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Li Ning (2331 HK)

Continuing to leverage on domestic fashion

We are again impressed by the retail sales and operating leverage in 1H21E.
Although NP margin in 1H21E already exceeded its long-term target, we stay
positive as the mania of domestic fashion continues to open up more room for
brand elevation. Hence we reiterate BUY and raised TP to HK$103.82, based on
55x FY22E P/E (vs prior 45x FY22E P/E for recent sector re-rating).

1H21 positive profit alert issued, a significant beat despite high
expectation. Li Ning expects its net profit to grow by 160%+ YoY to at least
RMB 1.8bn in 1H21E, which beat BBG est. by 25%, driven by : 1) significant
sales growth of 60%+ (vs Anta group’s 50%+) and 2) OP margin
improvement (implying a significant operating leverage). We attributed this
to: 1) Xinjiang cotton Incident, 2) recent brand upgrades (e.q. signing of new
brand ambassador Xiao Zhan/ ¥ ) and 3) improved retail discounts.

We estimate no meaningful slowdown of retail sales growth in 2Q21E
and ~50% YoY growth vs 1H19. Given Li Ning’s wholesale businesses
nature (~48% of FY20 sales), 60% YoY sales growth in 1H21E effectively
implies a faster retail sales growth, which is as fast as 70%+ YoY in 2Q21E,
according to our est., comparing to 85-90% YoY in 1Q21. This also implies a
50% retail sales growth vs 1H19 according to our est..

We stay optimistic on 2H21E and its long-term margin potential. Retail
sales growth in Jun 2021 was still fast (e.g. ~38% YooY sales growth on Tmall
during 618 Festival), but we are not surprised to see some slowdown vs Apr
2021. However, we are still optimistic on the earnings growth onwards in
2H21E given the rather conservative consensus, especially on the level of
operating leverage and NP margin expansions (already achieved 18% NP
margin in 1H21, vs 12% in FY20 and exceeded the long term target of 15%+
by management) supported by various growth drivers: 1) domestic fashion
continues to gain tractions, 2) further ASP increases by brand elevation, and
3) boost in efficiency under the new CEO, etc.

Our FY21-23E EPS is 15-30% above consensus; Lifted TP to HK$ 103.82.

We maintain BUY and lifted TP to HK$ 103.82, based on 55x FY22E P/E
(from 45x FY22E), given a 3-year core NP att. CAGR of 40%. Current
valuation at 44x FY22E P/E, in our view, is still attractive. We revised up our
FY21E/ 22E/ 23E NP att. estimates by 30%/ 24%/ 21% to factor in better GP
margin and operating leverage.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB mn) 13,870 14,457 19,884 24,432 27,846
YoY growth (%) 32.0 4.2 375 22.9 14.0
Net income (RMB mn) 1,499 1,698 3,255 3,935 4,687
EPS (RMB) 0.60 0.68 1.30 1.57 1.87
YoY growth (%) 106.0 125 91.6 20.9 19.1
Core NP (RMB mn) 1,265 1,698 3,255 3,935 4,687
YoY growth (%) 76.9 34.3 91.6 20.9 19.1
Consensus EPS (RMB) n/a n/a 0.99 1.29 1.63
P/E (x) 122.8 102.8 52.9 43.8 36.7
P/B (x) 25.5 19.6 14.7 11.7 9.4
Yield (%) 0.2 0.3 0.6 0.7 0.8
ROE (%) 21.0 19.5 28.5 27.3 26.2

Net gearing (%)

Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data
Mkt Cap (HK$ mn) 205,992
Avg 3 mths t/o (HK$ mn) 1,046.38
52w High/Low (HK$) 86.15/ 23.3
Total Issued Shares (mn) 2,493.9
Source: Bloomberg
Shareholding Structure
Mr Li Ning & Family 10.95%
Citigroup Inc. 5.22%
BlackRock Inc. 5.08%
FMR LLC. 4.93%
Schroders Plc. 4.93%
Free Float 68.89%
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Earnings revision

Figure 1: Earnings revision

New Old Diff (%)

RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 19,884 24,432 27,846 18,097 21,333 24,313 9.9% 14.5% 14.5%
Gross profit 10,178 12,456 14,245 9,190 10,937 12,525 10.8% 13.9% 13.7%
EBIT 3,985 4,701 5,512 3,058 3,793 4,558 30.3% 24.0% 20.9%
Net profit att. 3,255 3,935 4,687 2,504 3,179 3,880 30.0% 23.8% 20.8%
Diluted EPS (RMB) 1.30 1.57 1.87 1.00 1.27 1.54 30.0% 23.8% 20.8%
Gross margin 51.2% 51.0% 51.2% 50.8% 51.3% 51.5% 0.4ppt -0.3ppt -0.4ppt
EBIT margin 20.0% 19.2% 19.8% 16.9% 17.8% 18.7% 3.1ppt 1.5ppt 1ppt

Net profit att. margin 16.4% 16.1% 16.8% 13.8% 14.9% 16.0% 2.5ppt 1.2ppt 0.9ppt

Source: Company data, CMBIS estimates

Figure 2: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 19,884 24,432 27,846 18,930 22,932 27,433 5.0% 6.5% 1.5%
Gross profit 10,178 12,456 14,245 9,556 11,722 14,144 6.5% 6.3% 0.7%
EBIT 3,985 4,701 5,512 3,263 4,302 5,366 22.1% 9.3% 2.7%
Net profit att. 3,255 3,935 4,687 2,490 3,241 4,091 30.7% 21.4% 14.6%
Diluted EPS (RMB) 1.30 1.57 1.87 0.99 1.29 1.63 30.5% 21.5% 14.7%
Gross margin 51.2% 51.0% 51.2% 50.5% 51.1% 51.6% 0.7ppt -0.1ppt -0.4ppt
EBIT margin 20.0% 19.2% 19.8% 17.2% 18.8% 19.6% 2.8ppt 0.5ppt 0.2ppt
Net profit att. margin 16.4% 16.1% 16.8% 13.2% 14.1% 14.9% 3.2ppt 2ppt 1.9ppt

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Results preview

Figure 3: Results preview — Half Year

Half yearly 1H20 2H20 1H21E 2H21E
1H20 2H20 1H21E 2H21E
(RMB mn) YoY YoY YoY YoY
Revenue 6,181 8,276 9,941 9,942 -1% 9% 61% 20%
COGS (3,124)  (4,238)  (4,763)  (4,942)
Gross profit 3,057 4,038 5,178 5,000 -2% 9% 69% 24%
GP margins 49.5% 48.8% 52.1% 50.3%
Other income & gains 136 195 119 119
S & D expenses (1,949) (2,476) (2,650) (2,656) -4% 2% 36% 7%
S & D exp / sales -31.5% -29.9% -26.7% -26.7%
Admin expenses (346) (459) (431) (694) -23% -9% 25% 51%
Admin exp / sales -5.6% -5.5% -4.3% -7.0%
Other opex 0 0 0 0
Operating profit (EBIT) 898 1,298 2,215 1,769 32% 50% 147% 36%
OP margins 14.5% 15.7% 22.3% 17.8%
Other items 0 0 0 0
Net finance income 12) (19) ) 9)
Net finance income / sales -0.2% -0.2% -0.1% -0.1%
Profit after financing costs 885 1,279 2,208 1,761
Associated coms 0 0 0 0
Jointly controlled coms 22 62 50 50
Pre-tax profit 907 1,341 2,258 1,810 -1% 53% 149% 35%
Tax (224) (325) (452) (362)
Tax / sales -3.6% -3.9% -4.5% -3.6%
Effective tax rate -24.7% -24.3% -20.0% -20.0%
Minority interests 0 0 0 0
Net profit att. 683 1,015 1,807 1,448 -14% 44% 164% 43%
NP margins 11.1% 12.3% 18.2% 14.6%
Sales by channels
Franchises 3,109 3,816 4,353 4,511 2% 0% 40% 18%
Self-owned 1,335 1,932 2,670 2,231 -24% 4% 100% 15%
E-commerce 1,669 2,379 2,837 3,032 23% 35% 70% 27%
International 68 149 82 168 -32% -9% 20% 13%
Total 6,181 8,276 9,941 9,942 -1% 9% 61% 20%
Breakdown by segment
A&P (556) (724) (805) (925) 0% -6% 45% 28%
Labour (623) (688) (875) (803) -14% -13% 40% 17%
Rent (409) (507) (596) (572) -13% -2% 46% 13%
D&A (270) (306) (328) (315) 28% 23% 21% 3%
R&D (139) (184) (179) (219) 5% -20% 29% 19%
Others (298) (527) (298) (517) -21% 43% 0% -2%

As % of total sales

A&P -9.0% -8.7% -8.1% -9.3%
Labour -10.1% -8.3% -8.8% -8.1%
Rent -6.6% -6.1% -6.0% -5.8%
D&A -4.4% -3.7% -3.3% -3.2%
R&D -2.2% -2.2% -1.8% -2.2%
Others -4.8% -6.4% -3.0% -5.2%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 4: Results preview - Full Year
FY21E  FY22E

Full yearly (RMB mn) FY20 FY21E FY22E
YoY YoY
Revenue 14,457 19,884 24,432 38% 23%
COGS (7,363) ~ (9,705)  (11,976)
Gross profit 7,094 10,178 12,456 43% 22%
GP margins 49.1% 51.2% 51.0%
Other income & gains 331 239 293
S & D expenses (4,425) (5,307) (6,639) 20% 25%
S & D exp / sales -30.6% -26.7% -27.2%
Admin expenses (805) (1,126) (1,408) 40% 25%
Admin exp / sales -5.6% -5.7% -5.8%
Other opex 0 0 0
Operating profit (EBIT) 2,196 3,985 4,701 81% 18%
OP margins 15.2% 20.0% 19.2%
Other items 0 0 0
Net finance income (32) (16) 11
Net finance income / sales -0.2% -0.1% 0.0%
Profit after financing costs 2,164 3,969 4,712
Associated coms 0 0 0
Jointly controlled coms 83 99 147
Pre-tax profit 2,248 4,068 4,858 81% 19%
Tax (549) (814) (923)
Tax / sales -3.8% -4.1% -3.8%
Effective tax rate -24.4% -20.0% -19.0%
Minority interests 0 0 0
Net profit att. 1,698 3,255 3,935 92% 21%
NP margins 11.7% 16.4% 16.1%
Sales by channels
Franchises 6,925 8,864 10,548 28% 19%
Self-owned 3,267 4,901 5,979 50% 22%
E-commerce 4,048 5,870 7,630 45% 30%
International 217 249 274 15% 10%
Total 14,457 19,884 24,432 38% 23%
Breakdown by segment
A&P (1,280) (1,730) (2,321) 35% 34%
Labour (1,311) (1,678) (1,952) 28% 16%
Rent (915) (1,169) (1,289) 28% 10%
D&A (576) (643) (726) 12% 13%
R&D (323) (398) (586) 23% 47%
Others (825) (815) (1,173) -1% 44%

As % of total sales

A&P -8.9% -8.7% -9.5%
Labour -9.1% -8.4% -8.0%
Rent -6.3% -5.9% -5.3%
D&A -4.0% -3.2% -3.0%
R&D -2.2% -2.0% -2.4%
Others -5.7% -4.1% -4.8%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Figure 5: Historical sales growth trend, by brand

Operating numbers 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20 1Q21  2Q21E  3Q2IE  4Q2IE
Nike China sales 19.0%  25.0%  20.0%  31.0%  24.0%  22.0%  27.0% _ 23.0% _ -4.0% 1.0% 8.0%  19.0%  42.0% 9.0%
Adidas China sales 260%  27.0% _ 260%  23.0% _ 160%  14.0%  110% _ 150% _ -58.0% 0.0% __ -5.0% 7.0% _ 156.0%

Anta brand's SSSG

+ve Low- +ve Mid- +ve Mid- +ve Low- +ve Mid- +ve Mid- +ve High- -ve 20%-

Anta brand's retail sales 20%-25% -ve LSD +velLSD +velLSD 40%-45% 38.0% 8.0% 6.0%
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25% teens teens
Online over 40% over 25% Over 20% Over 25% We[e’\;fs» 25% 35% Over 40% +ve MSD Over 40% Over 50% Over 25% Over 60%
Non-Anta brands (FILA/  80%-85% 90%-95% 90%-95% 80%-85% 65%-70% 55%-60%
p ! +ve Low-
FILAbrand's retail sales 50%-55% 50%-55% -ve MSD — 20%-25% 25%-30% 75%-80% 48.0% 18.0% 15.0%
. -ve 20%-
Classic/ Core brand Over 40% 250 +ve MSD +ve MSD +ve MSD 80%
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. Over o o o o
Fusion 100% +ve MSD Over 70% Over 50% Over 50% 150%
Online Over 70% 160% Over 80% Over 90% 70%-80% Over 40%
115%-
Other brands 30%-35% 25%-30% -ve HSD 25%-30% 50%-55% 55%-60% 12002
Descente 1005’;: 1002)’;: Over 90% 50% 50% +"fe"é'fs" Over 60% 90% Over80%  150%
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Direct retail FVeLOW- | oHSD +veHSD +veMSD +veHsp TV&LOW- +velow- +ve High- na VeMI e MsD  +ve HsD
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361 Degrees' SSSG +ve HSD +ve HSD +ve MSD Flat +veLSD +velLSD +velSD +velLSD
R 0p- - - o igh-
361 Degree's retail sales TS e -ve HSD +ve LSD LEliiol
25% teens teens
Pou Sheng's SSSG 10.1% 2.2% 8.9% 8.7% 8.4% 4.2% 6.0% 1.9% -32.5% -17.8%
Pou Sheng's sales 17.7% 17.7% 24.4% 22.0% 19.9% 18.9% 21.9% 19.1% -25.1% 0.3% -0.3% 1.0% 47.8% -14.0% -5.0% -1.0%
. +ve Mid  -ve Mid +ve Mid +ve Mid -ve Low- +ve Low-

D X ' . h +ve MSD +ve LSD -velLSD +ve MSD . X . -ve MSD . +ve MSD +ve HSD
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45% 35% 60% 45% teens 35% 35% 30% 30%

Source: Company data, CMBIS estimates, *Nike's year end is at May (e.g. 4Q18 calendar year = 2Q19 fiscal year = Sep-Nov 2018)

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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Valuation

Figure 6: Peers valuation table

3yrs

11?21 Price ngF\)//n- Mkt. Cap Year P/E (x) P/B (x) R(;)E P(I)E()G Y(I(;)I)d
Company Ticker Rating (LC) (LC) side (HK$mn) End FY1E FY2E FY1E FY2E FY1E FY1E FY1E
H shares Sportswear
Li Ning 2331 HK BUY 103.82 82.60 26% 205,992 Dec-20 529 438 147 11.7 285 1.3 0.6
Anta Sports 2020 HK BUY 198.84 179.90 11% 486,329 Dec-20 50.7 394 136 109 234 1.3 0.7
Xtep Intl 1368 HK  BUY  16.32 1330 23% 34,872 Dec-20 405 332 3.7 3.5 7.3 1.4 1.5
361 Degrees 1361 HK NR n/a 4.20 n/a 8,684 Dec-20 16.1 144 1.0 0.9 6.4 1.5 1.3
Topsports 6110 HK NR nla 12.34 n/a 76,523 Feb-21 196 164 56 48 274 1.0 2.6
Pou Sheng 3813 HK NR n/a 1.73 n/a 9,267 Dec-20 6.6 5.3 0.8 0.7 3.9 0.1 1.3
China DX 3818 HK NR n/a 1.23 n/a 7240 Mar21 66 102 05 05 164 0.0 7.8

Avg. 276 232 5.7 4.7 14.9 0.9 2.2
Med. 196 164 3.7 3.5 16.4 1.3 1.3

International Sportswear

Nike Inc NKEUS  NR nfa 15435 nla 1,892,732 May-21 366 312 165 149 550 24 0.8
Adidas ADSGY  NR nfa 31135 n/a 578,111 Dec20 408 311 84 73 138 05 1.1
Puma PUMGY NR nfa 9864 nla 137,834 Dec20 525 359 76 67 78 06 0.6
Under Armour UAAUS  NR nfa 2169 nla 71883 Dec20 653 445 54 49 71 (0.4) 0.0
Lululemon LULUUS  NR nfa 36369 nla 367,390 Jan-21 533 437 154 122 315 18 0.0
Skechers SKXUS  NR nfa 5024 nla 60486 Dec20 237 186 26 22 60 03 00
Vf Corp VFCUS  NR nfa 8288 nla 252,386 Mar21 269 225 96 87 127 05 24
Columbia COLMUS NR nfa  101.35 nla 52,274 Dec20 229 196 33 29 92 04 11
Wolverine WWW US  NR nfa 3387 nla 21,773 Jan21 159 139 39 32 (16.9) (0.1) 1.2
Mizuno Corp  8022JP  NR nfa 2318.00 nla 4314 Mar21 177 125 06 06 37 00 22
Asics Corp 7936 JP  NR nfa 271500 n/a 36,100 Dec20 86.0 404 39 37 (3.7) (0.4) 0.9

Avg. 40.1 285 7.0 6.1 115 0.5 0.9
Med. 36.6 311 5.4 4.9 7.8 0.4 0.9

Source: Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Figure 7: Major assumptions

Major assumptions FY19A FY20A FY21E FY22E FY23E
Sales by segment (RMB mn)

Shoes 6,085 6,338 9,036 11,252 12,773
Clothes 7,110 7,365 9,943 12,130 13,950
Equipment 674 754 904 1,049 1,123
Others 0 0 0 0 0
Total 13,870 14,457 19,884 24,432 27,846

Sales by segment growth (%)

Shoes 32.3% 4.2% 42.6% 24.5% 13.5%
Clothes 33.7% 3.6% 35.0% 22.0% 15.0%
Equipment 13.6% 11.7% 20.0% 16.0% 7.0%
Others n/a n/a n/a n/a n/a
Total 32.0% 4.2% 37.5% 22.9% 14.0%

Sales by channel growth (%)

Franchises 39.9% 0.9% 28.0% 19.0% 12.0%
Self-owned 15.6% -9.7% 50.0% 22.0% 14.0%
E-commerce 40.7% 29.7% 45.0% 30.0% 17.0%
International 4.5% -17.7% 15.0% 10.0% 5.0%
Total 32.0% 4.2% 37.5% 22.9% 14.0%

Sales network by segment

Self-owned 1,292 1,149 1,174 1,199 1,224
Franchise 5,157 4,763 4,818 4,873 4,928
Sub-total 6,449 5,912 5,992 6,072 6,152
LN Young 1,101 1,021 1,171 1,271 1,371
Total 7,550 6,933 7,163 7,343 7,523
GP margins 49.1% 49.1% 51.2% 51.0% 51.2%

Opex breakdown

A & P/ sales 9.6% 8.9% 8.7% 9.5% 9.5%
Labour/ sales 10.9% 9.1% 8.4% 8.0% 7.9%
Rental/ sales 7.1% 6.3% 5.9% 5.3% 5.1%
D & Al sales 3.3% 4.0% 3.2% 3.0% 2.6%
R & D/ sales 2.6% 2.2% 2.0% 2.4% 2.4%
Provision/ sales 0.0% 0.0% 0.0% 0.0% 0.0%
Selling & distribution costs / sales 32.0% 30.6% 26.7% 27.2% 26.9%
Admin expenses / sales 6.9% 5.6% 5.7% 5.8% 5.7%
OP margins 11.1% 15.2% 20.0% 19.2% 19.8%
Effective tax rate 19.3% 24.4% 20.0% 19.0% 18.0%
Net profit margins 10.8% 11.7% 16.4% 16.1% 16.8%
Net profit att. growth (%) 109.6% 13.3% 91.6% 20.9% 19.1%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 13,870 14,457 19,884 24,432 27,846 EBIT 1,543 2,196 3,985 4,701 5,512
Franchises 6,865 6,925 8,864 10,548 11,814 D&A 461 576 643 726 735
Self-owned 3,620 3,267 4,901 5,979 6,816 Change in working capital 1,176 142 449 372 280
E-commerce 3,121 4,048 5,870 7,630 8,928 Income tax paid (144) (589) (549) (814) (923)
International 264 217 249 274 288 Others 467 439 - - -
Cost of goods sold (7,064) (7,363) (9,705) (11,976) (13,601) Net cash from operating 3,503 2,763 4,527 4,985 5,604
Gross profit 6,805 7,094 10,178 12,456 14,245
Other income 139 331 239 293 334 Capex & investments (636) (594) (817) (1,004) (1,144)
Associated companies (50) (53) - - -
Operating expenses (5,401) (5,230) (6,432) (8,048) (9,067) Interest received 15 31 61 90 102
D&A (461) (576) (643) (586) (668) Others 97 (376) (90) (105) (112)
Staff costs (1,519) (1,311) (1,678) (1,952) (2,190) Net cash from investing (573) (992) (846) (1,019) (1,154)
S & D costs (ex-staff, D&A)  (3,252) (3,398) (3,986) (5,099) (5,750)
Admin exp. (ex-staff, D&A) (170) 55 (125) (409) (458) Equity raised 56 189 - - -
Other operating expenses - - - - - Net change in bank loans - - - - -
EBIT 1,543 2,196 3,985 4,701 5,512 Dividend paid (215) (378) (510) (976) (1,181)
Others (490) (325) (62) (51) (41)
Finance costs, net (30) (32) (16) 11 37 Net cash from financing (649) (513) (571) (1,028) (1,222)
JVs & associates 343 83 99 147 167
Exceptional - - - - - Net change in cash 2,282 1,258 3,110 2,938 3,228
Pre-tax profit 1,857 2,248 4,068 4,858 5,716 Beginning cash balance 3,672 5,961 7,187 10,297 13,236
Exchange difference 8 (33) - - -
Income tax (357) (549) (814) (923) (1,029) Cash atthe end of theyear 5,961 7,187 10,297 13,236 16,464
Less: Minority interests 0 0 0 0 0
Net profit 1,499 1,698 3,255 3,935 4,687
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 4,008 4,817 5,166 5,667 6,332 Sales mix (%)
Fixed asset 1,039 1,065 1,290 1,609 2,054 Franchises 495 479 446 432 424
Intangible assets & goodwill 265 357 442 567 722 Self-owned 26.1 22.6 24.6 24.5 24.5
Prepaid lease payments 115 384 384 384 384 E-commerce 22.5 28.0 29.5 31.2 32.1
Interest in joint ventures - - 39 96 161 International 1.9 1.5 1.3 1.1 1.0
Other non-current assets 2,589 3,011 3,011 3,011 3,011 Total 100.0 100.0 100.0 100.0 100.0
Current assets 8,539 9,777 13,782 17,526 21,345 P&L ratios (%)
Cash and cash equivalents 5961 7,187 10,297 13,236 16,464 Gross margin 49.1 49.1 51.2 51.0 51.2
Inventories 1,407 1,346 1,774 2,189 2,486 Operating margin 111 15.2 20.0 19.2 19.8
Trade and other receivables 687 659 906 1,113 1,269 Pre-tax margin 13.4 15.5 20.5 19.9 20.5
Prepayments 483 584 803 987 1,125 Net margin 10.8 11.7 16.4 16.1 16.8
Other current assets 1 1 1 1 1 Effective tax rate 23.6 254 205 196 185
Current liabilities 4,717 5,015 6,623 7,911 8,887 Balance sheet ratios
Bank loans - - - - - Current ratio (x) 1.8 1.9 2.1 2.2 2.4
Trade payables 1,348 1,227 1,618 1,996 2,267 Quick ratio (x) 1.5 1.7 1.8 1.9 2.1
Accruals & other payables 2,205 2,540 3,494 4,293 4,893  Cash ratio (x) 1.3 14 1.6 17 1.9
Tax payables 531 592 856 966 1,071 Inventory turnover days 105 105 105 105 105
Others 633 656 656 656 656 Trade receivables days 60 60 60 60 60
Trade payables days 40 40 40 40 40
Non-current liabilities 707 889 889 889 889  Total debt/ total equity ratio (%) 1 1 1 1 1
Bank loans - - - - - Net debt/ equity ratio (%) Net cash Net cash Netcash Netcash Netcash
Deferred income - - - - - Returns (%)
Deferred tax 54 64 64 64 64 ROE 21.0 19.5 28.5 27.3 26.2
Others 653 825 825 825 825 ROA 11.9 11.6 17.2 17.0 16.9
Per share
Minority Interest - - - - - EPS (RMB) 060 068 130 157 1.87
Total net assets 7,124 8,689 11,435 14,394 17,900 DPS (RMB) 0.15 0.21 0.40 0.48 0.57
Shareholders' equity 7,124 8,689 11,435 14,394 17,900 BVPS (RMB) 290 354 466 586 7.29

Source: Company data, CMBIS estimates
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in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
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covered in this report.
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BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months
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Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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