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Li Ning Co Ltd

FY14 Result — Analysing Positives/Negatives of
Company Commentary Following 12% Move Today

Li Ning reported an FY 14 net loss of RMB781m, in line with company guidance
of a net loss no greater than RMB820m. Following the ~12% share price rise
today, we analyse some of the underlying trends reported by the company in this
note. We continue to believe execution risks remain.

e FY14 result in line with guidance although share price up ~12%. Li Ning
reported an FY14 NPAT loss of RMB781m (JPMf RMBS811m loss, Consensus
RMB779m loss). This result was in line with guidance issued in early Jan-15 of
an FY14 net loss of not more than RMB820m. At the EBIT level, Li Ning
reported FY14 EBIT of RMB529m loss (JPMf RMB613m loss, Consensus
RMB598m loss). The share price increased ~12% following this result (vs HSI
up 1.45%). We think this was driven by some improving top-line trends
reported by the company.

o Positives from the result. (1) SSSG momentum is improving with MSD SSSG
reported for 4Q14. (2) Trade fair order growth has been positive for first three
quarters of 2015, with growth ranging between mid-teens and mid-twenties.
(3) New product sell-through mix is improving. All of the above do support the
view that the company is making progress with respect to its turnaround.

o Negatives from the result. (1) While SSSG momentum is improving, this is to
be expected given recent changes in the company’s store profile (significant
franchisee store closures, own-retail store openings). (2) Gross margins in 1H15
will likely be negatively impacted by sourcing cost pressure. (3) While
inventory mix did improve, inventory turnover days continued to increase,
highlighting management risks associated with more company-owned retail.
(4) Ongoing uncertainty with respect to a permanent CEO remains a risk.
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e Retain Neutral. While the company is reporting a number of data points Rel [ 127%  305%  181%  -527%

showing progress, the negatives from this result continue to highlight that the Li

Ning turnaround will not be smooth and execution risks remain. Nevertheless,

we believe the share price will benefit from some more positive data points in

the near term.
Li Ning Co Ltd (Reuters: 2331.HK, Bloomberg: 2331 HK)
Rmb in mn, year-end Dec FY13A FY14A FY15E FY16E FY17E Company Data
Revenue (Rmb mn) 5,824 6,728 8,302 9,761 10,708 Shares O/S (mn) 2,216
Net Profit (Rmb mn) (392) (781) 59 337 516 Market Cap (Rmb mn) 7,189
Diluted EPS (Rmb) (0.27) (0.50) 0.03 0.15 0.23 Market Cap ($ mn) 1,154
Recurring EPS (Rmb) (0.27) (0.50) 0.03 0.15 0.23 Price (HK$) 404
DPS (Rmb) 0.00 0.00 0.00 0.04 0.12 Date Of Price 19 Mar 15
Revenue growth (%) (12.8%) 15.5% 23.4% 17.6% 9.7% Free Float(%)
Net Profit growth (%) (80.2%) 99.6% (107.6%) 469.6% 53.1% 3M - Avg daily vol (mn) 5.76
Recurring profit growth (80.2%) 99.6% (107.6%) 469.6% 53.1% 3M - Avg daily val (HK$ mn) 18.35
EPS growth (%) (84.4%) 85.7% (105.3%) 469.6% 53.1% 3M - Avg daily val ($ mn) 24
ROE (16.6%) (30.9%) 2.3% 11.0% 15.1% MSCI-Cnx 7033.26
ROA (6.5%) (13.0%) 0.9% 4.7% 6.8% Exchange Rate 7.76
P/E (x) NM NM 1214 213 13.9 Price Target End Date 31-Dec-15
P/BV (x) 15 28 25 22 20 Price Target (HKS$) 3.70
EV/EBITDA (x) NM NM 29.0 15.3 115
Dividend Yield 0.0% 0.0% 0.0% 1.2% 3.7%

Source: Company data, Bloomberg, J.P. Morgan estimates.
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Key catalyst for the stock price:

(1) Further update on the progress of the
Group’s turnaround
(2) Upcoming trade fair sales results

Upside risks to our view:

(1) Better-than-expected implementation of Li Ning

turnaround strategy
(2) Higher-than-expected improvement in sales

Downside risks to our view:

(1) Significant downturn in the retail environment;
(2) Unsuccessful implementation of the Li Ning
turnaround strategy

(3) Significant improvement with respect to gross margins
(4) Significant reduction of the competitive environment

for sportswear in China

sportswear in China
(4) Significant loss of market share

(3) Increase in the competitive environment for

(5) Higher-than-expected sourcing costs
(6) Higher-than-expected capex expenditure

Key financial metrics FY14A FY15E FY16E FY17E Valuation and price target basis
Revenues (LC) 6,728 8,302 9,761 10,708 Our Dec-15 price target is HK$3.70. Given that the company is
Revenue growth (%) 16% 23% 18% 10% undergoing a turnaround, it is difficult to apply an earnings multiple to
EBITDA (LC) -330 416 803 1,067 near-term eamings forecasts (as earnings forecasts are so volatile).
EBITDA margin (%) 5% 5% 8% 10% :—Ier:wce, ourlPT |? basedton discounted earlplng:; ﬂ)v\lrecastls fortFY1 2t3 o
when earnings forecasts are more normalized). We apply a targe
Taxrate (%) 12% 25% 24% 24% multiple of i to 1 EPS number and a diseount facor o 20% Our
target P/E is in line with the multiple we apply for Anta. We apply a
Net profit (LC) -781 59 337 516 20% discount factor to reflect some risk of an unsuccessful turnaround
EPS (LC) -0.50 0.03 0.15 0.23
EPS growth (%) 86% -105% 470% 53% Li Ning vs HSI
DPS (LC) 0.00 0.00 0.04 0.12 200 -
BVPS (LC) 1.15 1.32 1.46 1.62
Operating cash flow (LC mn) -3% -709 115 529 150 -
Free cash flow (LC mn) -571 -1,046 -145 298
Interest cover (X) NM 3.33x 6.34x 8.34x 100 - l\ 3
Net margin (%) 2% 19% 3% 5% & v w
Sales/assets (X) 1.12x 1.29x 1.37x 1.41x
Debt/equity (%) 70% 52% 47% 42% 50 1
Net debt/equity (%) 23% 32% 37% 32%
ROE (%) -31% 2% 11% 15% 0 ' ' ' '
Key model assumptions FY15E FY16E FY17E Mar-13 Sep-13 i NinMar—14 HSSIeIr%g( Mar-15
Revenue growth (%) 23.4% 17.6% 9.7% 9
Gross Margins 46.4% 48.0% 51.0%
EBIT Margins 2.3% 5.8% 7.5%
Source: Company data, J.P. Morgan estimates Source: Bloomberg, Company data
Sensitivity analysis EBIT EPS JPMe vs consensus, change in estimates
FY15E FY16E FY15E FY16E EPS FY15E FY16E
5% decrease in ML China Sales -34.0% 21.5%  -183.8% -39.0% JPMe old 0.04 0.12
1% decrease in gross margins -20.0% -12.2%  -108.1% -22.1% JPMe new 0.03 0.15
1% decrease in EBITDA margins -20.0% -12.2%  -108.1% -22.1% % chg -31.3% 31.5%
Consensus 0.02 0.17
Source: Company data, J.P. Morgan estimates Source: Bloomberg, Company data, J.P. Morgan estimates
Comparative metrics
CMP Mkt Cap PIE EV/EBITDA P/BV YTD
Stock
LC $Mn FY15E FY16E FY15E FY16E FY15E FY16E perf.
China Dongxiang 1.4 1,013.3 27.0x 24.7x 20.1x 15.3x 0.7x 0.7x 2.9%
Anta 16.4 5,291.2 16.7x 14.7x 10.9x 9.3x 3.8x 3.5x 20.0%
Xtep 2.3 640.1 6.9x 6.5x 3.0x 2.5x 0.8x 0.8x -26.9%
Belle 8.8 9,577.6 13.1x 12.7x 7.7x 7.2x 2.2x 2.0x 1.0%
361 Degrees 2.3 620.9 10.2x 6.5x 3.6x 2.5x 0.7x 0.7x 12.0%
Peak 2.3 622.1 11.0x 9.8x 2.7x 2.3x 0.9x 0.8x 7.0%

Source: Bloomberg, Company and J.P. Morgan estimates. Prices are as of 19 March 2015
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FY14 results summary

Li Ning released its FY 14 result in line with company guidance provided in Jan-15.
The company’s underlying result was somewhat better than JPM{, but we highlight a
significant lack of visibility with respect to operating EBIT given the company is
currently loss-making.

o FY14 revenues RMB6,728m (JPMf RMB6,619m, Consensus RMB6,425m), up
15.5% yoy (JPMf +13.7%). This implies 2H14 revenues of RMB3,591m (JPMf
RMB3,482m), up 23.0% yoy (JPMf +19.3%).

e FY14 gross profit RMB3,004m (JPMf RMB3,088m), implying gross margin of
44.6% (JPMf 46.7%). 2H14 gross margins were 44.7% (JPMf 48.5%).

e FY14 EBIT RMB529m loss (JPMf RMB613m loss).

e FY14 NPAT RMB781m loss (JPMf RMB811m loss, Consensus RMB779m
loss). The company previously issued guidance in early Jan-15 stating that it
expected FY 14 net loss to be not more than RMB820m, with this result being in
line with company guidance.

e No dividend was declared in line with JPMf and consensus.

Table 1: Li Ning - Summary P&L Statement

RMBm 1H13 2H13 FY13 1H14 2H14 FY14
Turnover 2,906 2,918 5,824 3,137 3,591 6,728

% Growth -24.6% 3.4% -12.8% 8.0% 23.0% 15.5%
COGS -1,639 -1,591 -3,230 -1,737 -1,987 -3,724
Gross profit 1,266 1,328 2,594 1,400 1,604 3,004

Gross margin 43.58% 45.49% 44.54% 44.62% 44.67% 44.64%
Other revenue & gains 28 85 113 19 15 34
CoDB -1,367 -1,543 2,910 -1,867 -1,700 -3,567

CODB/Sales 47.04% 52.87% 49.96% 59.51% 47.34% 53.02%
EBIT -72 -131 -203 -448 -81 -529

EBIT margin -2.49% -4.47% -3.48%  -14.29% -2.25% -7.86%

EBIT growth -164.8% -92.7% -87.8% 520.3% -38.2% 160.8%
Asset disposal 34 0 34 0 0 0
Net interest -90 -60 -150 -62 -81 -143
Equity accounted profit 0 2 2 2 5 7
PBT -129 -188 -317 -508 -157 -665
Income tax expense -33 -9 -42 -54 -24 -719
Non-controlling interests -22 -10 -32 -23 -15 -38
NPAT -184 -207 -391 -586 -196 -781
NPAT growth -515.9% -89.8% -80.2% 217.9% -5.5% 99.7%
DPS (RMBcps) 0.00 0.00 0.00 0.00 0.00 0.00

Source: Company reports December year end.

The company provided some more detail with respect to current financial
performance, which we believe is worth analysing in more depth. We detail positives
and negatives from the company’s result briefing following this result.
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Figure 1: Li Ning — Overall Platform SSSG
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Positive #1 — SSSG momentum is improving

e Li Ning provided the market with a more comprehensive understanding of its
sales performance over recent years.

e In particular, SSSG grew at MSD in 4Q14 for the company as a whole.
Company-owned retail grew HSD while franchised stores grew MSD. We think it
is a positive that SSSG is improving.

Figure 2: Li Ning - SSSG by Channel
Retail (Direct Operation)
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Positive #2 — Trade fair order growth for 2015 is now
positive

e The company provided more detail with respect to the trend in trade fair order
growth. For the first three quarters of 2015, trade fair order growth was positive,
with the company reporting growth between mid-teens and mid-twenties.

Figure 3: Li Ning - Trade Fair Order Growth
2013 2014 2015
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Source: Company reports
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e This is a positive and could highlight distributors are becoming more optimistic
with respect to ordering.

e However, management did indicate that the company planned to open ~500
stores in FY'15 with a majority of these stores franchisee stores. This represents
an increase of ~11% on the company’s store base and hence we note a majority
of trade fair order growth may be driven by new store growth.

Positive #3 — New product sell-through mix is improving

e Management indicated that new product sell-through mix has been steadily
improving (new products defined as current and last season products).

Figure 4: Li Ning - Product Retail Sell-Through Mix (All Stores)
W Old Product ™ New Product (Current and Last Season)

il

2011 2012 2013 2014
Source: Company reports

e While this is a positive, management noted that this number needs to increase to
~80% for the company’s turnaround efforts to be successful.

e We note the company should have had the opportunity to introduce its new
designs throughout 2014. We are cautious about the company’s ability to achieve
this goal as historical experience in 2014 does not seem to show this goal to be
achieved.
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Figure 5: Li Ning - performance review over the past three years
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Negative #1 — While SSSG momentum is improving, this is
to be expected given recent changes in the company’s
store profile

o For franchisee stores, we highlight that the company reported 565 net closures
from Dec-13 to Dec-14. This represented ~11% of the company’s Dec-13 store
base. Hence, we would naturally expect improving SSSG momentum for
franchised stores. In fact, with so many stores closed over recent years, we query

whether SSSG momentum should be higher.
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Figure 6: Li Ning - Wholesale Business Growth
s Revenue (RMB Million)

7,495

No. of Stores (Period End)

4,482
3 633
] l
2011 2012 2013 2014

Source: Company reports

e For the company’s retail business, we would highlight that the total number of
stores increased by ~30% from FY13 to FY14. From FY'12 to FY 13, total direct
store count increased by ~50%. Hence, we expect the company's SSSG to benefit
from the maturation of recently opened stores.

Figure 7: Li Ning - Retail Business Growth
B Revenue (RMB Million) === No, of Stores, Period End

1 202
926
760
631 .
’ 2,123
1,561 1,657
1,301
| T T T 1
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Source: Company reports
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Negative #2 — Gross margins in 1H15 will likely be
negatively impacted by sourcing cost pressure

e Despite the company mix shift towards company-owned retail and improved
current-season sell-through helping gross margins, gross margins declined
~80bps in 2H14 relative to 2H13.

e The company attributed this to increased sourcing costs as suppliers passed on
increased labour costs relatively late in 2H14 with the company not passing
through the higher cost to end customers. The company noted ~300bps negative
impact in 2H14 from increased sourcing costs and expects sourcing cost increases
to have an ongoing negative impact in 1H15.

e We were somewhat surprised with this commentary as Li Ning is one of the few
companies within our coverage universe noting margin pressure from sourcing
cost increases. We query whether the sourcing cost increase is also partly a
function of the changes in volume associated with the company's newly
transformed model. The company has previously indicated that it will engage in
smaller production runs in order to better manage inventories and we wonder
whether a reduction in scale also negatively impacted the company’s bargaining
power with suppliers.

Negative #3 — Inventory turnover days increased, although
inventory mix did improve

e The inventory position both at the company level as well as channel level actually
deteriorated in FY'14 relative to FY13.

Channel inventory position

o At the channel level, inventory turnover months increased from ~7.5 months in
2013 to less than 8 months in 2014. Inventory mix did improve with inventory
older than 12 months ~24% of total inventory at the channel level (v 39% in
2013).

e We note the company did report strong sales growth to franchisees in 2H14, with
sales to franchisees growing ~24% in 2H14 (v ~3% decline in 1H14). We wonder
whether part of this strong growth in sales drove the increase in channel
inventory levels in FY 14.

e Channel inventory mix did improve with inventory over 12 months in FY 14
~24%, below ~39% in FY13. However, we continue to highlight that this is a
materially high number. We note management has previously indicated that it
believes ~6 months channel inventory level is a more healthy number. Hence, we
believe there remains significant room for improvement in this area.
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Figure 8: Li Ning — Channel Inventory Position
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Source: Company reports

Company inventory position

e At the company level, inventory turnover days increased from ~104 days in FY13
to ~109 days in FY 14.

o This increase in inventory turnover days can be explained by reduced inventory
provisions (FY 14 provision RMB264m v FY13 provision RMB382m).

o Nevertheless, the gross inventory position of the company continued to increase
and is now higher than 2012 levels. Management recognised that this has been
driven by the shift in mix towards more company-owned retail.

e The company indicated that there is still opportunity for mix shift towards
company-owned retail to increase. We are worried that the company’s inventory
position will continue to increase as the proportion of company owned retail
increases.
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Figure 9: Li Ning - Company Inventory Position
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Negative #4 — We think there is still uncertainty with respect
to the company’s CEO position

The company also announced that Chairman Mr Li Ning has been appointed
Interim CEO with effect from 18 March 2015.

The announcement noted that Mr Li had performed the CEO’s duties (supported
by incumbent senior management of the company) since Mr Jin-Goon Kim had
stepped down from the Interim CEO position in mid Nov-14.

When asked about the length of his tenure during the result briefing, Mr Li stated
that one could interpret today's announcement as suggesting that Mr Li will stay
at the helm until Li Ning can revive its fortunes. Although Mr Li qualified by
saying the company continues to look for a permanent CEO.

We interpret Mr Li’s comments as suggesting he will continue to be Interim CEO
for the next ~1-2 years.

At the time of Mr Kim’s departure we had stated our view that we had found the
fact that Mr Kim had stepped down before a new permanent CEO was in place
somewhat unusual. We noted that there may be concerns among investors if it
takes a significant period of time before a new CEO is put in place.

We continue to believe this to be the case. We believe the vacancy in the
permanent CEO role at Li Ning raises a number of questions/issues:

. It raises questions about whether Li Ning is able to attract adequate talent.

. Secondly, as Li Ning transforms to become a more retail-orientated model,
we believe it requires a different skillset relative to simply being a brand
wholesaler. Hence, we query whether Li Ning currently has the right retail
execution capability in house.
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Following this result, we have changed our forecasts as detailed in the table below.

e We have increased our sales forecasts to reflect better-than-expected 2H14 sales

performance.

e We reduce our gross margin assumptions to reflect sourcing cost pressure in

FY15. We also become more cautious on gross margin expansion going forward.

e We increase our operating margin assumptions from FY 16 onwards to reflect
operating leverage as a result of higher sales growth expectations.

Oid New % Change

FY14 FY15E FY16E FY14 FY15E FY16E FY14 FY15E FY16E
Revenue 6,619 7,595 8,555 6,728 8,302 9,761 1.6% 9.3% 14.1%
Revenue growth 13.7% 14.7% 12.6% 15.5% 23.4% 17.6%
Gross profit 3,088 3,780 4,363 3,004 3,853 4,685 -2.8% 1.9% 7.4%
Gross margin 46.7% 49.8% 51.0% 44.6% 46.4% 48.0%
Operating profit 613 200 423 -529 194 563 -13.8% -2.8% 33.0%
Operating margin -9.3% 2.6% 4.9% -1.9% 2.3% 5.8%
NPAT 811 86 256 -781 59 337 -3.7% -31.3% 31.5%
NPAT growth 107.2% -110.6% 197.6% 99.6% 107.6% 469.6%
Diluted EPS(RMB cps) 57.7 3.9 11.6 -50.0 2.7 15.2 -13.3% -31.3% 31.5%
DPS(RMB cps) 0.0 0.0 3.0 0.0 0.0 4.0

Source: J.P. Morgan estimates. December year-end

1"
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Investment Thesis, Valuation and Risks

Li Ning Co Ltd (Neutral; Price Target: HK$3.70)

Investment Thesis

We have a Neutral recommendation on Li Ning for the following reasons: 1) the
recent announcement of a capital raising has removed an overhang on the stock and
implies there is less potential for negative catalysts in the near term; and 2) the
company is reporting some positive data points which may support the share price.
Nevertheless, we remain cautious on execution risks associated with the turnaround.

Valuation

Our Dec-15 price target is HK$3.70. Given that the company is undergoing a
turnaround, it is difficult to apply an earnings multiple to near-term earnings
forecasts (as earnings forecasts are so volatile). Hence, our PT is based on discounted
earnings forecasts for FY18 (when earnings forecasts are more normalized). We
apply a target P/E multiple of 14x to this EPS number and a discount factor of 20%.
Our target P/E is in line with the multiple we apply for Anta. We apply a 20%
discount factor to reflect some risk of an unsuccessful turnaround.

Risks to Rating and Price Target

Upside risks to our rating and price target include: 1) better-than-expected
implementation of Li Ning’s turnaround plan; 2) a better-than-expected improvement
in sales; 3) a significant improvement with respect to gross margins; and 4) a
significant reduction of the competitive environment for sportswear in China.

Downside risks include: 1) worse-than-expected implementation of the Li Ning
turnaround plan; 2) a downturn in the Chinese sportswear market; and 3) increased
intensity of competition in the sportswear industry in China.
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Summary

Li Ning Co. Ltd. As Of: 13-Mar-15]

CHINA TICKER 2331 HK Local Price: 3.39

Consumer Discretionary EPS: 0.06

Latest Min Max Median Average 2S.D.+ 2S.D.- % to Min % to Max % to Med % to Avg
12mth Forward PE 48.60x

P/BV (Trailing) 1.93 0.88 18.64 4.30 5.69 13.66 -2.28 -54% 866% 123% 195%

Dividend Yield (Trailing) 0.00x 0.00 6.36 1.02 1.13 3.52 -1.26

ROE (Trailing) -31.61 -50.46 41.33 25.04 15.70 71.25 -39.84 -60% 231% 179% 150%

Source: Bloomberg, Reuters Global Fundamentals, IBES CONSENSUS, JPMorgan Quantitative & Derivative Strategy
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Li Ning Co Ltd: Summary of Financials

Income Statement

Cash flow statement

Rmb in millions, year end Dec FY13 FY14 FY15E FY16E FY17E Rmb in millions, year end Dec FY13 FY14 FY15E FY16E FY17E
Revenues 5824 6,728 8302 9,761 10,708 PBT (317)  (665) 77 444 679
% change Y/Y (128%) 155% 234% 17.6% 9.7% Depr. & amortization 193 198 221 240 267
Gross Profit 2,594 3,004 3,853 4,685 5,461 Change in working capital (106)  (213) (886) (487) (276)
% change Y/Y 32% 15.8% 28.3% 21.6% 16.6% Tax & Other 183 402 (104) 25 22
Gross margin 445% 44.6% 46.4% 48.0% 51.0% Cash flow from operations (121)  (394) (709) 115 529
Other operating income 113 34 34 34 34
EBITDA (10) (330) 416 803 1,067 Capex (286)  (340) (433) (356) (329)
% change Y/Y (99.2%) 3254.1% (225.9%) 93.2% 32.8% Sale of assets 63 3 0 0 0
EBITDA Margin (0.2%)  (4.9%) 50% 8.2% 10.0% Acquisition of subsidiaries/intangibles ) 0 0 0 0
EBIT (203) (529) 194 563 800 Other 0 (14 0 0 0
% change Y/Y (87.8%) 160.5% (136.8%) 189.5% 42.0% Cash flow from investing (228)  (351) (433) (356) (329)
EBIT Margin (3.5%)  (7.9%) 23% 58% 7.5%
Net Interest (150) (143) (125)  (127) (128) Equity raised/(repaid) 1,482 0 689 0 0
Share of JVs 2 7 7 7 8 Debt raised/(repaid) (1,045) 351 0 0 0
Other non operating income 34 0 0 0 0 Dividends paid (24) 0 0 (22) (159)
Earnings before tax (317) (665) 77 444 679 Other (25) 0 0 0 0
% change Y/Y (82.4%) 109.5% (111.6%) 477.1% 53.1% Cash flow from financing 388 351 689  (22) (155)
Tax (42) (79) (18)  (106) (163)
as % of EBT (13.3%) (11.9%) 23.0% 24.0% 24.0% FX gain/(loss) - -
Minorities (32) (38) 0 0 0 Net change in cash 39 (394) (452)  (263) 45
Net income (reported) (392) (781) 59 337 516 Ending cash 1,281 1,031 579 316 361
% change Y/Y (80.2%)  99.6% (107.6%) 469.6% 53.1% DPS 0.00 0.00 000 0.04 012
Recurring Net Income (392) (781) 59 337 516
% change Y/Y (80.2%)  99.6% (107.6%) 469.6% 53.1%
Diluted EPS (0.27)  (0.50) 003 015 023
% change Y/Y (84.4%)  85.7% (105.3%) 469.6% 53.1%
Recurring EPS (0.27)  (0.50) 003 015 023
% change Y/Y (84.4%) 85.7% (105.6%) 448.3% 53.1%
Balance sheet Ratio Analysis
Rmb in millions, year end Dec FY13 FY14 FY15E FY16E FY17E Rmb in millions, year end Dec FY13 FY14 FY15E FY16E FY17E
Cash and cash equivalents 1,281 1,031 579 316 361 Gross margin 445% 446%  464% 48.0% 51.0%
Accounts receivable 1,734 1,639 2,426 2,840 3,101 EBITDA margin (0.2%) (4.9%) 50% 8.2% 10.0%
Inventories 942 1,289 1,514 1,772 1,823 Operating Margin (3.5%) (7.9%) 23% 58% 7.5%
Others 5 3 3 3 3 Net margin (6.7%) (11.6%) 0.7% 3.5% 4.8%
Current assets 3,962 3,963 4522 4,929 5,288 Recurring net profit margin (6.7%) (11.6%) 0.7% 3.5% 4.8%
Goodwill 0 0 0 0 0 Sales growth (12.8%) 155% 23.4% 176% 9.7%
Intangible assets 381 446 446 446 446 Net profit growth (80.2%) 99.6% (107.6%) 469.6% 53.1%
Long term investments 13 21 28 36 43 Recurring net profit growth (80.2%) 99.6% (107.6%) 469.6% 53.1%
Net fixed assets 1142 1233 1,445 1,561 1,622 EPS growth (84.4%) 85.7% (105.3%) 469.6% 53.1%
Other assets 518 377 397 397 397
Total Assets 6,017 6,040 6,838 7,369 7,796 Interest coverage (x) NM NM 33 6.3 8.3
Net debt to equity (8.1%) 22.8%  324% 374% 324%
Liabilities Sales/assets 1.0 1.1 1.3 1.4 1.4
Short-term loans 200 551 551 551 551 Assets/equity 255.9% 238.2% 253.1% 231.0% 222.1%
Trade & other payables 1,751 2,058 2,184 2,367 2,404 ROE (16.6%) (30.9%) 23% 11.0% 151%
Others 67 70 57 89 119 ROCE (5.9%) (15.5%) 37% 93% 12.3%
Total current liabilities 2,018 2679 2,791 3,007 3,074
Long-term debt 846 975 975 975 975
Others 198 154 154 154 154
Total Liabilities 3,125 3,870 3920 4,136 4,202
Minorities - -
Shareholders' equity 2892 2169 2918 3,233 3,594
BVPS 211 1.15 132 146 1.62

Source: Company reports and J.P.

Morgan estimates.
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per
KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or
intervention.

Important Disclosures

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for
compendium reports and all J.P. Morgan—covered companies by visiting https:/jpmm.com/research/disclosures, calling 1-800-477-0406,
or e-mailing research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative
Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-
0406 or e-mail research.disclosure.inquiries@jpmorgan.com.

Date Rating Share Price Price Target
(HKS) (HKS$)
30-Apr-07  UW 15.46 12.00
29-Aug-07 N 21.45 23.50
15-Jan-08 OW 25.85 30.20
Li Ning Co Ltd (2331.HK, 2331 HK) Price Chart 20-Mar-08 OW 20.90 31.20
28-Aug-08 N 19.18 21.00
13-Oct-08 N 13.66 13.90
22-Jan-09 N 11.16 11.20
48 29-May-09 N 18.98 18.50
| ow Hli N HK$13| N HK$23.5 | | N HK$1 uw HK$4 uw H‘ uw HK$2.4 N ‘ UW| N HK$3. 27-Aug-09 N 21.40 23.50
36 — | | | | | | | 18-Mar-10 N 26.95 26.00
uvi N| ow HK{ N »| N »| N HK$18| NI{ N ' N HK] uw HI| u| uw Hki uw| uw| N Hl{ Uv\l UWHK$2  27.Aug-10 N 25.95 25.10
Price(HK$) 20-Dec-10 N 17.88 19.40
24 —| 17-Jan-11 N 15.80 15.60
07-Jul-11  UW 11.54 8.00
12-Oct-11  UW 7.20 6.40
12 22-Feb-12 UW  9.32 7.00
12-Jun-12 UW 5.71 4.50
0 24-Aug-12 UW 4.26 3.30
! ! ! ! ! 26-Mar-13 UW  4.46 2.75
Oct Apr Oct Apr Oct Apr
06 08 09 1 12 14 05-Apr-13  UW 4.46 2.20
12-Aug-13 UW 4.91 2.60
Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.
Initiated coverage Apr 30, 2007. 10-Jan-14 N 7.10 6.60
24-Mar-14 N 5.96 5.40
18-Jul-14  UW 4.93 4.00
14-Aug-14 UW 4.76 3.80
17-Dec-14 UW 3.06 2.70
09-Jan-15 N 3.18 3.20

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire
period.
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe:

J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s)
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy
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reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is
compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it does not appear
in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s research
website, www.jpmorganmarkets.com.

Coverage Universe: Li, Shen Wei: Anta Sports Products Ltd. (2020.HK)), China Lilang Ltd. (1234.HK), Dairy Farm International
Holdings Limited (DAIR.SI), Daphne International (0210.HK), Giordano (0709.HK), I.T Ltd. (0999.HK), L'Occitane International SA
(0973.HK), Li Ning Co Ltd (2331.HK), Sa Sa International Holdings Limited (0178.HK), Sun Art Retail Group Limited (6808.HK),
Trinity Limited (0891.HK), Xtep International Holdings Limited (1368.HK)

J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight Neutral Underweight
(buy) (hold) (sell)
J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%
JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%

*Percentage of investment banking clients in each rating category.

For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table
above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered
companies, please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst
or your J.P. Morgan representative, or email research.disclosure.inquiries@jpmorgan.com.

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based
upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US
affiliates of JPMS, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS,
and may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public
appearances, and trading securities held by a research analyst account.

Other Disclosures

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing
name for the U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries.

All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is
redistributed, e-mailed or made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales
representative.

Options related research: If the information contained herein regards options related research, such information is available only to persons who have
received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of Standardized Options,
please contact your J.P. Morgan Representative or visit the OCC's website at http://www.optionsclearing.com/publications/risks/riskstoc.pdf

Legal Entities Disclosures

U.S.: JIPMS is a member of NYSE, FINRA, SIPC and the NFA. JPMorgan Chase Bank, N.A. is a member of FDIC. U.K.: JPMorgan Chase N.A., London
Branch, is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by
the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from J.P. Morgan on
request. J.P. Morgan Securities plc (JPMS plc) is a member of the London Stock Exchange and is authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered in England & Wales No. 2711006. Registered Office 25
Bank Street, London, E14 5JP. South Africa: J.P. Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities
Exchange and is regulated by the Financial Services Board. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong and/or J.P. Morgan Broking (Hong Kong) Limited (CE
number AAB027) is regulated by the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, Seoul Branch, is
regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (JPMAL) (ABN 52 002 888 011/AFS Licence No:
238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066) is regulated by
ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-X. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant
of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited
(Corporate Identity Number - U67120MH1992FTC068724), having its registered office at J.P. Morgan Tower, Off. C.S.T. Road, Kalina, Santacruz - East,
Mumbai — 400098, is a member of the National Stock Exchange of India Limited (SEBI Registration Number - INB 23067523 1/INF 230675231/INE
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230675231) and Bombay Stock Exchange Limited (SEBI Registration Number - INB 010675237/INF 010675237) and is regulated by Securities and
Exchange Board of India. Telephone: 91-22-6157 3000, Facsimile: 91-22-6157 3990 and Website: www.jpmipl.com. For non local research reports, this
material is not distributed in India by J.P. Morgan India Private Limited. Thailand: This material is issued and distributed in Thailand by JPMorgan
Securities (Thailand) Ltd., which is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and
Exchange Commission and its registered address is 3rd Floor, 20 North Sathorn Road, Silom, Bangrak, Bangkok 10500. Indonesia: PT J.P. Morgan
Securities Indonesia is a member of the Indonesia Stock Exchange and is regulated by the OJK a.k.a. BAPEPAM LK. Philippines: J.P. Morgan Securities
Philippines Inc. is a Trading Participant of the Philippine Stock Exchange and a member of the Securities Clearing Corporation of the Philippines and the
Securities Investor Protection Fund. It is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the
Comissao de Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo
Financiero is a member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange
Commission. Singapore: This material is issued and distributed in Singapore by or through J.P. Morgan Securities Singapore Private Limited (JPMSS)
[MCI (P) 199/03/2014 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. This
material is provided in Singapore only to accredited investors, expert investors and institutional investors, as defined in Section 4A of the Securities and
Futures Act, Cap. 289. Recipients of this document are to contact JPMSS or JPMCB Singapore in respect of any matters arising from, or in connection
with, the document. Japan: JPMorgan Securities Japan Co., Ltd. is regulated by the Financial Services Agency in Japan. Malaysia: This material is issued
and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a Participating Organization of Bursa Malaysia Berhad and a
holder of Capital Markets Services License issued by the Securities Commission in Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a
member of the Karachi Stock Exchange and regulated by the Securities and Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia
Ltd. is authorized by the Capital Market Authority of the Kingdom of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and
custody, with respect to securities business under licence number 35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad
Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi Arabia. Dubai: JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financial
Services Authority (DFSA) and its registered address is Dubai International Financial Centre - Building 3, Level 7, PO Box 506551, Dubai, UAE.

Country and Region Specific Disclosures

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by JPMS plc.
Investment research issued by JPMS plc has been prepared in accordance with JPMS plc's policies for managing conflicts of interest arising as a result of
publication and distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a policy. This
report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons
who are not relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be
engaged in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or equivalent) in
their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in Australia to "wholesale clients" only. This material does not take
into account the specific investment objectives, financial situation or particular needs of the recipient. The recipient of this material must not distribute it to
any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the term "wholesale client" has the
meaning given in section 761G of the Corporations Act 2001. Germany: This material is distributed in Germany by J.P. Morgan Securities plc, Frankfurt
Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are regulated by the Bundesanstalt fiir Finanzdienstleistungsaufsicht. Hong Kong: The
1% ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons
Licensed by or Registered with the Securities and Futures Commission. (For research published within the first ten days of the month, the disclosure may
be based on the month end data from two months prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider/market maker for derivative
warrants, callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx
website: http://www.hkex.com.hk. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and
that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be
receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the commission rate which was individually
agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments Firms: JPMorgan Securities Japan Co., Ltd.,
Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan,
Type 1I Financial Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have been edited or contributed to
from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul Branch. Singapore: JPMSS and/or its affiliates may have a holding in any of
the securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures
section above. Taiwan: This material is issued and distributed in Taiwan by J.P. Morgan Securities (Taiwan Limited). India: For private circulation only,
not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This material is issued and distributed by JPMSAL in New Zealand only to
persons whose principal business is the investment of money or who, in the course of and for the purposes of their business, habitually invest money.
JPMSAL does not issue or distribute this material to members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The
recipient of this material must not distribute it to any third party or outside New Zealand without the prior written consent of JPMSAL. Canada: The
information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell
securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of
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and any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded as professional clients as defined under the
DFSA rules. Brazil: Ombudsman J.P. Morgan: 0800-7700847 / ouvidoria.jp.morgan@jpmorgan.com.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co.
or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to
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