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Bosideng (3998.HK)

high-end fashion transformation helping GPM expansin, e-commerce

business with fast growing
China | Consumer | Company report
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Investment Summary

Bosideng's annual revenue for FY 2018 increasetbt§% y.o.y., slightly higher than our Accumulate

expectation. The revenue of the largest businessdied down apparel increased by 35.5% CMP HKD2.58

y.0.y., mainly due to the increase of the proportid medium and high-end products in the ~ (Closing price at 11July 2019)
product mix, which led to the increase in ASP. Bhiernot much growth in sales volume. TheTARGET HKD2.7 (+5.2%
management team's goal this year is to make bt#th galume and ASP to be the drivers of

revenue growth. Medium to high-end products wifiriae exceeding $1800 accounted for COMPANY DATA

25% of the branded down apparel business last gadrthis proportion is expected to O/S SHARES (MN) : 10700
increase further this year. MARKET CAP (HKDBN) : 27607
52 - WK HI/LO (HKD): 0.94/2.61

The OEM business grew by 46.1%y.0.y. last yeat,tha management team's earlier
guidance was over 20%. Facing the Sino-US trads,wasays that the impact is limited and ¢, A\re HOLDING PATTERN » %
customers are more concerned about the globaléasssiRevenue of ladieswear business < Dekang 71.59
increased by 4.19%, which is lower than the medmmigh single digits of the guidelines.
This year is expected to maintain steady growthaaideve low single-digit growth.

GPM of FY2018 improved by 6.7 ppt y.o.y. to 53.1%f|ecting the increase in the proportionPRICE PERFORMANCE > %

of medium to high-end products. Distribution andnémstration increased by 35.3% y.o.y., 187 38R 14
and the percentage share to revenue also incregsed ppt to 40.1%, mainly due to the Bosideng 1727 oL 119.76
company's efforts in brand building and channeinoigttion for the branded down apparel  H! 231 662 042
business and strategic transformation.

RETURN VS. HSI

For the e-commerce business, the revenue of brauwd dpparel and ladieswaer business
increased by 55.6% and 11.8% y.o.y. respectivepanting for 23.1% and 5.6% of the
revenue from the branded down apparel businestadiebwear business. The company
plans to introduce more products which are excalgioffered online, gradually diversify the )”'"JJ Mw.—l “

features of online goods and expand the produdtqgbior, while increase the sales proportion /

of the age group of 25-35. We expect the e-commus@ess will maintain rapid growth, , mavLd

and the percentage share of brand down apparelednlisiness is expected to rise to one- ‘mf o/

third. %}vf\;jﬂ[n:,jﬁ"‘%pi’\':':-u/f\.\4/~”‘"J-/N-VA’/ s
As at March 31, 2019, the total number of sellingnfs of the company’s down apparel Source: Aastocks, Phillip Securities

business (net) increased by 162 to 4,628 comparttht of last year. Last year, 40% of the

shops were remodeled, and the rest are expectegirgbuilt in the next two years. This year KEY FINANCIALS

the company plans to open about 1,000 storest it also shut down 600 to 700 RMBmn  FY18 FY19 FY20E FY21E
inefficient stores. NetSales 8881 10,383 12502 14,606

Net Profit 615 981 1,218 1,469

Short-selling agency Bonitas Research has receidgsed reports. Alleging Bosideng that
EPS,RMB  0.06 009 011  0.14

insiders conducted fake inter-company transactiorigh a maze of direct and indirect

subsidiaries, overpayment for multiple aquisitibmsindisclosed insiders, and disposal of =~ PER.x 39.05 2439 1995 16.55
assts without receipt of payment. FBz\l\/AFn;S’ 092 096 098  1.03
P/BV, x 246 237 231 221

Bos_ideng has issued clarification announcementstlashare price has since rebounded. ROE. %  654% 9.95% 11.87% 13.66%

During the annual result announcement confereheeqianagement team also states that the — —
. . e . ] Source: Company, Phillip Securities Est.

chairman owns a number of asset businesses otitsidisted company and will consider

selllng these off-balan_ce sheet assets, mcl_u_ding)ﬁes, to the I|§ted company. I_t will also  ocoarch Analyst

continue to pay attention to M&A opportunities, ahed targeted items will contain outdoor  Tracy ku (2277 6516)

functional, fashionable and technological elem&¥vesgive target price-earnings ratio 21 tracyku@phillip.com.hk

times, with target price HKD2.7. (current pricecdisluly 11, 2019)
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Bosideng (3998.HK) EAGL%E:

Investment Thesis & Valuation

We give accumulate rating, target price-earningie 21 times, with target price
HKD2.7. Potential investment risks include reveguawth or channel expansion
missing expectation, raw material cost with hugktidy. (current price as of
July 11, 2019)

Figure: Historical PE Ratio
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Bosideng (3998.HK) EAGL%E:

Financials

FYE 2017 2018 2019 2020E 2021E
\Valuation Ratios

Price to Earnings (P/E) 53.8¢ 39.05 24.34 19.95 16.59
Price to Book (P/B) 2.26 2.46 2.31 2.31 2.21
Per Share Data (RMB)

EPS 0.04 0.06 0.0¢ 0.11 0.14
Book Value Per Share 1.01 0.92 0.96 0.99 1.03
Dividend Per Share 0.02 0.06 0.06 0.08 0.0d
Growth (%)

Revenue 17.79% 30.28% 16.929 20.41% 16.82%
Operating Income 95.45% 39.91% 48.459 24.58% 20.84%
Net Profi 39.48% 57.07% 59.449 24.16% 20.56%
Margins (%)

Gross Profit Margin 46.40% 46.38% 53.109 53.60% 54.10%
Operating Profit Margin 9.689 10.40% 13.209 13.66% 14.13%
Net Profit Margir 5.429 7.20% 9.689 9.999 10.31%
Key Ratios

ROE (%) 3.959 6.54% 9.959 11.87% 13.66%
ROA (%) 2.619 4.53% 6.679 7.959 9.169
Income Statement (RMB,

Revenue 6,817 8,88/l 10,381 12,502 14,606
- Cost of Goods Sold -3,653 -4,76R 4,87( -4,87( -4,87(
Gross Income 3,163 4,118 5,514 6,701 7,901
-SG&A expenses -2,56( -3,08P 4,164 -5,02( -5,864
Operating Income 660 923 1,371 1,708 2,064
Pretax Income 573 888 1,394 1,731 2,087
- Minority Interest -23 24 24 30 36
Net Profit 392 61% 981 1,218 1,469

Source: Company, Phillip Securities (HK) Research Estimates
Exchange rate (0.8806) is one year HKD/CNY forward contract price on 11th July from Wind
(Financial figures as at 11th July 2019)
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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 orltloge quantitative return bands. We consider iz 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 reocwendation

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 eandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes 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 paricuheeds 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 exercisgudfjment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that anogyrct 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 approp#ate 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 hawy investment banking relationship with the tisterporation 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 neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walibe 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 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 Riskdsures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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