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Semir Garment (002563 S2)

Casual wear and children's wear double leader,
enjoy the advantages of children's wear market development
Hong Kong | Consumer (apparel) |Initiation Report

Investment Summary

Semir Group was established in 1996, opened the first Semir brand store in 1997, and started
a brand extension strategy in 2002, founded the children's clothing brand "balabala" and
established the company's predecessor. The company's mainly engaged in product design,
brand management, supply chain management and channel development business. Its brands
mainly include adult leisure brand "Semir", children's clothing brand "balabala", "MarColor"
and "mini balabala". The company has now developed into a dual-leading position in the
domestic casualwear clothing and children's clothing industries. According to the China
National Garment Association, the company ranks 8th in the national apparel industry based
on 2019 operating income. In addition, according to euromonitor, balabala ranks first in the
children's clothing market with 6.9%, which is 5.3 pct higher than the second place, Anta Kid.
In 2019, the company's revenue from children's clothing business was approximately RMB
12.66 billion, of which 2.97 billion came from the Kidiliz Group, which was transferred in
September, an increase of 43.5% year-on-year, and its casual apparel revenue was RMB 6.54
billion, a YoY decrease of 3.6%.

The company's revenue mainly comes from children's wear and casual wear business.
Revenue from children's wear business has grown rapidly in recent years. The casual wear
business maintained steady growth, with CAGR of approximately 4.28% from 2012 to 2019.
In 2019, the company recorded a total of RMB 19.337 billion, of which 65.49% came from
children's wear and 33.84% came from casual wear business. The proportion of children's
clothing business revenue has continued to rise in the past decade. In 2017, it recorded RMB
6.322 billion, accounting for 52.56% of total 2017 revenue. For the first time, it surpassed the
revenue contribution of casualwear business and became the company's major source of
revenue.

Unlike women's clothing, men's clothing and sportswear, China's children's clothing industry
is in a period of rapid growth and is a popular market segment in China's clothing industry.
Because children are in the rapid growth stage, they have a higher demand for clothing
replacement, and the replacement frequency is higher than that of adults. The average
replacement is about 15-20 pieces per year, compared with about 10 pieces per year for
adults. On the other hand, based on the Chinese people’s concept of attaching importance to
the next generation, the price sensitivity of children’s daily expenses is relatively low and the
pursuit of quality features. Compared with adult clothing, parents are more willing to
consume and are willing to pay for children’s clothing brands. In summary, China's children's
clothing industry has a broad market prospect.

Valuation and Investment Recommendation

Semir Apparel has taken a leading position in the domestic children’s and casual wear markets.

We estimate that the company’s FY20E/FY21E/FY22E net profit attributable to the parent will
be RMB 576 million/1.441 billion RMB 16.79 billion, corresponding to FY20E/FY21E/FY22E
earnings per share of RMB 21.35/53.38/62.21 cents, giving a target price of 12 months 10.68,
P/E corresponding to FY20E/FY21E/FY22E of 50.0x/20.0x/17.2x.

(Current price as of November 18)

Risk

1) The impact of the new crown pneumonia continues 2) The positioning overlap between
brands
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Key Financials

CNY mn FY19 FY20E FY21E FY22E
Net Sales 19,337 17,241 18,317 20,986
Net Profit 1,549 576 1,441 1,679
EPS,CNY cent 57.42 2135 53.38 62.21
P/E, x 14.75 39.68 15.87 13.62
BVPS, CNY 437.07 453.52 487.55 517.91
P/BV, x 194 187 174 164
DPS (Cent) 45.00 12.81 32.03 37.33
Div. Yield (%)  5.31% 1.51% 3.78% 4.41%

Source: Company reports, Phillip Securities Est.
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Company Profile

Semir Group was established in 1996, opened the first Semir brand store in 1997, and
started a brand extension strategy in 2002, founded the children's clothing brand
"balabala" and established the company's predecessor. The company's mainly
engaged in product design, brand management, supply chain management and
channel development business. Its brands mainly include adult leisure brand "Semir",
children's clothing brand "balabala", "MarColor" and "mini balabala". The company has
now developed into a dual-leading position in the domestic casualwear clothing and
children's clothing industries. According to the China National Garment Association,
the company ranks 8th in the national apparel industry based on 2019 operating
income. In addition, according to euromonitor, balabala ranks first in the children's
clothing market with 6.9%, which is 5.3 pct higher than the second place, Anta Kid. In
2019, the company's revenue from children's clothing business was approximately
RMB 12.66 billion, of which 2.97 billion came from the Kidiliz Group, which was
transferred in September, an increase of 43.5% year-on-year, and its casual apparel
revenue was RMB 6.54 billion, a YoY decrease of 3.6%.

Figure 1: The company's past operating income
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Company development process

The company's development history can be divided into 4 stages

Initial Stage (1996-2001)

Semir Group was established in Wenzhou City, Zhejiang Province in 1996, and opened
its first Semir brand store in Xuzhou City, Jiangsu Province in 1997. The company adopts
the virtual operation model and advocates the concept of "build the longest-plank,
outsource the short-plank”. Production and sales are outsourced. The company
concentrates on R&D design, brand promotion and information construction.

Development Stage (2002-2011)

The predecessor of the company Wenzhou Semir children's clothing was established
in 2002, mainly responsible for the design, outsourcing production and sales of the
balabala brand. In 2007, the company rectified its structure and changed to a limited
company and renamed Zhejiang Balabala childrens clothing Limited by Share Ltd (#77L
Edhr B hr A A R A ) In 2008, the company reorganized its assets and
acquired the Semir brand casualwear business from the controlling shareholder Semir
Group and several actual controllers, and changed its name to Zhejiang Semir Garment
Co., Ltd. (HFVT#% % Bk &1 B4 1 PR A ). The company went public on the Shenzhen
Stock Exchange in 2011, issued 70 million shares and raised RMB 4.69 billion.
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Transition stage (2012-2017)

In response to changes in the industry, the company began to adjust its development
strategy since 2012, including brand upgrades, establishment of channel models,
product transformation, and supply chain optimization. At the same time, the company
also began to implement the Amoeba management model, deepened the operation of
the performance appraisal system, and established an incentive system and promotion
system to increase the enthusiasm of employees. The company's 2016 revenue
exceeded RMB 10 billion.

Expansion stage (2018-now)

Since 2018, the company began to carry out international expansion, actively carry out
overseas mergers and acquisitions, cooperate with overseas designers, and opened up
the first overseas store in October 2018. By the end of 2019, it has opened a total of
14 overseas stores.

Figure 2: The company's development history
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Source: Company Annual Report, PSHK

Expand the brand matrix through different forms

The company's business is mainly divided into casual wear and children's wear. Among
them, casual wear is mainly based on the "Semir" brand, while the children's wear
business is based on "Balabara". Semir brand was established in 1996, targeting
customers aged 18-35, focusing on cost-effective products. The Balabala brand was
founded in 2002. Its products are mainly professional and fashionable children's wear,
targeting children's wear groups aged 0-14. In addition to the main brands, the
company also adopted a multi-brand strategy to further cover the two major market
segments. The company has established a rich brand matrix through endogenous
cultivation, partnership system, acquisitions, and strategic cooperation.
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Figure 3: Introduction of the company's brands
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Financial Analysis

Revenue analysis

y adjusted its development strategy in 2012, its revenue increased YoY. From 2012 to
2019, the company's revenue and net income grew at CAGR of 15.47% and 10.54%
respectively. For the whole year of 2019, the company achieved total revenue of
approximately RMB 19.337 billion, an increase of 23.01% over the same period of the
previous year, and net profit attributable to the parent of RMB 1.549 billion, a YoY
decrease of 8.52%.

Figure 4: The company's past operating income distribution (‘mn CNY)
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From the perspective of revenue composition, the company's revenue mainly comes
from children's wear and casual wear business. Revenue from children's wear business
has grown rapidly in recent years. The casual wear business maintained steady growth,
with CAGR of approximately 4.28% from 2012 to 2019. In 2019, the company recorded
a total of RMB 19.337 billion, of which 65.49% came from children's wear and 33.84%
came from casual wear business. The proportion of children's clothing business
revenue has continued to rise in the past decade. In 2017, it recorded RMB 6.322 billion,
accounting for 52.56% of total 2017 revenue. For the first time, it surpassed the
revenue contribution of casualwear business and became the company's major source
of revenue.

Figure 5: The company's operating income distribution in FY2019

1%

m Children Clothing
= Casual Wear

m Other Business

Source: Company Annual Report, PSHK

Profitability

In terms of profitability, the company's GPM has continued to improve in the past three
years. The GPM in 2017/2018/2019 were 35.51%/39.78%/42.53% respectively. The
main reason is that the proportion of children's clothing business with higher GPM has
increased. Drive the overall GPM. The GPM of the children's clothing business in
2017/2018/2019 was 41.52%/42.23%/46.06%, mainly due to the incorporation of
Kidiliz, which has a higher GPM. In 2019, Kidiliz's GPM was 62.13%. The average GPM
of the casual apparel business is about 35%. In 2017, due to inventory backlog and
discount promotions, it was only 29.31%. The GPM of the business in 2018/2019 was
36.98%/35.60%, respectively.

Figure 6: Gross profit margin of the company's different divisions
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Expenses for the period

In the first three quarters of 2020, the company's expense of the period/total revenue
increased by 5.39 pct to 33.36% YoY, of which the sales expense ratio increased by 3.8
pct to 26.42%, and the management expense ratio increased by 1.22 pct from the same
period to 5.49%. Mainly due to the impact of the epidemic, the company increased its
promotional discount when destocking.

Figure 7: The company's expenses in the past period
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In terms of the trend of the company's expense of period ratio,it has continued to rise,
from 11.76% in 2010 to 27.80% in 2019, and the sales expense ratio and admin expense
ratio increased by 11.7/3.36 pct respectively. The acquisition of Kidiliz has a significant
impact on the company's sales expenses and management expenses. The sales
expense ratio/management expense ratio increased by 6.31/2.95 pct from 2017 to
2019. Among the sales expenses, mainly due to Kidiliz's high-proportion direct sales
model, the increase in salary, rental fees and promotional expenses incurred.
Compared with 2017, the salary, rental and promotional expenses for the whole year
of 2019 increased by nearly 89%, 92% and 125% respectively.

Casual wear Business

Semir, Quality in daily

In the early days of the product listing, the main target consumer group was young
people aged 16-25. The products were divided into two major product lines: vitality
and fashion. With the high growth of consumption in the domestic apparel market and
younger consumption, Semir's brand revenue grew rapidly from 2008 to 2012.
However, since 2012, competition in the apparel market has intensified, and channel
and supply chain management have become a major challenge for the industry. In this
context, the company's inventory backlog is serious, revenue has declined, and the
relatively low level of income and purchasing power of brand-positioned consumer
groups has begun to appear. The company began reforms in brand, channel and supply
chainin 2012, and returned to the growth track in 2014. In 2019, the company officially
proposed the development direction of focusing on new youth, expanding the target
customer group upward, and positioning young people aged 18-35 years old and put
forward the brand value proposition of "quality in daily ", and pay more attention to
consumers' daily life in terms of design, materials and collocation.
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Invest resources in R&D

In recent years, the company has continued to increase its resources in design and R&D.
In 2019, the company’s R&D expenditure was approximately RMB 410 million,
accounting for 2.14% of operating income. Compared with other leading casual apparel
brands in China, Semir’s R&D expenses and expense ratios are both the highest. During
the same period, the research and development expenses of HLA, Peacebird and
Metersbonwe fashion were RMB 67 million, 108 million and 109 million respectively.
The company has independently established 48 research and development projects, 1
invention patent authorization, 7 utility model patent authorizations, and 15
appearance design patent authorizations, including the core fabric "Semir Cotton"
used throughout the seasons of the main products. Create skin-friendly, breathable
and soft fabrics to meet consumer needs.

Figure 8: The company's R&D expenditure and its percentage of operating income
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IP co-branded response was enthusiastic

In order to increase brand exposure, the company continues to increase cooperating
with other designers. In 2019, it launched a cooperative limited product series with
brands such as Meihua and Tyakasha, and cooperated with well-known designer Li
Dengting on the New Year's New Year series which brought a good response. In July
2020, the company signed a contract with the FunPlus Phoenix E-sports Club, an
opinion leader in the field of e-sports, and launched a new brand campaign. The
company demonstrates the integration of the brand with young people in the
cooperation, and the co-branded products use the language that only the old fans of
e-sports can understand as the product design, which is recognized by the younger
generation.
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Children's clothing business covers all ages

In terms of children's clothing, the company has achieved full-category and full-age (0-
14 years) coverage through a multi-brand matrix. Since its listing, the children's
clothing business has continued to record positive growth. From RMB 550 million in
2008 to RMB 12.66 billion in 2019, the CAGR was as high as 33%. Except for the LSD
growth in 2012 when the industry faced inventory pressure, it increased by more than
20% YoY in other periods. In 2018, the company, without the impact of Kidiliz
consolidation, children's clothing revenue still recorded RMB 8.047 billion, YoY
increase of 27.30%. In 2019, Kidiliz contributed 2.969 billion yuan in revenue. After
excluding Kidiliz's revenue contribution, the company's children's clothing business
recorded 9.69 billion yuan, a year-on-year increase of 20.47%.

Balabala

The main brand of children’s clothing business, balabala, was founded in 2002. It is
targeted at the general children’s market. Anta Kid in second place leads 5.3 pct. At the
same time, the company is also distributor of North American children's clothing brand
“The Children’s Place” and other brands.

Figure 10: Market share of the company's main brands of children's clothing
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The company expands the children's clothing multi-brand matrix through self-
cultivation, partnership model and brand distributor. Among them, Mini Balabala was
found by the company in 2013 and focuses on online sales. In 2019, the brand growth
rate reached 68%. In the same year, it entered the top 5 children's wear list on Tmall
Double Eleven festival. The other brand, MarColor, focuses on maternal and infant
products aged 0-7. It was founded in 2015 as a partner and has an outstanding
performance, with a growth rate of 59% in 2019.

Industry Analysis

Industry characteristics make product replacement rate high

Unlike women's clothing, men's clothing and sportswear, China's children's clothing
industry is in a period of rapid growth and is a popular market segment in China's
clothing industry. Because children are in the rapid growth stage, they have a higher
demand for clothing replacement, and the replacement frequency is higher than that
of adults. The average replacement is about 15-20 pieces per year, compared with
about 10 pieces per year for adults. On the other hand, based on the Chinese people’s
concept of attaching importance to the next generation, the price sensitivity of
children’s daily expenses is relatively low and the pursuit of quality features. Compared
with adult clothing, parents are more willing to consume and are willing to pay for
children’s clothing brands. In summary, China's children's clothing industry has a broad
market prospect.

China's children's clothing market is in a growth stage

Compared with other countries, China's children's clothing market started late and
began to develop in the early 1990s. With the improvement of people's living standards,
the demand for children's clothing has begun to show a diversified trend. At the same
time, domestic children's clothing brands have gradually risen, and overseas children's
clothing brands have also entered the market. However, compared with the men's and
women's clothing market, the overall development of the Chinese children's clothing
market is still in the early stages of development.

Among all clothing sub-sectors, the boom of the children's clothing market is second
only to sportswear, and the market scale has grown relatively fast. According to
Euromonitor statistics, China's children's clothing market reached 239.15 billion yuan
in 2019, and the CAGR reached 13.5% from 2014 to 2019.

Figure 11: Market scale of China's children's clothing industry (RMB billion)

239.1

194.1
179.6 5
145
1271 137.2

2014 2015 2016 2017 2018 2019

Source: Company Annual Report, PSHK

Page | 9 | PHILLIPCAPITAL HONGKONG RESEAREH



Semir Garment Co Ltd.

INITIATION REPORT

As the post-80s/90s enter the peak of marriage and childbirth, starting in 2012, China
ushered in the fourth baby boom. At the same time, in November 2013 and October
2015, China successively relaxed the "one-child" policy and implemented "two-child "
policies. Driven by the dual factors of the baby boom and the liberalization of the
second-child policy, the domestic second-child fertility rate has seen a significant
increase. The post-80s and post-90s parents have a stronger concept of prenatal and
post-natal care. In the context of the rising per capita income of national residents,
the per capita consumption level of children's clothing in China continues to increase.
According to Euromonitor's statistics, in 2019, the per capita consumption of
children's clothing in China reached RMB 1,018, and the CAGR reached 12.6% from
2014 to 2019. The growth rate was relatively fast and became the main driving force
for the growth of China's children's clothing market.

Figure 12: Per capita consumption of children's clothing in China (RMB)
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Source: Euromonitor, PSHK

Market concentration continues to increase

Compared with adult wear, children's wear has lower fashion demand and higher
functional demand. Therefore, the scale effect of enterprises is more obvious, and the
industry concentration continues to increase. From 2014 to 2019, the CR5 of China's
children's clothing industry increased from 6.8% to 11.5%, of which balabala accounted
for 6.9% in 2019, making it the industry's number one leader. In the period of a weak
economy, leading companies rely on their excellent inventory management
capabilities and pipeline operating efficiency to cross the down cycle, and their market
share will be further increased, accelerating the survival of the fittest in the industry,
and thereby steadily increasing industry concentration.
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Figure 13: CR5 in the domestic children's clothing market
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On the other hand, the children's clothing industry is easier to achieve increased
concentration than adult clothing. The main reason is that from the demand side,
children do not have the ability to consume, and the decisions are made by parents.
When purchasing, comfort and safety are more important than fashion, and large-scale
enterprises can produce standardized products. It is easier to realize the scale effect,
and the industry concentration is thus improved. On the other hand, the younger
generation of consumers has a new consumption concept and has a stronger
willingness to consume branded and quality products. At the same time, the increase
in the disposable income of residents is conducive to consumption upgrades, so
branded children’s clothing will be more accessible Market share and expand
concentration. On the supply side, the channels and industry specifications of small
and medium brands are relatively uncompetitive. Online and offline traffic is
increasingly concentrated on brands. Maternal and child consumption is a type of
consumption that focuses on physical experience. Offline channels have become
increasingly fierce for the survival of the fittest by brands.

According to data from the National Bureau of Statistics of China, the number of
children in China has shown an overall upward trend from 2010 to 2019; in 2019, the
number of children aged 0-14 in China was 235 million, and the population accounted
for 16.78%. The huge number of children is the basis for the vigorous development of
China's children's clothing industry. In the context of the continuous popularization
and strengthening of the concept of prenatal and postnatal care, the per capita
consumption expenditure of children's clothing in China will continue to rise, providing
support for the continued expansion of the children's clothing industry market. It is
expected that the size of China's children's clothing market will grow rapidly with a
CAGR of 12.1% in the next few years, and the market size is expected to exceed 400
billion yuan in 2024.

Page | 11 | PHILLIPCAPITAL HONGKONG RESEAREH



PPhiIIipCapitaI

Figure 14: Population of children aged 0-14 and their proportion in the total population
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Company competitive advantage

Impressive sales during 11 - 11 festival

While the company is developing offline channels, its online sales channels have
performed well, maintaining a rapid development trend. In 2019, Tmall Double 11 set
a new record of single-day transaction volume for Double 11 with RMB 1.380 billion.
Children's clothing brand balabala sold 510 million yuan in a single store on Tmall
Double 11 in 2019, ranking first in the maternal and child industry for the fifth
consecutive year, while the baby brand Minibalabala It also ranks fifth in the Tmall
children's clothing industry. In terms of marketing, the company engaged in live
broadcasts and short videos which are popular in recent years. Semir's e-commerce
brands Semir and balabala are eye-catching. In Tmall Double 11, balabala ranked first
among brands in the maternal and infant industry. In terms of video, Semir’s e-
commerce’s coverage rate of short videos on the entire storefront in 19 years
increased by 136% YoY, while TikTok’s video playback volume exceeded 30 million.
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Spin off Kidiliz business

In order to expand the company's overseas business, Semir completed the acquisition
of Sofiza SAS for 110 million euros in cash in 2018, thereby taking over the French mid-
to-high-end children's Kidiliz. However, due to the continued economic downturn in
Europe in the past two years, the main brand business revenue of the Kidiliz Group has
continued Decline, the number of stores has decreased year by year, and the main
business has suffered serious losses. Kidiliz's high-proportion self-operated model has
also increased the company's sales expenses. In 2019, Kidiliz Group's revenue was 3.02
billion yuan, but its operating profit lost 297 million yuan, and its net loss was 307
million yuan. Especially after the global outbreak of the COVID-19. Kidiliz Group’s main
operating regions in France and ltaly and the entire European market economy
suffered heavy losses. The operating risks were further amplified, which adversely
affected Semir’s performance and brought significant damage to future operating
results. Certainty.

On July 20, Semir apparel issued an announcement announcing that it intends to sell
100% of the assets and business of its wholly-owned subsidiary French Sofiza to Semir
Group Co., Ltd. and the acting in concert with the controlling shareholder. After
completing the equity transfer in September, the Semir Group promised that during
the holding of Sofiza's assets and interests, Sofiza's assets will not develop new
business operations or expand existing businesses in China. Kidiliz released the report
in September, and the losses from July to August are still recorded in the report.

Valuation and Investment Recommendation

Semir Apparel has taken a leading position in the domestic children’s and casual wear
markets. The acquisition of Kidiliz’s business in 2018 has brought significant revenue
growth to the company, but at the same time it has also significantly increased the
company’s period expenses. In addition, the epidemic situation in Europe has not
improved. Kidiliz The loss brought by the company expanded. The company is expected
to improve its profitability after divesting Kidiliz. The company has a leading advantage
on the children's clothing track and is expected to bring continuous growth to the
company.

Based on 1) After the divestiture of Kidiliz, it will have a short-term impact on the
company's children's clothing segment revenue, but the company has its own brand
balabala in the children's clothing business to continue to provide growth, and it is
expected that the children's clothing business will be stable and expanded. 2) After the
divestment of Kidiliz, the company has improved its management and sales expenses,
and its overall profitability has been improved. We estimate that the company’s
FY20E/FY21E/FY22E net profit attributable to the parent will be RMB 576 million/1.441
billion RMB 16.79 billion, corresponding to FY20E/FY21E/FY22E earnings per share of
RMB 21.35/53.38/62.21 cents, giving a target price of 12 months 10.68, P/E
corresponding to FY20E/FY21E/FY22E of 50.0x/20.0x/17.2x.

(Current price as of November 18)

Risk
1) The impact of COVID-19 continues
2) Overlapping positioning between brands
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Peer Comparison

P/E P/B
Company Stock Code CMP Mkt Cap.
TT™M 2020 2021 TT™ 2020 2021
(Listed Currency (Cny'mn)
ANTA SPOF 2020 HK equity 104.80 293,582 54.8x 31.3x 24.8x 11.6x 8.4x 6.9x
JINFA LABI 002762 CH equity 5.78 2,418 86.4x - - 2.1x - -
ANNIL CO L 002875 CH equity 10.75 2,084 - 35.7x 27.2x 2.1x - -
NINGBO PE 603877 CH equity 37.16 20,888 26.7x 23.0x 19.7x 5.0x 4.1x 3.7x
HLA CORP 600398 CH equity 6.87 34,606 15.6x 9.5x 8.2x 2.2x 1.7x 1.5x
ZHEJIANG ¢ 002563 CH equity 8.54 26,999 49.3x 16.0x 13.6x - 7.0x 6.1x
Average 46.6x 23.1x 18.7x 4.6x 5.3x 4.5x
Median 49.3x 23.0x 19.7x 2.2x 5.5x 4.9x
Source : Bloomberg, Phillip Securities Research
Financials
FYE DEC FY18 FY19 FY20E FY21E FY22E
Valuation Ratio
P/E ratio 13.50 14.75 39.68 15.87 13.62
P/B ratio 2.04 1.94 1.87 1.74 1.64
Dividend Yield (%) 4.13% 5.31% 1.51% 3.78% 4.41%
Per share data (RMB)
EPS (cent) 62.73 57.42 21.35 53.38 62.21
BVPS (cent) 414.77 437.07 453.52 487.55 517.91
DPS (cent) 35.00 45.00 12.81 32.03 37.33
Growth & Margin
Growth
Revenue 148.7% 23.0% -10.8% 6.2% 14.6%
Operating income 52.5% -8.3% -60.9% 152.8% 18.3%
Net income 48.8% -8.5% -62.8% 150.1% 16.5%
Margins
Gross Profit Margin 39.8% 42.5% 40.9% 42.1% 42.4%
Operating profit Margin 13.9% 10.4% 4.6% 10.9% 11.2%
Net Profit Margin 10.8% 8.0% 3.3% 7.9% 8.0%
Key Ratios
ROE 15% 13% 5% 11% 12%
ROA 10% 9% 3% 8% 9%

(Closing price as at 18 November)

Source : PSHK
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FY18A FY19A FY20E FY21E FY22E
Revenue 15,719 19,337 17,241 18,317 20,986
Growth (%) YoY 149% 23% -11% 6% 15%
COGS (9,466) (12,113) (10,186) (10,603) (12,080)
Gross Profit 6,253 8,224 7,055 7,714 8,906
Gross margin (%) 40% 43% 41% 42% 42%
Selling & distribution (2,570) (4,055) (3,965) (3,663) (4,197)
Admin (522) (1,029) (1,034) (733) (839)
R&D (364) (414) (431) (458) (525)
Total opex (4,233) (6,293) (6,268) (5,726) (6,554)
Operating income (EBIT) 2,191 2,010 787 1,989 2,352
Operating Margin(%) 14% 10% 5% 11% 11%
Net Finance costs 76 123 49 48 68
Pre-tax profit 2,268 2,129 787 1,989 2,352
Tax (587) (595) (205) (517) (612)
Minority interest 12 16 (6) (31) (62)
Net profit 1,694 1,549 576 1,441 1,679
Net margin(%) 10.8% 8.0% 3.3% 7.9% 8.0%
EPS (CNYS cent) 62.73 57.42 21.35 53.38 62.21
Cash Flow Statement (CNY$ mn)

FY18A FY19A FY20E FY21E FY22E
Operating cash flow
EBITDA 3,263 2,930 1,469 2,734 3,177
Chgin working cap (1,731) (847) 209 (189) (554)
Others (617) (495) - - -
Cash from operating 915 1,588 1,678 2,545 2,623
Tax - - (335) (205) (517)
Net Cash from operation 915 1,588 1,343 2,340 2,106
Capex (497) (344) (895) (1,029) (1,183)
Acquisition (176) - 156 - -
Cash from investing 791 (560) (739) (1,029) (1,183)
FCF 1,707 1,028 604 1,311 923
Financing cash flow
Cash received from capital contr 119 0 - - -
Dividends paid (682) (965) (138) (553) (921)
Net change in bank loans (11) (65) - - -
Cash from financing (785) (849) (138) (553) (921)
Netincrease (decrease) in cash 921 179 466 758 1
Exhange rate or other adj (9) 14 - - -
Opening cash balance 1,315 2,267 2,548 3,013 3,771
Closing cash balance 2,227 2,459 3,013 3,771 3,772
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Balance Sheet (CNY$ mn)

FY18A FY19A FY20E FY21E FY22E
Total non-current assets 5,327 5,307 5,364 5,648 6,007
Trade Receivable 1,953 1,973 1,748 1,857 2,127
Inventory 4,417 4,109 4,186 4,357 4,964
Cash 2,435 2,548 3,013 3,771 3,772
Other Short Term Asset 2,013 2,245 2,245 2,245 2,245
Total current asset 11,241 11,314 11,192 12,231 13,109
Total Assets 16,568 16,621 16,556 17,879 19,116
Liabilities
Current Liabilities 4,410 3,997 3,489 3,893 4,311
Non-current Liabilities 965 829 829 829 829
Total Liabilities 5,375 4,826 4,318 4,722 5,140
Shareholder's Equity
Equity Capital 2,700 2,699 2,699 2,699 2,699
Reserve 8,446 9,066 9,504 10,391 11,149
Non-controlling interest 47 30 36 67 129
Shareholder's Equity 11,193 11,794 12,238 13,157 13,976
Total Liabilities & Shareholder's 16,568 16,621 16,556 17,879 19,116

Source : PSHK
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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 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

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.
© 2020 Phillip Securities (Hong Kong) Limited
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