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Strong 1Q18 Results, "Accumulate"
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Consumer Sector-Apparel

Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
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1Q18 revenue beat expectations. Giordano International's ("Giordano" or the "Company") 1Q18 revenue increased by 13.4%
YoY to HK$1,457 million, better than expected. Excluding benefits from the depreciation of HKD, 1Q18 revenue grew by 7.9%
YoY on a constant currency basis. Growth momentum in mainland China continued in 1Q18 with e-business growing by 41.2%
YoY. Taiwan business recorded very strong YoY growth of 27.2% in 1Q18, mainly due to the execution of marketing programs
and high growth of e-business. Sales increase in the rest of Asia Pacific was mainly driven by store expansion in Indonesia and
the acquisition of Vietnam operations in July 2017. The Middle East market was challenging, with revenue declining 8.8% YoY,
mainly due to the implementation of value-added tax and new economic policies in the United Arab Emirates and Saudi Arabia.
In terms of channels, revenue from directly operated stores and wholesale channels increased YoY by 12.8% and 7.3%,
respectively. Revenue from e-commerce business surged by 44.6% YoY and accounted for 5.6% of total revenue, up from 4.4%
in 1Q17.

Overall GPM dropped by 0.5 ppt YoY to 58.1% in 1Q18, which was below expectations. GPM of retail channels dropped by
1.0 ppt YoY to 58.9%, while GPM of wholesale channels increased by 5.4 ppt YoY to 44.6%. GPM in mainland China dropped
by 1.4 ppt YoY to 50.0%, primarily due to higher revenue contribution from e-business and a late Chinese New Year, which lead
to a longer promotion period. GPM in Taiwan improved by 2.7 ppt YoY to 62.2% due to less clearance activities compared with
last year.

Table-1: Giordano's 1Q18 Revenue Analysis

HK$ mn 1Q17 1Q18 YoY Constant-currency YoY
Mainland China 315 378 20.0% 9.0%
Hong Kong and Macau 239 248 3.8% 3.8%
Taiwan 158 201 27.2% 19.5%
The rest of Asia Pacific 347 422 21.6% 15.0%
The Middle East 147 134 (8.8%) (8.8%)
Overseas franchisees 79 74 (6.3%) (6.3%)
Total revenue 1,285 1,457 13.4% 7.9%

Source: the Company, Guotai Junan International.

Figure-1: Giordano's Quarterly Revenue and YoY Figure-2: Giordano's Revenue - by Region
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Comparable store sales (CSS) and comparable store gross profit (CSGP) both recovered in 1Q18. The Company’s
overall CSS improved by 9.5% YoY in 1Q18, which was the highest growth rate in the past three years. CSS recorded positive
growth in all markets except for the Middle East. The strongest growth rate came from Taiwan, where CSS growth reached
19.6%. CSS in mainland China and Kong Kong grew YoY by 16.2% and 9.0%, respectively. Overall CSGP in 1Q18 also
increased by 8.7% YoY, mainly driven by improvement in mainland China, Taiwan and Hong Kong. During the first two quarters
of 2018, CSS and CSS growth continued to improve by 10.5% and 9.7%, respectively. We expect the improving trend in overall
store efficiency to continue in the remaining months of 2018.
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Table-2: Giordano’s Comparable Store Sales Growth (YoY)

2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18
Mainland China (1.7%) (5.7%) 3.1% 0.1% 8.6% 7.9% n.a. 16.2%
Hong Kong and Macau 1.4% 2.8% 1.4% 3.3% 10.1% 5.2% n.a. 9.0%
Taiwan (4.9%) (5.0%) (4.0%) (10.0%) (3.7%) 5.6% n.a. 19.6%
The rest of Asia Pacific 7.1% (0.7%) 8.1% 2.7% 11.4% (1.2%) n.a. 3.6%
The Middle East 7.1% (8.0%) 3.0% 6.1% 15.6% (7.3%) n.a. (7.3%)
South Korea (a joint venture) (3.8%) (8.0%) (5.0%) (5.0%) (7.19%) (10.2%) n.a. 0.5%
CSS Growth - Overall 1.8% (2.9%) 3.1% 0.5% 9.1% 2.3% 9.3% 9.5%
Source: the Company, Guotai Junan International.
Table-3: Giordano’s Comparable Store Gross Profit Growth (YoY)

2Q16 3016 4Q16 1Q17 2Q17 3Q17 4017 1Q18
Mainland China (3.4%) (6.2%) 6.5% 0.4% 11.4% 8.7% n.a. 15.1%
Hong Kong and Macau 3.1% 5.2% 8.8% 5.5% 10.1% 2.7% n.a. 8.3%
Taiwan (7.5%) (3.2%) (0.2%) (6.6%) 3.1% 8.5% n.a. 25.1%
The rest of Asia Pacific 4.7% (0.2%) 13.7% 4.4% 13.2% (1.5%) n.a. 4.1%
The Middle East 6.7% (7.2%) 3.5% 4.9% 14.5% (9.4%) n.a. (12.2%)
South Korea (a joint venture) (2.6%) (4.0%) 2.4% (4.3%) (2.5%) (8.3%) n.a. 4.9%
CSS Growth - Overall 1.0% (1.8%) 7.8% 2.2% 11.1% 1.5% 6.5% 8.7%

Source: the Company, Guotai Junan International.

More focus on wholesale channels. Total store count reached 2,414 as at 31 March 2018, which was flat to the end of last
year. The Company has been shifting its channel mix by increasing wholesale channels. As a result, the proportion of
franchised stores increased by 1.2 ppt YoY to 32.4% in 1Q18. The channel shift was mainly in mainland China, where the
proportion of franchised stores increased from 61.7% in 1Q17 to 65.3% in 1Q18. The management of the Company indicated
that the franchise model has lower risk and is more suitable for network expansion in different regions, as the local partners
have a better understanding of local markets and consumers. Therefore, Giordano will continue to increase the proportion of
wholesale channels over the next few years. The Company is also planning to develop new wholesale markets, including in
India and Pakistan.

Figure-3: Total No. of Stores of Giordano Figure-4: Giordano's Retail Stores - Region

2,420 100%
2,410 | 17.8%
2,400 F 80% 6
2,390
' 0 24380
2,380 60%
2,370 1 40% 6
2,360
2,350 20% 38305
2,340
2,330 0% L
0 N0 0 0 L0 0 0 0 A A A AW 4Q16 1Q17 2Q17 3Q17 4Q17 1Q18
> q,o Lo SN R S (1,0 o O G = Mainland China = Hong Kong and Macau
H Taiwan E Therestof Asia Pacific

® Total no. of stores

B The Middle East B QOverseas franchisees

23 May 2018

Giordano International =71 [E R (00709 HK)

Source: the Company, Guotai Junan International.

Source: the Company, Guotai Junan International.

- Company Report

See the last page for disclaimer

Page 3 of 7



O ERERIES

GUOTAI JUNAN SECURITIES Giordano International (00709 HK)

Revise up 2018-2020 net profit forecasts by 8.9%, 8.8% and 6.6% to HK$627 million, HK$686 million and HK$728
million, respectively, on higher revenue forecasts. 1Q18 revenue growth was very strong with solid improvement in CSS,
which gives us confidence in the Company’s business recovery for the full year of 2018. Therefore, we revise up 2018-2020
revenue forecasts by 2.2%, 2.3% and 1.9%, respectively. 1Q18 GPM was lower than expected due to fast growth in
e-commerce business. We slightly revise down 2018-2020 GPM forecasts by 0.2 ppt, 0.2 ppt and 0.2 ppt to 59.5%, 59.7% and
59.8%, respectively. We revise up 2018-2020 net margin forecasts by 0.7 ppt, 0.7 ppt and 0.5 ppt to 10.9%, 11.5% and 11.9%,
respectively.

Table-4: Key Assumptions and Adjustments

HKS mn OLD NEW CHANGE

2018F 2019F 2020F 2018F 2019F 2020F 2018F 2019F 2020F
Revenue 5,632 5,838 6,023 5,754 5,971 6,137 2.2% 2.3% 1.9%
Gross profit 3,362 3,495 3,615 3,426 3,564 3,671 1.9% 2.0% 1.6%
Operating profit 751 819 884 815 888 941 8.5% 8.5% 6.4%
Net profit 576 631 682 627 686 728 8.9% 8.8% 6.6%
Basic EPS (HK$) 0.367 0.402 0.434 0.399 0.437 0.463 8.9% 8.8% 6.6%
Gross margin 59.7% 59.9% 60.0% 59.5% 59.7% 59.8% (0.2) ppt  (0.2) ppt  (0.2) ppt
% SG&A of turnover 48.2% 47.6% 47.1% 47.2% 46.6% 46.2% (1.0) ppt  (1.1) ppt  (0.9) ppt
Operating margin 13.3% 14.0% 14.7% 14.2% 14.9% 15.3% 0.8 ppt 0.8 ppt 0.7 ppt
Net margin 10.2% 10.8% 11.3% 10.9% 11.5% 11.9% 0.7 ppt 0.7 ppt 0.5 ppt

Source: the Company, Guotai Junan International.

Raise TP to HK$5.60, but downgrade to "Accumulate". We have observed strong recovery of the Company’s business in
1Q18, which is expected to continue in the remaining months of 2018. The recovery will be driven by fast growing e-business
and wholesale channels, mainly in mainland China, Taiwan and the rest of Asia Pacific. Besides, the Company's high dividend
payout ratio leads to very attractive dividend yield. We raise TP from HK$5.10 to HK$5.60 to reflect adjustment in earnings
forecasts. The new TP represents 14.0x, 12.8x and 12.1x 2018, 2019 and 2020 PER, respectively. The Company's stock price
has already partially reflected the better outlook and our new TP only represents 11.3% upside potential. Therefore we
downgrade our rating from "Buy" to "Accumulate”.

Risks: 1) lower growth in global apparel industries, 2) competition from other brands, and 3) unexpected fluctuations in
exchange rate between RMB, HKD, and other currencies.

Figure-5: Giordano’s P/E Ratio (Next 4 Quarters) Figure-6: Giordano’s PB Ratio (Current Annual)
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Table-5: Peers Comparison Table

Market EV/ Gross Operating
Company Last Cap PE(x) PB(x) ROE(%) D/Y(%) EBITDA(x) Margin(%) Margin(%)
Stock Code Currency price HKD mn 17A  18F 19F 20F 17A 18F 19F 20F 18F 18F 18F 18F 18F
Apparel ©
Giordano Intl 709 HK HKD 5.03 7,912 158 126 115 109 27 27 27 26 21.4 8.0 6.6 59.5 14.2 5‘
H&M* HMB SS SEK 144.54 214,013 148 16,5 16.0 15.5 40 40 40 39 24.7 6.2 8.8 53.5 9.1 (;
Inditex* ITX SM EUR 27.09 776,953 26.7 25.0 238 214 66 6.2 56 52 25.7 2.6 15.8 56.3 17.0 §
Fast Retailing* 6288 HK HKD 33.60 356,407 409 352 30.7 275 6.7 58 50 44 17.7 0.8 17.0 49.0 10.9 &’
China Lilang 1234 HK HKD 10.98 13,143 188 145 126 10.8 35 31 29 26 23.1 5.0 10.5 41.3 26.4
Trinity 891 HK HKD 0.78 2,805 n.a. na. na. na. 0.6 na. na. na. n.a. n.a. n.a. n.a. n.a.
Bosideng 3998 HK HKD 0.82 8,760 168 n.a. na. na. 0.8 na. na. na n.a. n.a. n.a. na. n.a.
La Chapelle 6116 HK HKD 9.05 10,447 80 72 65 na na. 09 09 na. 133 8.4 n.a. 62.2 8.3
Cosmo Lady 2298 HK HKD 4.46 9,549 25.0 18.8 148 127 24 20 18 15 11.0 1.8 10.0 43.9 10.1
Koradior 3709 HK HKD 9.31 4,528 155 n.a. na. na 3.5 na. na. na. n.a. n.a. n.a. n.a. n.a.
1.T* 999 HK HKD 4.74 5,668 182 125 111 9.2 19 17 16 14 13.7 3.7 4.9 62.3 8.9
Esprit* 330 HK HKD 2.69 5,077 89.7 n.a. 289 145 05 05 05 05 “4.7) 0.7 n.a. 51.9 (2.2)
Simple Average 20.1 178 173 153 30 30 28 28 16.2 4.1 10.5 53.3 114
Weighted Average 281 259 240 218 61 56 51 47 23.1 2.8 14.8 53.8 141
Sportswear
Anta 2020 HK HKD 45.60 122,426 338 26.8 222 184 74 64 57 49 255 2.7 17.6 50.5 235
361 Degrees 1361 HK HKD 2.54 5,252 10.0 8.1 7.4 7.3 08 0.7 07 0.7 8.6 4.8 3.2 41.8 17.8
Xtep 1368 HK HKD 4.91 10,973 226 147 131 119 17 16 15 15 11.5 3.9 6.4 44.0 16.7
Li Ning 2331 HK HKD 9.15 19,984 369 253 194 16.0 32 30 27 24 13.1 0.7 12.8 48.0 7.3
China Dongxiang 3818 HK HKD 1.41 8,299 8.4 8.3 8.1 8.7 07 07 06 06 8.1 7.3 7.1 56.5 63.9
Simple Average 223 16.6 14.0 125 28 25 22 20 13.4 3.9 9.4 48.2 258
Weighted Average 314 243 201 16.8 6.0 52 46 4.0 21.7 2.8 15.3 49.8 22.9
Source: Bloomberg, Guotai Junan International.
* The fipancia! year end date of Esprit (330 HK), H&M (HMB SS), Inditex (ITX SM), Fast Retailing (6288 HK) gnd I.T. (999 HK) is not 31st December. For easier c
comparison with peers, “17A” means “FY18A” and “18F” means FY19F and so on for the aforementioned companies. T
Note: Esprit (00330 HK) is excluded in the calculation of 17A and 18F PER. 2
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (HK$ m) 2016A 2017A 2018F 2019F 2020F Year end 31 Dec (HK$ m) 2016A 2017A 2018F 2019F 2020F
Total Revenue 5,145 5412 5754 5971 6,137 Property, Plant and Equipment 221 234 225 214 205
Cost of Sales (2.090) (2191) (2328) (2407) (2,466) Goodwill 546 546 546 546 546
Gross Profit 3,055 3,221 3426 3,564 3,671 Interest in Joint ventures 480 563 580 597 615
Leasehold Land and Rental
Other Income 85 112 103 105 107 Prepayments 192 147 138 131 123
Distribution Expense (2,299) (2,390) (2,466) (2,538) (2,599) Other Non-current Assets 240 258 234 236 238
Administrative Expense (273) (254) (248) (243) (239) Total Non-current Assets 1,679 1,748 1,723 1,724 1,727
Operating Profit 568 689 815 888 941
Inventories 447 524 498 508 518
Finance Expenses (1) 4) 4) 4) (5) Leasehold Land and Rental
Profit of Jointly Controlled Companies 43 59 65 70 74 Prepayments 51 58 58 60 58
Profit Before Tax 610 744 875 954 1,009 Trade and Other Receivables 544 527 538 549 859
Income Tax (122) (175) (175) (191) (202) Deposits with Maturities > 3 months 237 237 273 300 315
Profit After Tax 488 569 700 763 808 Cash & Cash Equivalents 1,156 1,228 1,294 1,328 1,109
Non-controlling Interest (54) (69) (73) (77) (80) Total Current Assets 2,435 2,574 2,661 2,745 2,859
Shareholders' Profit/ Loss 434 500 627 686 728
Basic EPS 0276 0318 0399 0437 0463 Total Assets 4114 4322 4383 4,469 4,585
YoY 1.9% 15.2% 25.5% 9.5% 6%
Trade and Other Payables 538 484 506 525 546
Put Option Liabilities 102 121 115 13 110
Cash Flow Statement Bank Loans 298 298 253 215 194
Year end 31 Dec (HK$ m) 2016A 2017A 2018F 2019F 2020F Taxation 87 145 154 161 168
Profit Before Taxation 610 744 875 954 1,009 Total Current Liabilities 1,025 1,048 1,028 1,015 1,018
D&A 185 172 199 209 220
Other Adjustments (62) 24 ®) (4) 0) Put Option Liabilities 19 6 6 6 6
Changes in Working Capital 0 (114) 37 @ (300) Deferred Tax Liabilities 103 127 121 116 12
Interest Paid 0] 4 4 4 5 Total Non-current Liabilities 122 133 127 122 118
Income Tax Paid (114) (94) (175) (190) (200)
Cash from Operating Activities 618 736 933 972 730 Total Liabilities 1,147 1,181 1,154 1137 1,136
Purchase of PP&E (104) (130) (115) (119) (123) Share Capital . . . n n
Increase in Leasehold Land and Rental Reserves 2470 2,528 2,521 2,522 2,528
Prepayments (59) (49) (63) (72) (74) Proposed Dividends 236 314 330 361 393
Other Investing Activities (50) 0 (54) (45) (33) Total Shareholders' Equity 2,785 2,921 2,936 2,963 2,999
Cash from Investing Activities (213) (178) (232) (236) (229) Minority Interest 182 220 293 370 450
Total Equity 2,967 3141 3,229 3,333 3,449
Dividends Paid (424) (471) (612) (660) (691)
Other Financing Activities 247 (42) (17) (38) (22)
Cash from Financing Activities (177) (513) (629) (698) (713) Financial Ratios
2016A 2017A 2018F 2019F 2020F
Net Changes in Cash 228 45 7 39 (212) Gross Margin (%) 59.4 59.5 59.5 59.7 59.8
Cash at Beg of Year 939 1,156 1,228 1,294 1,328 Operating Margin (%) 1.0 127 142 149 153
Foreign Exchange Effect (11) 27 (6) (5) W) Net Margin (%) 84 92 10.9 15 1.9
Cash at End of Year 1,156 1,228 1,294 1,328 1,109 ROE (%) 156 17.5 214 233 244
ROA (%) 10.9 1.9 144 155 16.1
ROCE (%) 32.7 394 478 55.6 56.3
Payout Ratio (%) 99.5 109.8 100.2 100.7 99.3
Inventory Days 819 80.9 80.1 76.2 76.0
A/C Receivable Days 385 36.1 33.8 332 419
A/C Payable Days 95.8 85.1 776 782 79.3
Overall turnover cycle 246 319 36.3 313 385
Net Gearing (%) Net cash Net cash Net cash Net cash Net cash
Current Ratio (x) 24 25 26 27 28

Source: the Company, Guotai Junan International.

23 May 2018

(00709 HK)

X
&
©
c
2
©
£
Q
2
£
o
c
[
o
2
0
O

- Company Report

See the last page for disclaimer

Page 6 of 7



O ERERIES

GUOTAI JUNAN SECURITIES Giordano International (00709 HK)

Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition -
Buy SEN Relative Performance>15%; §
or the fundamental outlook of the company or sector is favorable. >
Accumulate 1S Relative Performance is 5% to 15%; g
or the fundamental outlook of the company or sector is favorable. o
Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.
Reduce YadE Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.
Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months
Rating Definition
Outperform MR Relative Performance>5%;
or the fundamental outlook of the sector is favorable.
Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform B AT Relative Performance<-5%;
Or the fundamental outlook of the sector is unfavorable.
DISCLOSURE OF INTERESTS %
(0]
(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report. R
(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report. 8

(3) Except for GREENLAND BROAD (01253 HK),KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT
(02886 HK),GFI MSCI A | (03156 HK),CAM SCSMALLCAP (03157 HK),ZHENRO PPT (06158 HK),LINK HOLDINGS (08237
HK),GFI MSCI A I-R (CNY) (83156 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market
capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research
Report within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this
Research Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this
Research Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group
companies.
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DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by
sales persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may
differ or be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan
does not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some
forward-looking estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently
unpredictable and mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives
and its related risks, and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use 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 Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2018 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793
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