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Financial Table

2013 2014 2015 2016
Revenue (Rmbm) 1,522 1,584 2,598 3,390
YoY (%) - 41 64.0 30.5
Net income (Rmbm) - 38 - 60 23 87
YoY (%) - -58.4 137.8 283.0
Diluted EPS (Rmb) -3.31 -5.31 -0.08 1.59
YoY (%) - -60.4 98.5 2087.5
ROE (%) - - - 6.2
Dividend yield (%) - - 0.0 0.0
Free cash flow/shr (Rmb) -0.60 -2.94 -1.29 -1.25
PE (x) - - - 52.7
PB (x) - - 2.2 2.6
EV/Ebitda - - 59.6 25.7
Debt/equity 0.0 3.5 2.5 7.3

Source: SWS Research, Bloomberg

Please visit us at www.swsresearch.com.hk, or find SWS Research on your Bloomberg terminal at SWSE <GO>, on Thomson Reuters, FactSet and S&P Capital 1Q
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Marketplace marketer

Online brand marketing services provider Baozun helps firms market and sell products
online and integrate their online and offline strategies. The firm’s service offerings range
from store operations to warehousing, from digital marketing on search and social media
platforms to site content management, while the company generates income from a
combination of services fees, consignment and distribution models. Baozun counts 136
brand partners as of 1Q17, and was the largest brand e-commerce services provider in
China in 2015, with a c.22% market share according to iResearch.

Up-and-coming brand. The domestic brand e-commerce market will expand at a 43% Cagr
from 15-17E, according to iResearch forecasts, surpassing a c.30% Cagr in e-commerce retail
gross merchandise value (GMV). Baozun recorded 67% YoY growth in GMV in 2016, 24ppts
faster than industry growth, and 37ppts above growth in the e-commerce market as a whole.
The company targets adding c.20 new brand partners each year and guides 50%-plus GMV
growth in 2017.

Shoulders of giants. Alibaba (BABA:US — Outperform) is Baozun’s largest shareholder with
a 16.5% stake at end-2016 and 9.5% of the voting power. Baozun was ranked as one of only
two six-star (highest-ranked) service providers on Alibaba platform Tmall in 2H16.

Data advantages. Baozun provides brands with end-to end solutions. Traditional data from
Tmall, JD, Amazon, offline and WeChat are separated due to competition, while Baozun’s
omni-channel approach gives the company incomparable advantage in looking at data from
all channels and optimizing results-oriented operation and sales.

Transformational story. Baozun is shifting its strategic focus from a distribution model to
non-distribution model. Its non-distribution model consists of a services fee model as well
as a consignment model. Besides traditional services like IT solutions, e-store operation,
digital marketing and customer services, the consignment model includes warehousing
fulfilment, while the distribution model takes ownership of inventory (which could be
returned or exchanged with the brands). The distribution model contributed 64% of the
firm’s gross revenue in 2016, down from c.75% in 2014-15, while in terms of GMV
contribution, it decreased from ¢.33% to 22% in 2016. Gross margin under distribution
model was 12% in 2016, while non-distribution model recorded net revenue and its blended
take rate over GMV (service fee+ consignment) was 14%. Baozun guides continuous effort
in this strategic shift. Accompanying the shift to a non-distribution model, the company’s
gross margin has risen from 31% in 2014 to 33% in 2015 to 43% in 2016; its non-Gaap net
margin (adjusted for share-based compensation) rose from 1.6% in 2014 to 3.5% in 2016.

Valuation. Baozun reported 67% YoY growth in GMV to Rmb11.3bn in 2016, while revenue
hit Rmb3.4bn (+30% YoY) and non-Gaap net profit of Rmb120m (+118% YoY). Managements
use non-Gaap measures in evaluating operating performance as they believe non-Gaap
provides a better assessment of their operating results avoiding any impact from share-
based compensation expenses. The company’s stock trades at a 75x TTM PE multiple and
4.1x PB multiple.
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Online brand marketing services provider Baozun helps firms market and sell content online
and integrate their online and offline strategies. Service offerings range from store
operations to warehousing, from digital marketing on search and social media platforms to
site content management, while the company generates income from a combination of
services fees, consignment and distribution model. Baozun counts 136 brand partners as of
1Q17, and was the largest brand e-commerce services provider in China in 2015, with a ¢.22%
market share according to iResearch.

We note the firm’s data advantages, as few firms offer such a range of access to data from
Alibaba’s Tmall, JD.com (JD:US — N-R), Amazon (AMZN:US — N-R), or Tencent’s (700:HK —
BUY) WeChat instant messaging service, as well as offline data, to help optimise sales.

Fig 1: Baozun customer and services model
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Fig 2: Leading brands in 8 categories (current cooperating brands examples)
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The domestic brand e-commerce market will expand at a 43% Cagr from 15-17E, according
to iResearch forecasts, surpassing a ¢.30% Cagr in e-commerce retail gross merchandise
value (GMV). Baozun recorded 67% YoY growth in GMV in 2016, 24ppts faster than industry
growth, and 37ppts above growth in the e-commerce market as a whole. The company
targets adding ¢.20 new brand partners each year and guides 50%-plus GMV growth in 2017.

Fig 3: Baozun GMV vs brand e-commerce and e-commerce markets
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Fig 4: BZUN GMV growth
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Fig 5: Baozun GMV, customer base
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Alibaba is the largest shareholder of Baozun, taking 16.5% stakes by end-2016 with 9.5%
voting power. Baozun is ranked as one of two six-star (the highest ranking) Tmall service
provider in 2H16.

Fig 6: Tmall service provider star ranking in 2H16
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Industry
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Baozun is shifting its strategic focus from a distribution model to non-distribution model.
Its non-distribution model consists of a services fee model as well as a consignment model.
Besides traditional services like IT solutions, e-store operation, digital marketing and
customer services, the consignment model includes warehousing fulfilment, while the
distribution model takes ownership of inventory (which could be returned or exchanged
with the brands). The distribution model contributed 64% of the firm’s gross revenue in
2016, down from ¢.75% in 2014-15, while in terms of GMV contribution, it decreased from
€.33% to 22% in 2016. Baozun guides continuous effort in this strategic shift. Accompanying
the shift to a non-distribution model, the company’s gross margin has risen from 31% in
2014 to 33% in 2015 to 43% in 2016; its non-Gaap net margin (adjusted for share-based
compensation) rose from 1.6% in 2014 to 3.5% in 2016.

Baozun generate service fee and consignment revenue from three layers, one-time set-up
fee, monthly mark-up fee and GMV-related commissions. The blended take-rate from
service fee and consignment model is 14% in 2016. Separately, service fee take-rate was
recorded as 16-17% in 1Q17, and consignment model recorded single digit take-rate.
Distribution model recognized gross revenue through product sales and generate profit by
deducting product costs, which recorded 12% gross margin in 2016.

Fig 7: Three business models of BZUN

Inventaory Distribution Model--
Ownership Product sales revenue

5) Warehousing ]
& Fufillment Consignment Model--

Service Revenue [Net)

1) IT soluticns
2) E-store Operation
3) Digital Marketing
4)Customer Serice

Service Fee Model--
Service Revenue [Net)

Source: Company, SWS Research



Fortune Cookies

=9 SWS

RESEARCH

Wednesday, 07 June, 2017

Bringing China to the World

Fig 8: Baozun software used for services provided
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Fig 9: Revenue (of which: services fees) and operating margin
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Fig 10: GMV (of which: distribution GMV)
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Fig 11: BZUN market share
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Note: BZUN’s 22% market share is 2015 data, the rest only statitically recorded in 2014.
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Baozun also provides a channel to partner brands to sell leftover stock or flash sale of
seasonal goods through its own online retail platform, Maikefeng (MKF). Majority products
sold on MKF are through marketplace platform with few 1P supplies. Products sold on MKF
are sold at high discounts, typically 70%. Unlike online branded goods discount sales
platform VIPShop (VIPS:US — N-R), MKF mainly sources its goods directly from brand
partners, ensuring quality at the lowest price possible.

MKF launched in March 2014, but has incurred heavy losses since then. Company
management indicates they have no intention to close MKF and guide a narrowed loss in
the year ahead. Maikefeng boasts 2m users with a monthly average user (MAU) base of
¢.500k as of early 2017. Maikefeng accounted for 1.4% of the firm’s overall GMV in 2016.

Fig 12: Baozun’s Maikefeng segment revenue and operating profit

2014 2015 2016
Maikefeng-revenue (in product sales, Rmbm) 29 69 25
Maikefeng operating income -17 -55 -54

Source: Company, SWS Research

Management and Shareholding structure

Fig 13: Management team

Directors and Executive Officers Age Position/Title

Vincent Wenbin Qiu 49 Director and Chief Executive Officer
Junhua Wu 38 Director and Chief Operating Officer
Satoshi Okada 58 Director

Qian Wu 43 Director

David McKee Hand 43 Independent Director

Yiu Pong Chan 44 Independent Director

Bin Yu 47 Independent Director

Steve Hsien-Chieng Hsia 53 Independent Director

Benjamin Changgqing Ye 46 Independent Director

Beck Zhaoming Chen 34 Chief Financial Officer

Tony Yongjun Wu 52 Chief Technology Officer

Frank Lie Ma 40 Chief Strategy Officer

Aaron Kwok Yuen Lung 52 Vice president

Peter Tao Liang 29 Vice president

Source: Company, SWS Research
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Fig 14: Share issue impact on shareholding structure

Directors and Executive Officers: Class A Class B Percentage of ordinary shares (%)  Pertenrage of voting power (%)
Vincent Wenbin Qiu 2,244,614 9,410,369 7.20 34.20
Junhua Wu 2,342,542 3,890,369 3.80 14.60
Satoshi Okada 20,029,611 12.50 7.20
Qian Wu 26,469,422 16.50 9.50
David McKee Hand 17,608,196 11.00 6.30
Yiu Pong Chan * * *
Bin Yu * * *
Steve Hsien-Chieng Hsia * * *
Benjamin Changqing Ye * * *
Beck Zhaoming Chen * * *
Tony Yongjun Wu * * *
Frank Lie Ma * * *
Aaron Kwok Yuen Lung * * *
Peter Tao Liang e L 2
All our Directors and Executive Officers as a group 69,643,264 13,300,738 50.10 71.10

Principal Shareholders:

Alibaba Investment Limited 26,469,422 16.50 9.50
Crescent Castle Holdings Ltd 17,608,196 11.00 6.30
Tsubasa Corporation 20,029,611 12.50 7.20
Jesvinco Holdings Limited 6 9,410,369 5.90 33.60
GS Entities 7,946,985 5.00 2.80
Casvendino Holdings Limited 3,890,369 2.40 13.90

Source: Company data, SWS research

Fig 15: PE band charts Fig 16: PB band charts
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Fig 17: Revenue Fig 18: Margins

(Rmbm) (%) (%)
7,000 A - 70 70 4
6,000 - 60 60 1
5,000 L 50 507
40
4,000 - 40
30 A
3,000 - 30
20
2,000 - 20
10 -+
1'000 I 10 0 T O T _— T T T T 1
-10 ~
2012 2013 2014 2015 2016 2017F 2018F 2019F 2012 2013 2014 2015 2016 2017F 2018F 2019F
I Historical Forecast @=(=== Change, YoY (RHS) Gross margin Op margin @=Om==s Net margin
Source: SWS Research & Bloomberg Source: SWS Research & Bloomberg

Fig 19: Net profit Fig 20: EPS
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Fig 21: ROE Fig 222: Cash flow per share
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Appendix

Income Statement

(Rmb) 2013 2014 2015 2016
Revenue (m) 1,522 1,584 2,598 3,390
Operating income (m) -41 -57 8 90
Pretax income (m) -37 -58 27 102
Income bef XO items (m) -38 -60 23 85
Net income (m) -38 -60 23 87
Basic EPS before XO items -3.31 -5.31 -0.29 1.74
Basic EPS -3.31 -5.31 -0.08 1.74
Diluted EPS before XO items -3.31 -5.31 -0.29 1.59
Diluted EPS -3.31 -5.31 -0.08 1.59
Dividends per share 0.00 0.00 0.00 0.00
Ebitda (m) -34 -44 32 126
ROE (%) - - - 6.2

Source: Bloomberg

Balance Sheet

(Rmb) 2013 2014 2015 2016
Total current assets (m) 495 820 1,783 2,168
Total long-term assets (m) 36 53 106 200
Total assets (m) 531 873 1,889 2,368
Total current liabilities (m) 225 393 655 796

Total long-term liabilities (m)

Total liabilities (m) 225 393 655 796
Total shareholders' equity (m) 306 479 1,234 1,572
Shares outstanding (m) 30 28 50 49
Book value per share -11.48 -15.10 24.45 32.28
Tangible book value per share -11.81 -15.62 24.05 31.72
Equity to total liabilities 58 55 65 66

Source: Bloomberg

Cash Flow Statement

(Rmb) 2013 2014 2015 2016
Net income (m) -37.8 -59.8 22.6 86.6
Depreciation and amortisation 7.2 133 23.1 35.9
(m)

Change in working capital (m) -34.5 156.0 701.9 243.8
Cash from operating activities -3.3 -66.5 2.2 13.4
(m)

Capital expenditures (m) -14.8 -19.8 -46.5 -76.1
Cash from investing activities (m) -63.5 -30.5 -126.9 -119.4
Cash from financing activities (m) -49.2 1493 705.6 236.1
Net changes in cash (m) -115.9 52.2 580.9 130.1
Free cash flow (m) -18.1 -86.2 -44.3 62.7
FCF per share (basic) -0.60 -2.94 -1.29 -1.25
FCF per share (diluted) -0.60 -2.94 -1.29 -1.15
Cash flow per share -0.11 -2.27 0.06 0.27

Source: Bloomberg
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Information Disclosure :

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves as an officer
of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any third party has provided or
agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the group company(ies). A group company(ies)
of the Company confirm that they, whether individually or as a group (i) are not involved in any market making activities for any of the listed corporation reviewed; or (ii)
do not have any individual employed by or associated with any group company(ies) of the Company serving as an officer of any of the listed corporation reviewed; or (iii)
do not have any financial interest in relation to the listed corporation reviewed or (iv) do not, presently or within the last 12 months, have any investment banking
relationship with the listed corporation reviewed.

Undertakings of the Analyst

| (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered as the Securities
Analyst. | hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only legitimate information is used in
this report. | am also responsible for the content and opinions of this report. | have never been, am not, and will not be compensated directly or indirectly in any form for
the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China Securities Regulatory
Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market trends of securities
and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, etc. by issuing securities research
reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure materials or
log into www.swsresearch.com for the analysts' qualifications > the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating :

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report, we define the
terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.
Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.
SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the report, we define
the terms as follows:

Overweight : Industry performs better than that of the whole market ;
Equal weight : Industry performs about the same as that of the whole market ;
Underweight : Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative rating method to
recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation, such as their portfolio structures
and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and information and shall not rely solely on the
investment ratings to reach a conclusion. The Company employs its own industry classification system. The industry classification is available at our sales personnel if you
are interested.

HSCEI is the benchmark employed in this report.
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Disclaimer :

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the “Company”). The
Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The materials, tools,
opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the sale or purchase of any security
or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions, which are
subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and investment
returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports which are inconsistent with
the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions solely on
this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any event, the company will not share
gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or losses of securities investment is invalid. The
investment and services referred to herein may not be suitable for certain clients and shall not constitute personal advice for individual clients. The Company does not
ensure that this report fully takes into consideration of the particular investment objectives, financial situations or needs of individual clients. The Company strongly
suggests the clients to consider themselves whether the opinions or suggestions herein are suitable for the clients’ particular situations; and to consult an independent
investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under no circumstances
shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to the risks and exposures of the
market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this report
where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report. Unless
otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the Company in writing,
no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used in any other ways which will
infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service marks or marks of the Company, and no
one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures Ordinance
(Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within Article 19(5) of
the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within Article 49(2)(a) to (d) (“High Net
Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant Persons”). This document is directed only at
Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and Futures Act of
Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore recipients of the report are to
contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect of any matters arising from, or in connection
with, the report.



