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I Hong Kong
ADD (no change)

Consensus ratings*:  Buy 22 Hold 12 Sell 0

Current price: HK$19.86

Target price: A HK$22.10

Previous target: HK$17.40

Up/downside: 11.3%

CGI / Consensus: N/A

Reuters:

Bloomberg: 2331 HK

Market cap: US$5,838m
HK$45,813m

Average daily turnover: US$32.33m

HK$258.0m

Current shares o/s: 2,423m

Free float: 85.1%

*Source: Bloomberg

Key changes in this note

» FY19E EPS increased by 17%.

» FY20E EPS increased by 16%.

» FY21E EPS increased by 17%.
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Price performance M 3M 12M
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Major shareholders % held
VIVA CHINA HOLDINGS LIMITED 14.9

Analysts

Tony Li
T (852) 3698 6392
E tonyli@chinastock.com.hk

Wong Chi Man
T (852) 3698 6317
E cmwong@chinastock.com.hk

Li Ning Company
OPM improvement to continue boost profit growth

m LNC'’s net profit in 1H19 was a strong beat, as it was up 197% YoY to RMB795m.

m The core business continued to show signs of strong recovery, as OPM expanded by
4.63 ppt to 10.8% in 1H19 on a reporting basis.

m After lifting FY19E-FY21E EPS by 16-17% per annum, we now expect LNC to deliver
a CAGR of 32% for net profit in FY2018-2022E.

m Reiterate ADD with a new TP of HK$22.1 based on 30.0x 2020E PER.

Impressive recurring net profit driven by large improvement in OPM
Driven by overall SSSG in the mid-teens and a net increase of 396 stores (+5.7% YoY),
LNC'’s revenue was up 33% YoY to RMB6,255m in 1H19. While there was a slight
improvement of 1.0 ppt YoY in GPM to 49.7%, the OPM increased even more by 4.63 ppt
YoY to 10.8% for the same period, thanks to strong operating leverage and effective cost
control. Net profit increased by 197.2% YoY to RMB795m despite a one-off gain of
RMB270m. If recurring operating profit is considered (+144% YoY), we view the 2019
interim results a strong beat, as both sales and profit show strong signs of recovery.

Strong products and operational changes to drive further recovery
We believe the core reason for the rapid revenue growth was the strong product pipeline,
especially in product categories like basketball and casual sports. The product
innovations driven by employees have proved successful, resulting in the creation of the
popular sub-brand “China Li Ning” and strong retail sell-through (+22% YoY in 1H19) for
the whole company. Because of the elevated product portfolio and brand image,
distributors under the wholesale model are getting more profitable, and LNC has started
transferring self-operated stores to distributors (<200 stores in 1H19) to optimize profits.
Certain measures have also been taken, such as enhancing the wholesale delivery
discount and increasing the manufacturer's suggested retail price (MSRP). As a result,
the wholesale segment contributed most to LNC’s GPM expansion in 1H19.

Upbeat guidance likely achievable for FY2019E

Apart from the strong results, we believe LNC’s upbeat but reasonable guidance was a
key positive signal during the analysts briefing. Management estimates that for FY2019E,
revenue growth could be in the low to mid-twenties (previous guidance: high teens), while
recurring NPM may achieve 8.5-9.0%. This implies that net profit for FY2019E will
increase by at least 50% YoY (excluding one-off items). Our latest estimate suggested
FY2019E revenue may increase by 27% YoY to RMB13,305m Thanks to continued
improvement in margins, we now estimate LNC’s EBT margin could reach 12.8%/14.5%
in FY20E/21E, still below the level of its leading peers (e.g. Anta: >20%)

Reiterate ADD as a strong, domestic recovery play

We believe LNC remains a long-term recovery story, as we expect strength in both top-
line growth and margin improvement in FY2019-21E. Our current estimate implies LNC
could deliver a CAGR of 32% for its net profit in FY2018—-2022E, assuming that OPM will
expand 1.8—-3ppt each year. Reiterate ADD. We revise our TP up to HK$22.1, based on
30x 2020E PER (previous: 27x), which is 1.1 s.d. above the 3-year average of forward
PER, based on Bloomberg consensus. Key downside risks to our call include: (1)
weaker-than-expected sales, especially in Q4 2019; (2) weaker-than-expected GPM due
to competition in China, and (3) higher-than-expected SG&A costs, especially advertising
and promotion, as LNC’s spokesperson Dwyane Wade retires.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue (Rmbm) 8,874 10,511 13,305 15,853 18,653
Operating EBITDA (Rmbm) 809 1,187 1,889 2,556 3,328
Net Profit (Rmbm) 515 715 1,371 1,617 2,168
Normalised EPS (Rmb) 0.22 0.30 0.57 0.66 0.88
Normalised EPS Growth 91.1% 33.1% 90.1% 16.8% 32.8%
FD Normalised P/E (x) 80.13 60.19 31.65 27.11 20.42
DPS (Rmb) 0.00 0.09 0.17 0.20 0.26
Dividend Yield 0.00% 0.49% 0.94% 1.10% 1.46%
EV/EBITDA (X) 47.09 32.59 20.08 14.63 10.82
P/FCFE (x) 66.95 36.21 33.92 30.78 18.89
Net Gearing (49.2%) (62.6%) (66.9%) (68.9%) (75.5%)
P/BV (x) 8.46 7.42 6.25 5.38 451
ROE 11.4% 13.1% 21.4% 21.3% 24.0%
% Change In Normalised EPS Estimates 16.5% 15.9% 17.3%
Normalised EPS/consensus EPS (x) 1.16 1.15 1.22
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1H19 results review

Figure 1: 1H19 results review
Unit: RMB'000

Revenue

Cost of sales

Gross profit

Distribution expenses
Administrative expenses

Reversal of impairment losses on
financial assets — net

Other income and other gains — net
Operating profit

Finance income

Finance expenses

Share of profit of investments accounted
for using the equity method

Profit before income tax
Income tax expenses
Net profit after tax

Profit attributable to:
— Shareholders of the Company
— Non-controlling interests

EPS (RMB)
DPS (RMB)

GPM
OPM
NPM

1H 2018 1H 2019 YoY
4,712,773 6,254,730  32.7%
(2,418,906)  (3,146,772) 30.1%
2,293,867 3,107,958  35.5%
(1,735,145)  (2,023,392) 16.6%
(297,106) (450,913) 51.8%
1,062 103 -90.3%
31,121 44306  42.4%
292,737 678,062 131.6%
8,546 18,202  113.0%
(7,050) (26,441) 275.0%
32,128 310,479  866.4%
326,361 980,302  200.4%
(58,854) (185,303) 214.9%
267,507 794,999  197.2%
267,507 794,999  197.2%
0.11 0.33 196.2%

- - NA
48.7% 49.7% 1.02 ppt
6.2% 10.8% 4.63 ppt
5.7% 12.7% 7.03 ppt

Owerall SSSG for LN Brand: mid-teens

Mainly improved by better wholesale GPM (+2.0 ppt)

Included one-off goodwill impairment of RMB36.4m

Shared the one-off gain of RMB270m in relation to
the expropriation of a piece of land parcel held by
Double Happiness by the government

11.4% if excluding one-off items

Note

Figure 2: SSSG by quarter — LN core brand only
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Figure 3: Revenue mix of LNC —wholesale’s growth was higher  Figure 4: Company inventory —improving mix
in 1H19
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Figure 5: Sell-through mix (all channels) Figure 6: Number of POS —for Li Ning core brand in China only
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Figure 7: Forward PER of LNC (based on market consensus)
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Normalised P/E vs FD

7 23% 20 Normalised EPS Growth 99%
6 { 20% 28 90%
o 26 81%
5 17% 24 72%
y 22 63%
4 14% 20 / 54%
3 119 18 45%
pr ° 16 36%
P W/ 8% 14 27%
12 18%
1+ T T T T T + 5% 10 + T T T T T + 9%

Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F

@ Rolling P/BV (x) (Ihs) ROE (rhs) e 1 2-mth Fwd Rolling FD Normalised P/E (x) (lhs)

Diluted Normalised EPS Growth (rhs)

Profit & Loss

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Net Revenues 8,874 10,511 13,305 15,853 18,653
Gross Profit 4,176 5,053 6,540 7,790 9,168
Operating EBITDA 809 1,187 1,889 2,556 3,328
Depreciation And Amortisation (363) (410) (506) (594) (691)
Operating EBIT 446 777 1,383 1,961 2,637
Financial Income/(Expense) 18 10 (12) (11) 4)
Pretax Income/(Loss) from Assoc. 74 64 342 70 77
Non-Operating Income/(Expense) 0 0 0 0 0
Profit Before Tax (pre-El) 538 850 1,714 2,021 2,710
Exceptional ltems

Pre-tax Profit 538 850 1,714 2,021 2,710
Taxation (22) (135) (343) (404) (542)
Exceptional Income - post-tax

Profit After Tax 515 715 1,371 1,617 2,168

Minority Interests

Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax
Preference Dividends (Australia)

Net Profit 515 715 1,371 1,617 2,168
Normalised Net Profit 515 715 1,371 1,617 2,168
Fully Diluted Normalised Profit 515 715 1,371 1,617 2,168
Cash Flow

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
EBITDA 809 1,187 1,889 2,556 3,328
Cash Flow from Invt. & Assoc.

Change In Working Capital 351 444 207 (149) 166
(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense 29 99 (78) (39) 43)
Other Operating Cashflow 22 (36) (52) 12 (28)
Net Interest (Paid)/Received (26) (14) (43) (43) (43)
Tax Paid 27) 9) (343) (404) (542)
Cashflow From Operations 1,159 1,672 1,580 1,931 2,838
Capex (428) (641) (597) (597) (597)

Disposals Of FAs/subsidiaries
Acq. Of Subsidiaries/investments

Other Investing Cashflow 85 158 296 89 102
Cash Flow From Investing (343) (483) (301) (507) (495)
Debt Raised/(repaid) (200) 0 0 0 0
Proceeds From Issue Of Shares 17 51 0 0 0
Shares Repurchased

Dividends Paid 0 0 0 0 0
Preferred Dividends

Other Financing Cashflow (50) (117) (255) (455) (528)
Cash Flow From Financing (232) (66) (255) (455) (528)
Total Cash Generated 584 1,123 1,024 969 1,814
Free Cashflow To Equity 617 1,189 1,279 1,424 2,343

Free Cashflow To Firm 842 1,203 1,323 1,467 2,386
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BY THE NUMBERS... cont’'d

Balance Sheet
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Cash And Equivalents 2,529 3,672 4,696 5,665 7,479
Total Debtors 1,478 1,475 1,783 2,210 2,521
Inventories 1,103 1,240 1,728 1,809 2,351
Total Other Current Assets 1 0 0 0 0
Total Current Assets 5,110 6,386 8,207 9,684 12,352
Fixed Assets 838 830 967 1,017 969
Total Investments 689 728 794 807 822
Intangible Assets 258 234 186 137 89
Total Other Non-Current Assets 426 549 918 1,028 1,274
Total Non-current Assets 2,211 2,341 2,865 2,990 3,154
Short-term Debt 33 29 29 29 29
Current Portion of Long-Term Debt 0 0 0 0 0
Total Creditors 2,074 2,516 3,441 3,761 4,739
Other Current Liabilities 20 232 439 500 637
Total Current Liabilities 2,128 2,777 3,909 4,290 5,404
Total Long-term Debt 0 0 0 0 0
Hybrid Debt - Debt Component 0 0 0 0 0
Total Other Non-Current Liabilities 102 96 96 96 96
Total Non-current Liabilities 102 96 96 96 96
Total Provisions 18 35 88 104 139
Total Liabilities 2,248 2,908 4,093 4,490 5,639
Shareholders' Equity 5,071 5,817 6,976 8,181 9,865
Minority Interests 3 3 3 3 3
Total Equity 5,074 5,820 6,979 8,184 9,867
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue Growth 10.7% 18.4% 26.6% 19.1% 17.7%
Operating EBITDA Growth 17.4% 46.7% 59.2% 35.3% 30.2%
Operating EBITDA Margin 9.1% 11.3% 14.2% 16.1% 17.8%
Net Cash Per Share (Rmb) 1.04 1.51 1.91 2.29 3.00
BVPS (Rmb) 2.11 2.41 2.86 3.32 3.97
Gross Interest Cover 17.45 56.05 31.87 45.20 60.76
Effective Tax Rate 4.2% 15.9% 20.0% 20.0% 20.0%
Net Dividend Payout Ratio NA 29.7% 30.1% 30.1% 29.8%
Accounts Receivables Days 51.59 35.89 29.30 30.67 30.91
Inventory Days 80.34 78.32 80.06 80.28 80.06
Accounts Payables Days 85.18 76.18 76.18 76.39 76.18
ROIC (%) 21% 39% 88% 115% 136%
ROCE (%) 10.0% 14.5% 21.8% 25.9% 29.2%
Return On Awerage Assets 7.1% 8.8% 14.0% 13.7% 15.4%
Key Drivers

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
ASP (% chg, main prod./serv.) N/A N/A N/A N/A N/A
Unit sales grth (%, main prod./serv.) N/A N/A N/A N/A N/A
No. of POS (main prod/serv) 6,262 6,344 6,544 6,744 6,894
SSS grth (%, main prod/serv) N/A N/A N/A N/A N/A
ASP (% chg, 2ndary prod./serv.) N/A N/A N/A N/A N/A
Unit sales grth (%,2ndary prod/serv) N/A N/A N/A N/A N/A
No. of POS (2ndary prod/senv) 173 793 1,143 1,343 1,493
SSS grth (%, 2ndary prrod/serv) N/A N/A N/A N/A N/A
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