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FUERE, HRERST “EAN” A
L] Lifestyle International is the largest department store operator in Hong .
Kong. The Hong Kong retail market has been facing tough challenges Rating Buy
resulting from the impact from the COVID-19 pandemic in 2020. The e
Company's operations has been negatively affected. However, the PG4 TA
Company's business is relatively resilient, largely attributed to local
consumption. Despite the Company's revenue falling 55.2% YoY in 1H20, its
core business was still profit making. 6-18m TP H#xfi: HK$7.07
] We do not expect a strong retail sales turnaround in 2021 in Hong Kong
considering the still fast spreading COVID-18 pandemic. However, several Share price Z{i: HK$5.990
coronavirus vaccines have been approved for widespread use, which is good
news for the Company. We expect the Company’s revenue to recover by
30.2% YoY and 25.2%YoY in 2021 and 2022, respectively. In addition, we Stock performance
believe that the Company's self-owned properties and stable gross margin AR
could strongly support the bottom line.
0.0 + %%of retun
L] We believe that negative factors have been largely priced in and the market -
values the Company with a large discount compared with its historical 0.0
average. We argue that the downside risks may be limited and initiate with (50)
"Buy" rating and a TP of HK$7.07. Our TP represents 10.6x and 7.4x 2021 {10.0)
and 2022 PER, respectively. Main risks include: 1) ongoing COVID-19 (15
pandemic; 2) slower-than-expected SSSG recovery; and 3) delays in the (097
completion of the Kai Tak project. ‘z'z)
(30.0) +
(35.0)
®  FIERFRREERANE REEER 2020 FEEL il EHBET G P Ak @00 - Mor 20 - —_— bee.20
ik AFMEEZIIA AR M. 28 Rl A G BAR KR ok FI A HS Indsx Lifastyle htemators!
I PE . R 2020 4 E AR A W EILL T2 55.2% . ILELL kSR SRR RE R
®  HEEBERES AR AR, RNNCAFEEHEEE 2021 oM.
i - v R R T 2 ] BRAITUE AR WA 2021 470 2022 Change in Share Price 1M 3M 1%
o BRLEF 30.2%M 25.2%. ks, FATAA LT FE PR R R g R 144 34H 14
FAEFRA . 4 . (11.0) (5.2) (34.1)
®  RAAANMEKSLEARBER b, I HAH ARG PR LTHAR Rl %IoHS index o) (185  (27.9)
Stk BABAA FIWEEIE, BRET “EAN” W&, BIEh 7.07 %, HiRHa5 /?V_Q ;Shfr? ;[:nie‘(HKw 6.2 6.3 6.8
HH25 T 10.6 f571 7.4 £ 2021 4 7% 2022 FFilT AR, EEREAE: 1) FEEHEHE 2 o Bloombscg, Guotal Junan infemaional,
1B EE 55 3) FAEGH U HER.
Year End Tumover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
g LTS i # iR B RERF] 153 & e iidisgs R i TR B [V R e
12131 (HKS m) (HK$ m) (HKS) (A %) (%) (HKS) (%) (HKS) (%) (%)
2018A 4.358 1.690 1.078 (47.7) 5.6 1.870 3.2 0.640 10.7 49.6
2019A 3,542 1,891 1,259 16.8 4.8 2.558 23 0.370 6.2 55.8
2020F 1,987 158 0.105 (91.7) 57.0 2.663 22 0.000 0.0 4.0
2021F 2,587 1,006 0.670 538.1 8.9 3.333 1.8 0.100 1.7 223
2022F 3,238 1,433 0.954 42.4 6.3 4.043 1.5 0.290 4.8 25.9
Shares in issue (m) [ (m) 1,501.9 Major shareholder J Lau Luen Hung 74.97%
Market cap. (HK$ m) ifi (HK$ m) 8.996.4 Free float (%) [ fiFaE LS (%) 25.0
3 month average vol. 3 4~ H T £yl & fE ¥ ('000) 540.1 FY20 Net gearing (%) FY20 i fi i/t R % 4 (%) 367.0
52 Weeks high/low (HK$) 52 I @i/fE (HKS) 9.500 / 5.800 FY20 Est. NAV (HK$) FY20 1 ffifl (50 8.0
Source: the Company. Guolal Junan International.
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INDUSTRY ANALYSIS
The Hong Kong Retail Market

Hong Kong retail market dropped significantly but has begun to rebound. Suffering from China-US trade disputes and
social unrest, total retail sales in Hong Kong dropped by 11.1% YoY to HK$431 billion in 2019. Just after the easing of social
unrest, the outbreak of COVID-19 hit the retail market badly in 2020. In January to October, value of total retail sales slumped
by 27.0% YoY to HK$266 billion, according to the Census and Statistics Department of Hong Kong. In the context of a weak
macro economy and no contribution from tourists, retail sales recorded its largest decline since the SARS epidemic. Within all
the categories, those that rely less on tourists showed better performance. Sales growth of department stores turned positive in
Sep. and Oct. on a low base, despite its low absolute value. Considering the fourth wave outbreak of COVID-19 recently, we do
not expect the retail market to recover in 4Q20 and 1Q21. We expect total retail sales to decline by 24% YoY to HK$327 million
in 2020.

Figure-1: Total Retail Sales in Hong Kong Figure-2: Retail Sales of Department Stores in Hong
Kong
HK$ million HK$ million
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Total Retail Sales (LHS) s Nonthly Y oY Growth (RHS) Department stores (LHS) s Monthly YoY Growth (RHS)
Source: Census and Statistics Department of Hong Kong. Source: Census and Statistics Department of Hong Kong.

Strict travel restrictions cut retail sales from tourists. The Hong Kong government closed most of its crossing borders in
February and prohibited tourists arriving in Hong Kong to reduce the risk of the virus spreading. Visitor arrivals then fell by
96%-99% in March to October. Only several thousands of visitors arrived in Hong Kong per month during the period. In
comparison, visitor arrivals reached 5-6 million per month in 1H19. Therefore, categories which are highly dependent on
tourists, such as jewellery, watches and clocks and valuable gifts, and medicines and cosmetics, experienced the largest
decline. We do not expect borders reopening until thorough control of the COVID-19 pandemic is achieved.

Figure-3: Visitor Arrivals in Hong Kong Figure-4: Same-day/ Overnight Visitor Arrivals in
Hong Kong
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Source: Hong Kong Tousism Board. Source: Hong Kong Tousism Board.
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Weak local consumption sentiment. Private consumption expenditure in Hong Kong declined by 11.1% YoY in 1-3Q20 and
8.2% YoY in 3Q20, under the context of a sluggish economy. Unemployment rate rose to 6.3% in Sep.-Nov., 2020, with the
number of unemployed persons reaching 244,000. As for tourism-related industries like retail, accommodation and food
services sectors, unemployment even reached 10.1%. The underemployment rate stayed at a high level of 3.4%. In the context
of a lack of tourists and social distancing policies, economic activities were partly halted.

The Hong Kong government has been taking measures to support enterprises and residents. The government launched
three rounds of anti-epidemic fund, amounting HK$30 billion, HK$137.5 billion and HK$24 billion. On Dec. 21, the Legislative
Council approved the fourth round of HK$6.4 billion anti-epidemic fund to further support the sectors most affected by the latest
social distancing measures, such as restaurants, gyms and cinemas. Besides, the government launched the Cash Payout
Scheme to send HK$10,000 to each permanent residents and launched Employment Support Scheme to subsidy enterprises
not firing employees. We believe that these burden-relieving measures can partly support enterprises and residents during the
challenging environment.

The darkest times have come, stay cautiously positive in 2021. The COVID-19 pandemic has been fast spreading over the
world when the Northern Hemisphere entered into winter and the fourth wave of COVID-19 pandemic has arrived in Hong
Kong. It is still a challenging task to contain the virus and provide a normal and healthy operating environment. The good news
is that several coronavirus vaccines have passed phase 3 efficacy trials and have been approved by many countries for
widespread use. We may expect life to return to pre-pandemic times with the success of vaccines. However, it will still take time
to prove the effectiveness of the vaccine and reach sufficient production capacity to bring the whole society back to normal.
Before this happens, we assume that the retail market will still face challenges and the rebound may be slow. Many Hong Kong
retailers have taken measures to focus more on local residents and develop online sales to overcome the challenges.
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COMPANY ANALYSIS
Corporate Profile

Lifestyle International ("Lifestyle” or the "Company") is the largest department store operator in Hong Kong. The
Company is mainly engaged in operating mid-end to upper-end department stores under the SOGO brand in Hong Kong.
Lifestyle currently operates two SOGO stores, including one in Causeway Bay (CWB), the largest department in Hong Kong,
and one in Tsim Sha Tsui (TST). In 2019, the Company recorded gross sales proceeds (GSP) of HK$9,445 million, accounting
for around 20.4% of total department store sales in Hong Kong. The Company adopts the concept of "one-stop shopping" in its
operations, offering a wide variety of goods ranging from daily necessities to luxury products. The CWB store consists of a large
gross floor space and offers more comprehensive product mix, while the TST store focuses more on personal care and
cosmetics, mainly targeting mainland Chinese tourists. The Company also operates the Wa San Mai Japanese restaurant as a
complementary facility in its CWB store.

Figure-5: SOGO TST Figure-6: SOGO CWB

Source: the Company. Source: the Company.

Table-1: SOGO Stores’ Profile

SOGO CwWB SOGO TST

Floor Space 40,000 sg.m. 12,000 sq.m.
Ownership Self-owned Rented

2019 1H20 2019 1H20
GSP (HK$ mn) 7,802 n.a. 1,643 n.a.
S8SG -19.4% -49.3% -18.8% -71.1%
Concessionaire rate 24.6% 23.3% 26.0% 25.0%
Avg. daily traffic 69,882 42,400 14,300 5,200
Avg. ticket size (non-food) (HK$) 1,489 1,403 1,301 1,642
Stay and buy ratio 33.8% 40.1% 27.6% 24.9%

Source: the Company, Guotai Junan International.

Lifestyle has been constructing the Kai Tak project as an expansion plan in Hong Kong. To capture growth opportunities
in the East Kowloon area, the Company purchased a piece of land in the Kai Tak area and plans to build two blocks of
commercial buildings. The construction started around the end of 2017 and is expected to be completed in 2023, delayed due
to the outbreak of COVID-19. The project will provide around 101,000 sq.m for retail and office use upon its completion, of
which approximately 49% is expected to be for own use. The Company will host its third department store in the building with
complementary retailing, entertainment, dining and lifestyle facilities, while most of the office section will be leased out for rental
income. The land purchase cost was around HK$7.4 billion and total construction cost is expected to reach over HK$14 billion,
according to the Company. We are concerned that the operation of the Kai Tak project may not reach the management's
previous expectations considering the uncertainties in Hong Kong and we have not put the project into our valuation calculation.
However, it may be a catalyst alongside the recovering retailing and property markets in Hong Kong.
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Lifestyle’s outstanding shares are concentrated within Mr. Lau’s family. Mr. Lau Luen Hung, the Chairman of the
Company, and his relatives, hold 75% of total outstanding shares. Both the chairman's son and daughter are the key
management members of Lifestyle. Mr. Lau Kam Sen is responsible for project management and Ms. Lau Kam Shim
responsible for international boutiques and the sales promotion division of the Company.

Business Model

Concessionaire sales model is Lifestyle’s main business model. The Company runs the business mainly through direct
sales, concessionaire sales and consignment. In 2019, concessionaire sales and direct sales accounted for around 72% and
13% of the Company's GSP, respectively. Most of the high-end brands, including in cosmetics, jewellery, apparel and other
categories, have their own counters in SOGO stores and operate through the concessionaire model. SOGO stores have
charged relatively stable concessionaire rates in recent years, ranging from 24% to 25%, leveraging on its solid customer traffic
and bargaining power. However, due to the impact from the COVID-19 pandemic, the Company actively lowered
concessionaire rate in 1H20 to get through the trough with its tenants.

Thankful Week is SOGO’s signature promotion event. Thankful Week runs semi-annually, in which many of SOGOQO's brands
hold special promotions, often offering steep discounts to their products. Thanks to the attractive discounts, the event is highly
anticipated and considered a cultural phenomenon among local shoppers and tourists. In 2020, the Company held its 35th
anniversary sale with the enhanced SOGO Rewards app and SOGO eStore services, responding to the spread of COVID-19.
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FINANCIAL ANALYSIS

GSP and Revenue

GSP grew stably during 2016-2018 but recorded decline in 2019. Lifestyle’s sales are highly related to the Hong Kong
macro economy and tourist arrivals, in line with overall Hong Kong retail market growth. In 2015-2018, the Company's GSP
growth continuously outperformed overall retail growth in Hong Kong, reporting a CAGR of 4.9%. However, the Company's
operations were heavily impacted by the social unrest in 2H19. On one hand, stores were forced to close or shorten operating
hours over safety concerns and a total of approximately 60 business days were affected. On the other hand, the ongoing and
intensified unrest hindered tourists, especially tourists from mainland China, from shopping in Hong Kong. As a result, GSP
recorded a sharp drop of 36.0% in 2H19 and 19.3% in 2019.

Figure-7: GSP Breakdown by Operation Model Figure-8: Revenue Breakdown by Operation Model

Inner: 1H20; Outer: 2019 Inner: 1H20; Outer: 2019

= Direct sales

u Concessionaire
sales

= APO sales

= Service income

Rental income

mDirect sales = Concessionaire sales APO sales

Source; the Company, Guotai Junan Intemational. Source: the Company, Guotai Junan International.

The ongoing COVID-19 pandemic weighed on 2020 sales. On one hand, border control measures and quarantine policy
prevented tourists from arriving and spending in Hong Kong. On the other hand, the Hong Kong economy was heavily hit
without the income related to tourism and therefore domestic consumption and retail spending fell as well. In 1H20, the
Company's GSP slumped by 53.5% YoY to HK$2,631.5 million and revenue dropped by 55.2% YoY to HK$942.0 million. By
store, over 60% of SOGO CWB's customers were local residents in previous years, being relatively more resilient compared
with SOGO TST in the context of the sharp decline in the number of tourists. SSSG of SOGO CWB was down 49.3% YoY.
Average daily traffic shrank by 46.1% YoY to 42,400 and average ticket size of non-foods products was down by 5.9% YoY. In
comparison, around 70% of SOGO TST'’s sales were contributed from tourists in previous years resulting in these stores
suffering more. SSSG plunged by 71.1% YoY and average daily traffic significantly dropped by 71.6% YoY. In addition, stores
adjusted their operating hours and operational procedures in response to the pandemic situation.

Acquisition a property in London. On Nov.20, 2020, the Company announced that it had entered into an agreement with BP
(BP PLC) to acquire BP’s headquarters office. The total consideration was GBP250.1 million (approximately HK$2,571 million)
and has been fully settled in cash funded by the Company’s own resources and existing bank facilities upon completion.
Immediately following the deal, the Company and BP entered a lease agreement that the Company agreed to lease the
property to BP for a term of 24 months at the principle rent of GBP11.2 million (approximately HK$115 million) per annum. The
Company expects the annual net rental income from the property after taxation will be around HK$72 million. According to the
Company, the property is located in St. James's Square, London, one of the city's most prestigious locations. The Company
believes that the acquisition is a good opportunity for the Company to diversify and enhance its asset portfolio and create
long-term rental income.

Lifestyle has been actively investing in notes and shares. The Company keeps a portfolio of financial assets which include
debt equities, as part of its cash management and investment strategy. Within its portfolio, the Company has been trading a
large amount of notes issued by China Evergrande (03333 HK) and its subsidiaries. In April 2020, the Company acquired notes
from the secondary market at a total consideration of US$128.7 million. Then during April 2020 and October 2020, the
Company, on the open market, disposed of the notes for an aggregate consideration of approximately US$138.3 million, with
consideration to the extreme market volatility amid mounting uncertainty. The aggregate interest income accrued to the
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Company in respect of the notes under the disposals in 2020 amounted to approximately HK$109.5 million. Besides, the
Company acquired a total of 59,704 shares of a wholly-owned subsidiary of China Evergrande, at a consideration of HK$500
million, in August 2020.

Table-2: Lifestyle’s Notes Trading Details related to China Evergrande in 2020

Date Note Principle Consideration Buy/ Sell
2020.4.7 11.5% note 2022 US$60.0 mn US$45.2 mn Buy
12.0% note 2023 US$60.0 mn US$45.9 mn Buy
10.5% note 2024 US$50.0 mn US$37.6 mn Buy
2020.4.23-6.23 12.0% note 2023 US$36.0 mn US$35.4 mn Sell
10.5% note 2024 US$50.0 mn US$40.5 mn Sell
2020.7.2-10.14 12.0% note 2023 US$24.0 mn Sell
11.5% note 2022 US$35.0 mn Sell
8.90% note 2021 US$2.0 mn H Sell
6.25% note 2021 US$2.0 mn Sell

Source: the Company, Guolai Junan International.

We expect the Company’s sales to gradually recover in the coming years. Impacted by the ongoing COVID-19 pandemic
and closed borders, tourists still cannot contribute in 2H20 and we think that the Company’s GSP will not significantly rebound
during the period. Despite the Hong Kong government’'s HK$10,000 cash handout, tighter social distancing measures and high
unemployment rate is also hindering local consumption. However, the decline rate is estimated to narrow on a lower base. In
2021, we are of the view that travel restrictions will be gradually lifted when the pandemic is well controlled and the vaccines are
proved to be effective, and travelers will start to return to Hong Kong. Nevertheless, we do not deem that tourists consumption
demand will return all of a sudden and it will still take time to rebound. As for domestic consumption, we believe that
consumption confidence and purchasing power will recover along with the macro economy when the COVID-19 pandemic can
be effectively contained. We estimate GSP to decline by 30.0% YoY in 2H20 and 44.1% YoY in 2020, respectively, but to
recover by 29.6% YoY and 24.6% YoY in 2021 and 2022, respectively. In terms of revenue, we forecast it to be HK$1,987
million, HK$2,587 million and HK$3,238 million in 2020-2022, down 43.9% YoY%, up 30.2% YoY and up 25.2% YoY,
respectively.

Figure-9: Lifestyle’s GSP and YoY Growth Figure-10: Lifestyle’s Revenue and YoY Growth
HKS$ mn HKS$ mn
15,000 29 6% s 5,000 - 30.2% a
_246% | 4o, . L
12,000 4{ 13.5% | : 4,000 - :
/ - 10% ‘ - 10%
9,000 A ¢ 3,000 - i
6,000 "A‘ ; F-10% 5000 - . & - -10%
3,000 1 ~ - 30% 1000 - 4 L 30%
0 - T - T - -50% 0 - - - : T - -50%
2018A 2019A 2020F 2021F 2022F 2018A 2019A 2020F 2021F 2022F
mmmm GSP (LHS) : =YoY Growth (RHS) = Revenue (LHS) “YoY Growth (RHS)
Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Gross Profit and Gross Margin

The Company recorded stable gross margin in recent years. Gross margin was 75.4%, 73.8% and 74.9% in 2017-2019,
respectively. Concessionaire commission was 100% recorded as gross profit, and therefore gross margin was relatively high
compared with other retailers. The Company's overall concessionaire rate slighted improved from 24.2% in 2015 to 24.8% in
2019, representing the Company's strong bargaining power. By store, SOGO TST recorded higher concessionaire rate of
26.0%, higher than SOGO CWB's 24.6% in 2019. In 1H20, overall concessionaire rate declined to 23.5%, of which SOGO TST
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and SOGO CWB was down to 25.0% and 23.3%, respectively, affected by the outbreak of COVID-19 and retail sales decline.
However, concessionaire sales declined less than direct sales during the period, gross margin increased to 74.7%, up 0.7 ppts
YoY.

We forecast concessionaire rate to decrease while overall gross margin to rise in 2020. The Company guided that it
intends to maintain business with its tenants amid a challenging environment and will negotiate concessionaire and rental rates
to help the tenants get through the tough situation. Thus we expect that overall concessionaire rate will be around 23.5% in
2020 and 2021. Besides, categories such as cosmetics and luxury goods which have higher margin were hit badly and may
drag the overall margin. However, since the Company's direct sales recorded larger decline, we expect overall gross margin to
slightly improve in 2020 and 2021, reaching 75.5% and 76.0%, respectively. We expect gross profit to shrink by 43.5% YoY to
HK$1,500 million in 2020 with the sharp decline in sales revenue but forecast it to increase by 31.1% YoY in 2021.

Figure-11: Lifestyle’s Gross Profit and Gross Margin Figure-12: Lifestyle’s Concessionaire Rate
HKS mn
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Operating Profit

The Company’s selling and distribution costs decreased by 24.8% YoY to HK$282 million in 1H20. The decrease was
mainly attributable to a significant drop in rental expenses for SOGO TST, which was due to a large drop in sales revenue that
only the fixed base rent was required to be paid during the period. During the period, the Company maintained a full-time work
force of 664 employees, up 5 compared with the number as at the end of 2019. Staff costs (excluding directors’ emoluments)
declined by 10.1% YoY to HK$103 million, due to less sales commission on sales reduction. In addition, the Company tightened
unnecessary expenses to get through the unfavorable environment. However, SD&A to revenue ratio still increased by 15.0
ppts YoY due to operating deleverage.

We forecast lower operating margin in 2020 and 2021 due to operating deleverage, considering that the Company's major
operating expenses are labor costs and rental expenses, which have limited room for further reduction in 2H20 compared with
1H20. We estimate selling and distributing expenses and administrative expenses to reduce by 20.2% YoY and 13.5% YoY in
2020, respectively. In 2021, we estimate that SD&A expenses will increase by 14.9% YoY due to rising variable costs along with
recovering sales revenue. Due to operating deleverage, we do not expect operating margin to improve quickly and expect it to
stay at 50.3% and 51.2% in 2020 and 2021, respectively.

Shareholders’ Profit

The Company reported a net loss of HK$227 million in 1H20. The loss was mainly due to 1) a 53.5% drop in total gross
sales proceeds as a result of the outbreak of COVID-19. 2) The Company recorded a mark-to-market fair value loss of HK$461
million on its financial investment. 3) A fair value loss of HK$180 million on the Company's investment property under
development in Kai Tak. Excluding the fair value change of the Company's assets, core shareholders’ profit dropped by 63.0%
YoY to HK$367 million, still making profit. Besides, before the impact from the social unrest and the COVID-19 outbreak, the
Company kept a good record in profit making, recording shareholders’ profit of HK$1,690 million and HK$ 1,891 million in 2018
and 2019, respectively.

We forecast shareholders’ profit to turn positive in 2020 and gradually recover in 2021 and 2022. The Company has
See the last page for disclaimer Page 9 of 13
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diversified investment in variable financial assets and properties, which recorded fair value loss in 1H20 in a downturn market.
However, we assume that the loss will narrow in 2H20 with capital market turnaround. We expect shareholders’ profit to be
HK$158 million in 2020, and rise to HK$1,006 million and HK$1,433 million in 2021 and 2022, respectively. The Company
suspended dividend payout in 2H19 and 1H20 to retain its cash in an uncertain environment. However, we estimate that the

Company will assume its 30% payout ratio when the market rebounds.

Figure-13: Lifestyle’s Operating Profit & YoY Growth

Figure-14: Lifestyle’s Shareholders’ Profit & Net

Margin
HKS mn HKS mn
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
Table-3: Key Financial Forecasts
Forecasts YoY Change
HK$ mn =
2020F 2021F 2022F 2020F 2021F 2022F
GSP 5,280 6,843 8,527 (44.1%) 29.6% 24.6%
Total revenue 1,987 2,587 3,238 (43.9%) 30.2% 25.2%
Gross profit 1,500 1,967 2,460 (43.5%) 31.1% 25.0%
SD&A expenses -676 -776 -832 (19.1%) 14.9% 7.2%
Operating profit 1,000 1,323 1.765 (49.1%) 32.4% 33.4%
PBT 208 1,156 1,647 (90.4%) 454.9% 42.5%
Taxation -50 -150 -214 (81.9%) 200.6% 42.5%
Shareholders' profit 158 1,006 1,433 (91.6%) 535.2% 425%
EPS (HKS) 0.105 0.670 0.954 (91.6%) 535.2% 42.5%
Gross margin 75.5% 76.0% 76.0% 0.6 ppts 0.5 ppts 0.1 ppts
Operating margin 50.3% 51.2% 54.5% -5.2 ppts 0.8 ppts 3.4 ppts
Net margin 8.0% 38.9% 44.3% -45.4 ppts 30.9 ppts 5.4 ppts

Source: the Company, Guotai Junan International,
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VALUATION

Investment highlights for the Company include: 1) Lifestyle is a leading and solid department store operator in Hong Kong.
Despite that the Company has been experiencing headwinds amid a challenging operating environment in 2019 and 2020,
Lifestyle is one of the most resilient retailing operators in Hong Kong and the Company'’s core business is still able to make
profit. 2) The Company's self-owned properties make it more defensive amid the market downturn. The Company owns the
SOGO CWB property and the twin towers in Kai Tak are under construction. The Company can achieve higher profit margin
compared with its peers with less operating expenses. In addition, the Company could enjoy fair value gain and rising rental
income from these properties when the market recovers. 3) We believe that the market has priced in a bearish scenario and the
Company's share price reached a historical low, implying limited downside risk. Future price catalyst could be
faster-than-expected retail market rebound if the pandemic can be well contained with strict measures or effective vaccines can
be widely used. Besides, the Company has started to adjust its strategy to focus more on local residents, in order to partly offset
the negative impact from lost tourist traffic.

Initiate with "Buy" investment rating and TP is set at HK$7.07. The Company’s share price shrank by around 52% since
June 2019, suffered from social unrest and the outbreak of COVID-19. The recent fourth wave of COVID-19 outbreak further hit
the share price. However, we are of the view that the market is overly pessimistic on the Company and has underestimated the
fundamentals. Our TP is derived from 10.6x 2021 PER, lower than the Company's historic average of 12.0x, taking account into
the market’s low risk preference. TP is also equivalent to 7.4x 2022 PER.

Major downside risk factors include: 1) Ongoing COVID-19 pandemic, 2) Slower-than-expected SSSG recovery, 3) Delays

in the completion of the Kai Tak project.

Table-4: Peers Comparison Table

b PE(x) PB(x) ROE(%) DIY(%) Market Cap
Stock Code Currency Last price 19A 20F 21F 22F 19A 20F 21F 22F 20F 20F HKD mn
HK - Listed Department Stores
Golden Eagle Retail 3308 HK HKD 7.050 8.8 10.7 8.0 n.a. 15 1.3 11 n.a. 13.2 na. 11,704
Lifestyle Intl 1212 HK HKD 5.990 48 172 8.8 74 2.3 22 1.9 1.7 18.1 0.1 8,996
Wing On Co International 289 HK HKD 16.800 6.4 n.a. na. f.a. 0.3 na. na. na. n.a. na 4,905
New World Dept Store China 825 HK HKD 1.180 59.0 n.a. n.a. n.a. 0.3 05 na. n.a. (9.6) 0.0 1,990
Maoye International 848 HK HKD 0.330 8.0 n.a. na. n.a. 0.1 na. na n.a. na. na. 1,696
Parkson Retail 3368 HK HKD 0.260 na. n.a. na. n.a. 0.1 na. na. n.a. n.a. na. 685
Simple Average 174 14.0 8.4 74 0.8 1:3 1.5 1T 72 0.1
Weighted Average 105 135 8.3 74 1.4 16 15 1.7 13.1 01
HK Based Retailers
Chow Tai Fook Jewellery 1929 HK HKD 9.700 334 206 175 15.2 3.7 35 34 32 17.2 3.7 97,000
Luk Fook Holdings 590 HK HKD 18.240 12.3 127 9.5 79 1.0 1.0 0.9 0.9 83 5.3 10,709
Chow Sang Sang 116 HK HKD 8.650 9.1 9.2 6.2 55 0.6 0.5 0.5 0.5 59 4.4 5,860
Sa Sa International 178 HK HKD 1.200 na. n.a. 75.0 174 2.2 25 24 2.3 (13.1) 0.0 3724
Oriental Watch Holdings 398 HK HKD 2.640 15.0 na. na na. 0.7 na. na na. na. n.a. 1,287
Bonjour Holdings 653 HK HKD 0.150 na. n.a. na. n.a. 1.2 na. n.a. na. n.a. na. 512
King Fook Holdings 280 HK HKD 0.280 45.2 n.a. na. na. 0.4 na. na. na. n.a. na. 256
Tse Sui Luen 417 HK HKD 0.840 na na. na. na. 0.2 na. na. na. n.a. na. 209
Simple Average 23.0 14.1 27.0 14 1.3 1.9 1.8 1.7 48 34
Weighted Average 301 19.2 181 141 32 31 3.0 28 148 3.8
PRC - Listed Department Stores
Chongging Department Store 600729 CH CNY 27910 15 1.0 9.1 79 18 16 14 13 15.0 28 13471
Wangfujing Group 600859 CH CNY 31.190 25.2 518 241 189 21 21 2.0 1.8 38 0.4 28,746
Rainbow Digital Commercial 002419 CH CNY 7.710 10.8 271 12.0 95 1.3 1.3 13 5. 4.9 29 10,987
Wuhan Department Store 000501 CH CNY 11.630 73 73 6.9 n.a. 0.9 na. na na. na na. 10,618
Hunan Friendship & Apollo 002277 CH CNY 3.630 16.0 214 14.5 1.3 0.7 0.7 0.7 na. 3.0 0.8 6,009
Hefei Department Store 000417 CH CNY 4.830 238 284 242 n.a. 0.9 0.9 0.9 n.a. 34 1.0 4,472
Simple Average 15.7 245 15.1 1.9 1.3 13 1.3 14 6.0 16
Weighted Average 17.2 30.5 16.4 13.9 1.6 i i 1.5 1.5 6.2 1.4

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (HKS m) 20184 20194 2020F 2021F 2022F Year end 31 Dec (HKS m) 20184 20194 2020F 2021F 20207
Total Revenus 4,358 3542 1,987 2,587 3.238 Investment properlies 5132 5420 8,962 9,962 10,962
Cost of sales (1.143) {889) {487} {620} {779} PPE 5876 6292 6,568 6,822 7,052
Gross prafit 3215 2,653 1,500 1,967 2460 Financiat assets 19 649 966 979 966
Others 64 72 72 72 72
Other income & gains 108 147 175 132 138 Total Nor-current Assels 11,001 12,433 16,566 17,836 18,072
Selling & distribution expenses (722) (607} {556} {647} {696)
Administralive expenses (137} (138} {119} {129} {136} Cash & Cash Equivalents 1413 7113 6,607 6,551 6,466
Operating Profit 2464 1,965 1,000 1323 1.765 Inventories 45 39 3 37 44
Trade and other receivables 158 103 82 102 122
Interest and imvestment gains {2n} T40 {250} 193 223 Finarcial assets 3,081 3,308 3,820 3,859 587
Faur valus changes a1 {174} {180} 50 67 Time deposits 4,783 1,509 156 186 186
Finance income, nel {31} (539} {541) {360) {381) Total Current Assets 9477 12,069 10,817 10,736 10,689
Profit Before Tax 2162 2,166 208 1,156 1.647
Income Tax (472) (276} (50} (150) (214) Total Assets 20,568 24502 27,385 28,571 29,761
Profit Afler Tax 1,680 1,891 158 1,006 1433
Non-coniroling Interest (1] 0 (1] 0 0 Trade and other payables 1,046 426 744 892 482
Shareholders' Profit{ Loss 1,690 1,891 158 1,006 1433 Tax payables 200 491 250 263 216
Basic EPS 1.078 1.259 0.105 0.670 0.954 Short term bank borrowings 3,100 401 3,800 3,800 3,800
Others 157 214 385 91 396
Cash Flow Statement Total Current Lisbilities 4504 5603 5179 5,345 5,454
Year and 31 Dec (HKS m) 20184 20198 2020F 2021F 2022F Long term bank borrowings 8114 7641 10,800 10,800 10,800
PET 2,162 2,166 208 1,156 1,647 Long ferm bonds 4,656 6,962 6,962 6,962 6,962
Finance coste, net 123 164 152 226 27 Deferred tax iabilities n 243 Fal 243 255
Degraciation & amortisation 185 27 223 248 270 Others 0 211 213 215 217
Fair value changes of FA 516 (404) 360 150 120 Total Non-current Liabities 13,042 15,058 18,206 18,220 18,234
Change in WG (14) (290) {#7) 124 64
Inceme tax paid (345) (103} {50) (150 (214) Total Lisblities 17,636 20,660 23,385 23,566 23,668
Others (184) 24 202 (145) 85) Total Shareholders' Equity 2931 3841 4,000 5,006 6,073
Cash fram Cperating Activities 2443 2,028 1,139 1,607 2,030 Minority Interest 0 0 0 0 0
Total Equity 2931 3841 4,000 5,006 6,073
Additions to PPE 266 238 500 500 500
Addiions to investment properties 155 218 3732 1,000 1,000 Financial Ratios
Others (5,780) 2,034 (8,312) (2,843) (2,842) 20184 20197 2020F 2021F 2022F
Cash from Investing Activites (5,380) 2492 (4,080) (1,343) (1,342) Profitability:
Gross margin (%) 738 749 755 6.0 76.0
Met bank loans @2 468 2,888 0 0 Operating margin (%) 56.5 55.5 50.3 51.2 54.5
Dividend paid {1,006) (1,006} 0 0 (3686 Net profit margin (%) 388 534 a0 339 443
Others (2,086) 1731 (361) (410) 408) ROE (%) 496 55.8 40 223 259
Cash from Financing Activities (3,004 1,182 2,526 (410) (774) ROA (%) a1 84 06 18 49
Net Changes in Cash 6,010) 5713 {415) (148) (26) Operating (days):
Cash at Beg of Year 7423 1413 7113 6,697 6,551 Inventory days 133 171 261 200 181
Foreign exchange effect 0 (14) 0 0 0 AC receivable days 138 133 17.0 130 126
Cash at End of Year 1413 7113 697 6,551 6,466
Liguidity & Solvency:
Current ratio (x) 21 22 21 20 20
Interest cover {x} L 59 08 28 40
Net gearing (%) 330.0 817 367.0 2062 2488
Payout ratia (%) 325 0.0 0.0 15.0 30.0

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition

Buy F N Relative Performance=>15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate [linge Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.
Neutral i Relative Performance is -5% to 5%;

or the fundamental outlook of the company or sector is neutral.
Reduce T Relative Performance is -5% to -15%;

or the fundamental outlook of the company or sector is unfavorable.
Sell 2 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 i N Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral i Relative Performance is -5% to 5%,

or the fundamental outlook of the sector is neutral.

Underperform ER T ] Relative Performance<-5%;
Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for GUOTAI JUNAN | (01788 HK),JINSHANG BANK (02558 HK),HAITIAN ANTENNA (08227 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.

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.

© 2020 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

Website: www.gtja.com.hk
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