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L . CMP HKD1.54
Although this winter is "not too cold", the saleswgth of branded down apparel under (Closing price at 13 February 2019)

Bosideng has accelerated since last December. @hagement team has raised its 0
whole-year revenue growth guidance of branded dapparel business under Bosideng TARGET HKD1.7 (+9.9%

from 20%-30% to over 35%, other business still nairs, i.e. OEM management COMPANY DATA

business is more than 20%, ladieswear businessdgum to high, diversified apparels 5,5°shares (vn) 10682
business will continue to shrink as its new strat@ginciple is focusing on principal MARKET CAP (HKDBN) : 16451
business and key brands while implementing de-slifieation. 52 - WK HI/LO (HKD): 0.59/1.64

During the first nine months of FY2018/19, the anclated retail sales of down apparel
products under the core brand-Bosideng increasexddog than 30% y.o.y. which is
higher than 24.1% in 1H. This means that the groath in Q3 has accelerated.
According to the management team, the weather iaswarm during October to
November, thus this business recorded an incrdasgy20 to 30%. However, the
weather began to turn cold in December, with are@se of more than 50%. It is
expected to continue to maintain rapid growth betbe coming Luna New Year.

SHARE HOLDING PATTERN » %
Gao Dekang 65.96

PRICE PERFORMANCE » %

1 3MEA 14
Bosideng 14.07 9.22 138.39
HSI 8.36 10.49 -4.5

The business showed both prices and sales recgrdedh in Q3, and management

expects the trend will continue in 2019. The bussris currently being transformed fromg

the mass market to the mid-to-high end. The cu&&R of the products is about ; |

RMB1,200-1,500, which is still quite far from itgs@rseas competitors such as Canada rJ"h | ‘m.rﬁ‘
I |

Goose of Canada. The management team's goaldstothe ASP of 20 to 30% per year {J\,e‘ 2y
in the coming three to five years. /

We are optimistic about the company's ability ieeaASP in the medium and long term. Af
The improvement of its product design, branding emahnels will be the drivers of sales - A :
AN

volume. We expect the overall revenue to maintdilgh-speed growth momentum, and " *
GPM will also have room to improve further. We gaecumulate rating, target price- _ _
earnings ratio 20 times, with target price HKDXcUrrent price as of February 13, 2019), . \.ciocks Phillip Securities
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KEY FINANCIALS

RMB mn FY16 FY17 FYI8E FYI9E
Net Sales 6,817 8,881 10,213 11,438
Net Profit 392 615 784 894
EPS,RMB 0.04  0.06 0.07 0.08

PER, x 31.68 2297 18.20 1597
BVPS,RMB1.01  0.92 0.93 0.95

P/BV, x 133 145 1.44 1.41
ROE, % 3.95% 6.54%  820%  9.17%

Source: Company, Phillip Securities Est.
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Business Overview

2018 financial year interim results review

Interim revenue as of the end of September 20T@ased by 16.4% y.0.y. to
RMB3.444 billion. The brand down apparel businebictvshared 51.5% of the
total revenue, its revenue increased by 19.5% yBrand Bosideng, which
accounted for 84.6% of the down apparel businegshg strongest performance,
with revenue growth of 24.1%. Revenues of brand\SHRlying and Bengen were
up 17.5% and down 2.9% respectively. These twodzras the defensive
business for the company, has been close to tleatory clearance in 1H of 2018.

During the period, GPM increased by 2.2 ppt y.tmy2.3%, mainly driven by a
sharp increase of 7.9 ppt to 50.6% of GMP for therdapparel business.

The reasons for the increase included the propodimew products in the down
apparel business product mix increasing signifigattiat driving up the ASP. In
terms of raw material costs, the company lockgtirehase price with the
upstream suppliers in advance, accounting for 8D of the total purchase of
raw materials. The remaining 30 to 40% will be pmed according to the current
market price to maintain the stability of the oleraw material procurement cost.

The OEM business was affected by the wage andpcessures in the Mainland,
and GMP of the business fell slightly to 17.7%.

During the period, distribution expenses incredse8.4% y.o.y. accounted for
22.9% of the total revenue, representing an inereé®.3ppt y.o.y. The increase
was mainly due to the company’s effort in brandding and channel
optimization for the branded down apparel busin€ks.increase of advertising
expenses is expected to continue in 2H.

We expect that the growth rate of brand down aparginess in 2H will grow
faster than 1H, and the improvement of GPM fortthele year will be further
expanded to offset the impact of the increasestridution expenses on operation
profit margin.

Promote business reforms Down apparel business tagh-end fashion

2018 was Bosideng's reforming year. During the ,yéh& company cooperated
with many internationally renowned designers imlzhing crossover down
apparel collections that feature trendsetting desand functionality. It also
joined New York Fashion Week in last September.r&heere also innovations in
product design, such as puff collection, which &den of high fill power large-size
goose down cluster with 90% down content to makghter and warmer. The
high-end outdoor collection uses GORE-TEX, whictvigerproof, windproof and
breathable.

According to the management, the total budget fandting in FY2018 is
RMB500 million. It plans to further increase thediget in 2019 with further
expansion of the designer team to attract more-aighdesigners. It also plans to
continue its branding campaign like participatingnternational fashion show,
promotion on social networking platforms, and hgriés-list stars as brand
representatives.

In terms of channels, the company’s involvemeghiannels such as shopping
malls and department stores has increased sigmtificavhile the terminal
efficiency has greatly enhance through a numbéegible measures including
shutting down underperforming stores, renovatiopaifit of sales terminals.
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During 1H of FY2018, its self-operated retail otglénet) increased by 146 to
1569, and the retail outlets operated by thirdypdidtributors (net) decreased by
53 to 2990.

In terms of regional market development, the comgpaiends to further expand
in the eastern China and central China regionsewvigh stronger consumption
power. As of the end of September 2018, it had7Lr8&il outlets in eastern
China, a significant increase of 88 from the enMafch. The retail outlets in
central China also increased by 33 to 1040, whileartheast China, northwest
China and southwest China where with weak conswmgtdbwer, the number of
retail outlets have all decreased.

New OEM business capacity in Southeast Asia

OEM management business is the company’s secajebtdyusiness. With an
increase of 63.5% in 1H of FY18, it accounts forl32 of the total revenue.
According to the management, entering 2H, the drdreind has started slowing
down. The guidance of the whole-year growth is ntbas 20%, and same for
FY2019. In the future, it will continue to finditable new capacity in Southeast
Asia.

The management also mentioned that the brand Bagpidea Chinese national
brand and will still adhere to “Made in China” aledve its production capacity in
China. It plans to build a large-scale down jagiteduction base in Henan. The
factory will contain artificial intelligence elemen Currently, many of its
products require high-end materials and processethie production cost in China
is comparable that of overseas.

Ladieswear business is the company’s third lalgesihess, its revenue in 1H
grew by 6.6% y.o0.y. The reform of the business hagapril and August last
year. The related cost has mostly reflected iffittancial performance of 1H.
According to the management team, this busindsssssensitive to the
macroeconomic environment, and the ASP of wintedpcts is higher than that
of summer. It expect that the whole-year revenoavr will be higher than 1H.

The company has no further M&A plan for this busmdt will rather focus on

the development of current brands, i.e. JessieyBumu, Koreano and Klova to
enhance the synergy effects. It expect the workneitd to take about 2 to 3 years
to complete.

Increase in the proportion of e-commerce busines©929 add new design team

Interim revenue of diversified apparels businessetesed significantly by 91.1%
y.0.y, leading to a decrease as a percentage gbthpany's total revenue to 0.8%.
According to the management team, only the schoibbum business will be fully
retained. Children’s wear business has undergomega contraction in 1H. In 2H,
the company has start agent business through e-eorarhusiness. But it still
needs time to see the results. Bosideng Man bisshaesalso shrunk significantly.
The company is currently clear its inventory.

Due to the significant decrease in diversified apjsabusiness, revenue of online
sales business decreased by 12.6% y.0.y. to RMBhailion. Among which,
revenue from the online sales of branded down abpaisiness and ladieswear
business increased 73.4% and 21.8%, accounting8ét and 6.2% of the
respective business. We expect that as online éssimaintains a high growth
rate, the percentage share will also increasedurth

According to the management, the strategy of ordales in 2018 is that same
product with same price as offline channels. In®Qkhere will be a design team
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that specifically design products for online chdan®n 11" November 2018, the
company ranked the second in the Tmall platformilschtegory brand ranking.
On 12" December 2018, its revenue of branded down appasghess on Tmall
platform increased significantly by 165%, on alanhels increased by 145%.

Investment Thesis & Valuation

We give accumulate rating, target price-earninge &0 times, with target price
HKD1.7. Potential investment risks include reveguawth or channel expansion
missing expectation, raw material cost with hugktidy. (current price as of
February 13, 2019)

Figure: Historical PE Ratio
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Source: Bloomberg, Phillip Securities

Figure: Peers Comparison

PE
Market
Company Cap(HKD,mn) TTM 18E 19E
Shenzhou International 2313.HK 145436.77 29.60 26.95 22.73
Li Ning 2331.HK 22928.45 32.51 29.12 22.43
Crystal International 2232 HK 12438.30 10.58 10.10 9.17
Xtep International 1368.HK 11777.75 20.99 16.07 13.82
China Lilang 1234 .HK 8777.56 10.87 10.02 8.48

Source: Wind, Phillip Securities
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Financials

FYE 2015 2016 2017 2018E 2019E
Valuation Ratios

Price to Earnings (P/E) 37.76 31.68 22.97 18.20 15.97
Price to Book (P/B) 1.42 1.33 1.45 1.44 1.41
Per Share Data (RMB)

EPS 0.04 0.04 0.06 0.07 0.08
Book Value Per Share 0.94 1.01 0.92 0.93 0.95
Dividend Per Share 0.02 0.02 0.06 0.06 0.07
Growth (%)

Revenue -8.03% 17.79% 30.28% 15.00% 12.00%
Operating Income 69.77% 95.45% 39.91% 25.89% 13.44%
Net Profit 112.52% 39.48% 57.07% 27.45% 14.01%
Margins (%)

Gross Profit Margin 45.09% 46.40% 46.38% 48.38% 48.58%
Operating Profit Margin 5.83% 0.68% 10.40% 11.38% 11.53%
Net Profit Margin 4.52% 5.42% 7.20% 7.98% 8.12%
Key Ratios

ROE (%) 3.51% 3.95% 6.54% 8.20% 0.17%
ROA (%) 2.15% 2.61% 4.53% 5.68% 6.36%
Income Statement (RMB,Mn

Revenue 5,787 6,817 8,881 10,213 11,438
-Cost of Goods Sold -3,178 -3,653 -4,762 -5,272 -5,882
Gross Income 2,609 3,163 4,119 4,941 5,557
-SG&A expenses -2,244 -2,560 -3,082 -3,830 -4,289
Operating Income 338 660 023 1,163 1,319
Pretax Income 407 573 888 1,132 1,291

- Minority Interest -19 03 D4 31 35

Net Profit 281 392 615 784 894

Source: Company, Phillip Securities (HK) Research Estimates
Exchange rate (0.8679) is one year HKD/CNY forward contract price on 13rd February from Wind
(Financial figures as at 13rd February 2019)
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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 aandanalysis,
forecasts, projections, expectations and opiniookeCtively 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 parécuheeds 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 aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efptfoducts 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 informatimcluding 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 (“PSHKbBglieved to be accurate. PSHK does not bear resplitgsor 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.
© 2019 Phillip Securities (Hong Kong) Limited
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