expenses will also increase..

In terms of other expenses, the management teded staat the larger labor cost
is expected to increase with the low single digitie market. Other expenses are
expected to keep flat or follow a certain perceatafjthe rise in sales. We believe
that the growth in sales can offset the impacthef increase in wage costs to a
certain extent, and releasing some of the predsome fixed costs. Profit margin
indicators such as gross profit margin and opeagatiofit margin, are expected to
expand from last year.
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Valuation and Risk

We expect the company’s overall revenue this yeaedach double-digit growth,
and its gross profit margin and operating profirgiva are expected to see slight
expansion. As our model assumes non-current incuole as change in fair value
of financial instruments and fair value changesnwestment properties which do
happened in 2017, will all be zero for the comiegng, the net profit margins will
be a bit lower, same as the absolute value.

We give Neutral rating, forecast price-earningsoraé.6 times, i.e. target price
HKD17.2. Potential risks include huge market orrency rate fluctuations, huge
drop of the number Chinese tourists and visitonsl lncal consumption not as
strong as expected. (Closing price at 23July 2018)

Figure: Historical P/E ratios
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Source: Bloomberg, Phillip Securities
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Financials
FYE FY2016 FY2017 FY2018E FY2019E FY2020E
Valuation Ratios
Price to Earnings (P/E) 15.28 851 12.96 12.18 11.58
Price to Book (P/B) 9.99 6.05 497 4.13 3.49
Per Share Data (HKD)
EPS 1.00 1.79 1.18 1.25 1.32
Book Value Per Share 1.53 2.52 3.07 3.69 4.38
Dividend Per Share 0.632 0.632 0.632 0.632 0.632
Growth (%)
Revenue NA 4.85% 12.00% 5.00% 4.00%
Operating Income NA 0.96% 14.96% 5.49% 4.48%
Net Profit NA 79.56% -34.36% 6.45% 5.10%
Margins (%)
Gross Profit Margin 56.57% 56.88% 57.00% 57.10% 57.20%
Operating Profit Margin | 43.70% 42.08% 43.19% 43.39% 43.59%
Net Profit Margin 34.27% 58.68% 34.39% 34.87% 35.24%
Key Ratios
ROE (%) 65.40% 71.08% 38.36% 33.96% 30.10%
ROA (%) 7.58% 13.29% 7.17% 6.35% 5.63%
Income Statement (HKD,)
Revenue 4,672 4,899 5,486 5,761 5,991
-Cost of Goods Sold -2,029 -2,112 -2,359 -2,471 -2,564
Gross Income 2,643 2,786 3,127 3,289 3,427
-Operation Expenses -601 =125 =758 -790 -815
Operating Income 2,042 2,061 2,370 2,500 2,612
Pretax Income 1,939 3,411 2,260 2,406 2,528
Net Profit 1,601 2,875 1,887 2,009 2,111
-Non-recurring items -178 -1,464 0 0 0
Net Profit (adjusted) 1,423 1,411 1,887 2,009 2,111

Source: Company, Phillip Securities (HK) Researstingates

(Financial figures as at July 23 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aamndanalysis,
forecasts, projections, expectations and opiniookieCtively the “Research”) contained in this goation are based on such information and are sgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paréicuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aoglyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be appropdate discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKBelieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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