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Summary. We attended the 2018 Winter Trade Fair organized by China
Lilang and were impressed by its new products. The LILANZ brand is now
shifting its focus to younger customers. Therefore, it will adapt its
promotional campaign and distribution channels. It will open more stores in
shopping malls and strengthen its e-commerce program in 2H 2018. We
believe the Company is on track for its 200 POS net addition target, as well
as sustaining growth momentum. Based on Bloomberg consensus, China
Lilang is trading at 12.8x 2018E PER, with a 5.25% dividend yield. Given the
recent rally in other mainland China-based apparel names, we believe the
stock is worth a revisit.

The Company. Established in 1987, China Lilang is one of the leading
menswear brands in mainland China. Lilang designs, manufactures and
sells business and casual men’s apparel under the “LILANZ” brand, which
targets mainly men in Tier 3 and 4 cities. As at 31 Dec 2017, the Company
had 2,410 stores in China, which were operated by 72 distributors and 898
sub-distributors.

We Were Impressed with the 2018 Winter Trade Fair. We attended
Lilang’s 2018 Winter trade fair in May. The new product series launched by
the LILANZ core brand continues to be the brainchild of its design team,
which consists of foreign designers with experience in major global male
apparel brands. However, local designers are more capable of localizing and
executing the design ideas generated by the foreign designers, resulting in
products that match the needs of local consumers, especially in Tier 3 and 4
cities (Figure 1).

In the meantime, the Company’s new products continue to maintain the
Company’s core strategy of “improving product quality without raising the
price”. Specifically, we note that some of the key new products use imported
fabrics, but the prices are similar to or even lower than those of its major
competitors. Management believes young consumers now emphasize value-
for-money more rather than solely brand recognition and brand loyalty.

Transformation to a Younger Brand; Less Reliance on Celebrities.
From our observation and discussion with distributors, Lilang’s major
product series have incorporated more fashionable elements, and they
target mainly young adults from 25 to 35. The Company believes the
majority of consumption power rests in the “post-80s” and “post-90s” groups,
i.e., those aged between 20 and 40. The smart casual collection, launched
in 2016, is also an attempt to target younger customers. For advertising and
promotion, instead of relying on celebrity endorsements, Lilang is now using
more channels, such as promotions on railways and Weixin.

Adaptive Channel Management; Net Addition of 200 POS Unchanged.
As a result of targeting younger customers, the focus of Lilang’s channel
expansion has also shifted to shopping malls. The Company reiterated its
2018 target of a net addition of 200 POS (including both the core brand and
smart casual series) . At the same time, to adapt to the new dynamic retail
environment in China, Lilang will soon launch a “new retail” business model.
That means e-commerce will be the focus of the Company, and it aims to
sell more smart casual products, which requires less fitting in general.
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Market Cap: US$1,580m; Free Float: 31.1%

RMB FY16 FY17 FY18E FY19E
Revenue (m) 2,412 2,441 2,972 3,499
COGS (m) (1,416) (1,427) (1,744) (2,051)
Gross profit (m) 996 1,014 1,228 1,448
Gross margin (%) 41.3 41.5 41.3 41.4
EBIT (m) 663 669 740 895
Net profit (m) 540 611 751 862
Net margin (%) 22.4 25.0 25.3 24.6
EPS 0.45 0.51 0.65 0.75
ROE (%) 18.23 19.86 23.10 24.33
Dividend yield (%) 2.8 3.02 5.25 591
PER (x) 20.2 17.0 12.8 11.1
PBR (x) 36 33 2.9 27

Source: Bloomberg

Distributors Are Satisfied with The Company’s New Strategy. We
also held discussions with Lilang distributors. Lilang underwent
channel reforms few years ago, in which primary distributors were
encouraged to set up more self-operated stores. The feedback from
several leading distributors so far is positive, and self-operated stores
set up by these distributors turned more profitable under the reforms
introduced by the Company. The distributors also commented that
Lilang’s strategy of “improving product quality without raising the
price” has worked, allowing it to outperform similar brands in terms of
number of POS and store efficiency.

Valuation. Based on Bloomberg consensus. Lilang is trading at <13x
2018E PER, while the EPS CAGR between 2017 to 2019E is
expected to be 21%. The Company also has net cash of RMB2bn. It
has a long history of paying generous special dividends and is likely
to offer a dividend yield of >5.3% for 2018E.

We believe there are two factors worth monitoring: (1) there may be
further upside if the trade fair orders for Winter 2018 continue to
record strong growth; and (2) the valuation of Lilang is still behind
that of its peers. Given the recent rally in other mainland China-based
apparel names, we believe the stock is worth a revisit.
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Risks: (1) Weaker-than-expected trade fair orders for Winter 2018; (2) lower-than-expected GPM due to new product launch; (3) slower-than-

expected store expansion; and (4) higher-than-expected advertising and promotion expenses.

Figure 1: Selected 2018 Winter Products Offered by LILANZ

Source: Company

Figure 2: LILANZ Store Selling Smart Casual Series in Jinjiang, Fujian

Source: CGIS Research
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Figure 3: Store Locations and Breakdown

FY2016
FY2015 (Excluding L2) FY2017
Northern China 285 238 245
North Eastern China 302 245 221
Eastern China 805 615 639
Central and Southern China 726 569 600
South Western China 588 503 470
North Western China 279 230 235
Total 2,985 2,400 2,410

Sources: Company, CGIS Research

Figure 4: Revenue by Region and Breakdown for 2017 (Unit: RMB million)

Sources: Company
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Figure 5: Trade Fair Orders Performance
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Figure 6: Forward PER (Based on Bloomberg Consensus)
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Figure 7: Peer Comparison

Company Ticker Trading  Price Mkt Cap Div Yleld(%)

Currency US$m FY0 FY1 FY1
Menswear Peers

China Lilang Ltd 1234 HK HKD 10.36 1,580 16.61 1297 1130 | 321 2.94 270 [ 1986 2310 2433 2.99 5.16 5.81
Heilan Home Co Ltd -A 600398 CH RMB 13.40 9,427 1753 1638 1474 | 4.89 3.25 292 | 2952 2987  28.89 3.58 5.99 6.72
Youngor Group Co-A 600177 CH RMB 8.43 4,727 - 16.21  13.38 1.22 1.21 114 | -1.90 7.60 8.70 474 2.14 261
Joeone Co Ltd -A 601566 CH RMB 17.04 1,533 18.41 1711 14.92 1.85 1.88 178 | 1064 1138 1280 5.87 5.81 6.57

Fujian Septw olves Industry-A 002029 CH RMB 9.28 1,098 2114 1941 16.69 1.29 1.22 1.15 5.95 6.56 723 1.08 1.19 1.40
Baoxiniao Holding Co Ltd-A 002154 CH RVB 3.27 647 86.97  76.05  46.71 1.64 1.64 1.58 1.91 2.79 4.31 0.31 0.61 1.07
Simple Average 3213 2636 19.62 | 235 2.02 188 | 1099 1355 14.38 3.09 348 4.03

Apparel Peers Listed in Hong Kong

Jnby Design Ltd 3306 HKEQU  HKD 19.48 1,287 2232 1834 1501 6.54 5.67 505 | 4292 3199 3487 1.27 3.57 473
Shanghai La Chapelle Fashi-H6116 HKEQU ~ HKD 9.05 1,281 747 722 6.52 1.05 0.92 086 | 1584 1330 1370 7.34 8.42 9.23
Bosideng Intl Hdgs Ltd 3998 HKEQU  HKD 0.80 1,089 16.60 - - 0.74 - - 4.84 - - 2.50 - -
Giordano International Ltd 709 HKEQUI  HKD 5.03 1,008 1580 1397 1300 | 270 2.85 284 [ 1753 2059 2219 6.96 722 7.81
1T Ltd 999 HKEQUI  HKD 478 728 1747 1265 1119 1.87 1.7 157 | 1131 1370 1512 273 3.66 3.56
Esprit Holdings Ltd 330 HKEQUN ~ HKD 2.76 664 - - 2968 | 049 0.51 0.51 -864  -4.66 1.05 - 0.72 1.23
Koradior Holdings Ltd 3709 HKEQU  HKD 9.40 582 14.79 - - 3.41 - - 25.39 - - 2.66 - -
Trinity Ltd 891 HKEQUN  HKD 0.78 357 - - - 0.63 - - -24.99 - - - - -
Bauhaus Intl Holdings Ltd 483 HKEQUN ~ HKD 1.82 85 8.71 - - 0.91 - - 10.78 - - 412 - -
Simple Average 1469 13.05 15.08 | 2.04 233 216 | 1055 1499 17.39 3.94 4.72 5.31

Apparel Peers Listed in A-share
Zhejiang Semir Garment Co-A 002563 CH RVB 11.80 4,969 2612 2027 1710 3.04 292 2.68 1160 1453  16.10 212 2.61 5.97
Ningbo Peacebird Fashion C-A 603877 CH RVB 33.89 2,552 3494 2442 18.72 485 4.28 370 1717 1844  20.84 2.07 2.54 313

Lancy Co Ltd-A 002612 CH RMB 13.61 852 2659 2053 1832 1.98 1.88 1.73 8.07 8.37 8.68 1.10 1.10 1.25
Shenzhen Huijie Group Co L-A 002763 CH RMB 1291 786 21.80 - - 2.69 - - 12.69 - - 2.32 - -
Simple Average 27111 2174 18.05 | 3.4 3.03 270 [ 1238 13.78 1521 1.90 2.08 345

Sources: Bloomberg, CGIS Research
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy
International.

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst 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 and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved
No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.
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