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Li Ning Co Ltd ------------------------------------------------------------- Maintain UNDERPERFORM 
FY14 results in line; future strategy sounds right, but execution and profitability remain key risks EPS: ▼ TP: ◄► 
Eva Wang / Research Analyst / 852 2101 7365 / eva.wang@credit-suisse.com 

● Li Ning reported in-line results with retail revenue +28% YoY and 
wholesale +10% YoY; however, it still recorded Rmb781 mn of net 
losses or Rmb855 mn of recurring net losses in 2014.  

● Pros and cons: Pros include (1) Mr Li as interim CEO, likely until 
turnaround; (2) new initiatives in e-commerce and future plan to 
adjust to young people's lifestyle changes; and (3) SSSG and trade 
fair data are encouraging. Cons include (1) margins and working 
capital distorted due to lack of details on retail vs wholesale; (2) 
limited cost savings; and (3) lack of transparency and visibility. 

● Our simple score card (Figure 2) suggests that although the company 
seems to be following the right strategy and direction, execution and 
poor fundamentals remain overhangs. We don’t believe the company 
will turn profitable in 2015 given the low sell-out ratio.  

● We believe the market over-reacted to the company's incremental 
improvement. We fine-tune our estimates, but our target price of 
HK$1.8 is unchanged. We believe the high valuation (2.2x 2015E 
P/B) for a loss-making company is not justified.  

Click here for detailed financials 

FY14 results in line with profit warning  

Li Ning reported FY14 results, with revenue up 15.5% and a net loss 
of Rmb781 mn, in line with the earlier profit warning. The full-year 
recurring loss was Rmb855 mn, which only slightly improved YoY. For 
2H alone, Li Ning reported 23% YoY revenue growth, but still posted 
recurring losses of Rmb415 mn (or total losses of Rmb196 mn, 
including the writeback for inventories and receivables of Rmb219 mn).  

Scorecard suggests high valuation is not justified 

Our simple scorecard on the company's fundamentals suggests that 
although the company seems to be following the right strategy and 
direction, execution and poor fundamentals remain overhangs. We 
expect it to be loss-making in 2015E, and believe the stock is overvalued.  

Figure 1: Li Ning FY14 results review 

(Rmb mn) 2014 2013 YoY% AvsE% 2H14 YoY% HoH% 

Turnover 6,728 5,824 15.5 2.1 3,591 23.0 14.5 

 - LI-NING retail 2,124 1,657 28.2 2.1 1,100 23.9 7.4 

 - LI-NING wholesale 3,630 3,289 10.4 11.1 2,037 23.5 27.8 

 - LI-NING export 178 137 29.7 -57.2 122 38.3 117.0 

 - Other brands 796 741 7.3 -3.9 332 13.1 -28.4 

Adj. pross profit * 2,886 2,390 20.7 -3.2 1,468 17.5 3.5 

Adj. gross margin (%) 42.9 41.0 1.9 pp -2.4 pp 40.9 -1.9 pp -4.3 pp 

S&D/sales 42.6 45.9 -3.4 pp -1.5 pp 41.5 -8.7 pp -2.2 pp 

Admin/sales ** 9.8 9.8 0.0 pp -2.0 pp 8.1 -2.4 pp -3.6 pp 

Adj. operating profit -603 -710 n.m. n.m. -300 n.m. n.m. 

Adj. OPM (%) -9.0 -12.2 3.2 pp -0.1 pp -8.4 6.7 pp 1.3 pp 

Reported net profit -781 -392 n.m. n.m. -196 n.m. n.m. 

Reported NPM (%) -11.6 -6.7 -4.9 pp 0.8 pp -5.5 1.7 pp 13.2 pp 

Reported diluted EPS  -0.50 -0.27 n.m. n.m. -0.21 n.m. n.m. 

Recur. net profit -855 -933 n.m. n.m. -415 n.m. n.m. 

Recur. EPS (Rmb) -0.55 -0.64 n.m. n.m. -0.33 n.m. n.m. 

Note: *COGS excluded inventory write back/provision. *Admin expenses excluded AR 
write down/provisions. Source: Company data, Credit Suisse estimates 

Figure 2: Scorecard: right direction, but lots of execution risks 

 Pros Cons Score 

Strategy & outlook   3 

Product focus: 

Sports Life, mass 

market 

Chairman said sportslife 

accounted for ~90% of 

China sportswear market 

Company has talked about  

mass market and sportslife 

for a few years. Will it be 

really different this time?  

2 

Channel 

development: ~500 

new stores in 2015 

New stores will be focused 

on Southern China, most by 

distributors, not retail for 

expense control  

Are distributors willing to 

open stores in areas where 

Li Ning lost to Jinjiang 

brands? 

2 

Cost control and 

execution discipline 

A&P expenses dropped from 

24% of rev to 19%  

But labor cost increased 

22%YoY, +0.7pp to 12.2% of 

revenue 

3 

E-commcerce and 

digitalisation 

Co-operation with Mi-Band, 

new lifestyle change 

Execution risk 5 

Trade fair order +high teens for 3Q15; 

+double digit for 9M15 

In line with peers 5 

CEO position Chairman Li as interim CEO, 

likely until turnaround 

Lack of track record 4 

2015 profitable? Chairman: confident (but no 

promise) 

Low chance due to fixed 

operating expenses, such as 

committed sponsorhsip 

1 

Fundamentals   1 

SSSG improvement 

in 4Q14 

+hsd for direct retail, +msd 

for distributors' stores 

In line with peers 4 

Trade receivables 

days 

Company: reduced with 

revenue growth 

Distorted by increased direct 

retailing 

1 

Channel inventory 

<8mn at end 2014 

Company: siginificant 

improvement 

Deteriorated from 7m at Jun 

2014 

1 

Company investory Company: due to direct 

retailing mainly 

But still +37%YoY, vs. 28% 

retail revenue growth 

1 

Wholesale vs. retail Revenue split available No breakdown on GPM, 

OPM or working capital 

1 

New product sell out 3M 31%, 6M: 58%; target 

6M 70% 

Much lower than peers 1 

Quarterly update Company: yes, all major 

operational data available 

But there is no regular 

release or announcement 

1 

Note: Score – 5 highest, 1 lowest. Source: Company data, Credit Suisse estimates 

Bbg/RIC 2331 HK / 2331.HK 
Rating (prev. rating) U (U) [V] 
Shares outstanding (mn) 1,885.21 
Daily trad vol - 6m avg (mn) 5.4 
Daily trad val - 6m avg (US$ mn) 2.3 
Free float (%) 77.2 
Major shareholders Mr. Li Ning (22.8%) 
 

Price (19 Mar 15, HK$) 4.04 
TP (prev. TP HK$) 1.80 (1.80)  
Est. pot. % chg. to TP (55) 
52-wk range (HK$) 5.65 - 2.78 
Mkt cap (HK$/US$ mn) 7,616.2/ 981.8 
 

Performance  1M 3M 12M 

Absolute (%) 26.6 39.5 (24.9) 
Relative (%) 25.5 30.6 (47.1) 
 

Year 12/13A 12/14A 12/15E 12/16E 12/17E 

Revenue (Rmb mn) 5,824 6,728 7,549 8,342 9,255 
EBITDA (Rmb mn) (517.2) (404.4) 148.1 514.5 728.9 
Net profit (Rmb mn) (391.5) (781.5) (124.6) 226.6 314.2 
EPS (Rmb) (0.27) (0.50) (0.07) 0.09 0.13 
- Change from prev. EPS (%) n.a. n.a. n.m (2)  
- Consensus EPS (Rmb) n.a. n.a. 0.01 0.19  
EPS growth (%) n.m. n.m. n.m. n.m. 38.6 
P/E (x) n.m. n.m. n.m. 34.7 25.0 
Dividend yield (%) 0 0 0 0 0 
EV/EBITDA (x) (11.3) (16.3) 36.3 9.9 6.3 
P/B (x) 1.9 2.7 2.2 2.0 1.8 
ROE (%) (18.2) (33.7) (5.0) 7.2 9.1 
Net debt(cash)/equity (%) (7.7) 23.3 (21.6) (29.0) (38.7) 
 

Note 1: ORD/ADR=25.00. Note 2: Li Ning engages in research and development, design, 
manufacturing, distribution and retailing of sports footwear, apparel and accessories for sport and 
leisure use mainly in China. 
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Important Global Disclosures  

I, Eva Wang, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and securities and 
(2) no part of my compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

3-Year Price and Rating History for Li Ning Co Ltd (2331.HK) 

 
2331.HK Closing Price Target Price    

Date (HK$) (HK$) Rating   

10-Apr-12 7.09 9.08 O   

11-Apr-12 7.06  *   

24-Aug-12 3.88 3.90 N   

26-Mar-13 4.05 2.72 U   

12-Aug-13 4.46 3.00    

03-Jul-14 5.55 3.27    

18-Jul-14 4.47 2.54    

18-Dec-14 2.80 1.70    

12-Jan-15 3.08 1.80    

* Asterisk signifies initiation or assumption of coverage. 
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The analyst(s) responsible for preparing this research report received Compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities 

As of December 10, 2012 Analysts’ stock rating are defined as follows: 

Outperform (O) : The stock’s total return is expected to outperform the relevant benchmark*over the next 12 months. 

Neutral (N) : The stock’s total return is expected to be in line with the relevant benchmark* over the next 12 months. 

Underperform (U) : The stock’s total return is expected to underperform the relevant benchmark* over the next 12 months. 

 *Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stock’s total return relative to the analyst's coverage universe which 
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractiv e, Neutrals the less attractive, and 
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings  are based on a stock’s total return 
relative to the analyst's coverage universe which consists of all companies covered by the ana lyst within the relevant sector, with Outperforms representing the most 
attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin American  and non-Japan Asia stocks, ratings are based 
on a stock’s total return relative to the average total return of the relevant country or regional benchmark; prior to 2nd October 2012 U.S. and Canadian ratings were 
based on (1) a stock’s absolute total return potential to its current share price and (2) the relative  attractiveness of a stock’s total return potential within an analyst’s 
coverage universe. For Australian and New Zealand stocks, 12-month rolling yield is incorporated in the absolute total return calculation and a 15% and a 7.5% threshold 
replace the 10-15% level in the Outperform and Underperform stock rating definitions, respectively. The 15% and 7.5% thresholds replace the +10-15% and -10-15% 
levels in the Neutral stock rating definition, respectively. Prior to 10th December 2012, Japanese ratings were  based on a stock’s total return relative to the average total 
return of the relevant country or regional benchmark. 

Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 

Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 

Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or valuation of 
the sector* relative to the group’s historic fundamentals and/or valuation: 

Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months. 

Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months. 

Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months. 

 *An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors.  
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Credit Suisse's distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 

Rating Versus universe (%) Of which banking clients (%) 

Outperform/Buy* 44% (53% banking clients) 

Neutral/Hold* 38% (50% banking clients) 

Underperform/Sell* 16% (43% banking clients) 

Restricted 3%  

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock rat ings of Outperform, Neutral, and Underperform most closely correspond 
to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relati ve basis. (Please refer to definitions above.) 
An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.  

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the market 
that may have a material impact on the research views or opinions stated herein.  

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer to 
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: http://www.csfb.com/research-and-
analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be 
used, by any taxpayer for the purposes of avoiding any penalties. 

Price Target: (12 months) for Li Ning Co Ltd (2331.HK) 

Method:  Our target price of HK$1.8 for Li Ning is based on a target price-to-book (P/B) multiple of 1.0x 2015E book value per share. We believe such a 
low target multiple is justified given its high execution risks and low profitability (or even loss making situation). 

Risk:  Risks to our target price of HK$1.8 include: (1) the longer than expected transformation and execution risk in its retail focus new strategy; (2) 
prolonged inventory clean-up; (3) the worse than expected A&P spending and labor costs; (4) failure to improve SSSG and to grow trade fair 
orders; and (5) lack of working capital control and cash needs; (6) stability of management team. Upside risks include faster turnaround than 
expected and improvement in profitability. 

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures for the definitions of abbreviations typically used in the target 
price method and risk sections.  

See the Companies Mentioned section for full company names  

Important Regional Disclosures  

Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report. 

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (2331.HK) within the past 12 
months 

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; SVS-
-Subordinate Voting Shares. 

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 

For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 

Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that. 

To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important disclosures 
regarding any non-U.S. analyst contributors: The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with 
FINRA. The non-U.S. research analysts listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 
and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst 
account. 

Credit Suisse (Hong Kong) Limited .......................................................................................................................................................... Eva Wang 

For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at https://rave.credit-
suisse.com/disclosures or call +1 (877) 291-2683.  
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