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Short-Term Turbulence, Maintain "Buy"
TRIEY, 4 “TN” WK

SOGO CWB and SOGO TST was down by 36.2% YoY and 57.7% YoY,
respectively. In 2H20, decline rate of SSSG narrowed to 17.5% and 31.7%,
respectively, on a lower base. Gross margin narrowed by 1.0 ppt YoY to
73.9% and overall concessionaire rate declined by 1.4 ppts YoY, a result of
higher discounts given to incentivize customer spending. The Company Share price i/ HK$6.950
recorded a large amount of fair loss in its investment properties; shareholders’
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Gl Ei down 43.7% YoY; shareholders’ profit dropped 92.7% YoY to HK$139 Rating: ‘ B“Y
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;= profit would be HK$801 million in 2020 if excluding other gains and losses,
E 2 down by 50.9% YoY. Stock performance
3 & ® We expect the challenging retail market in Hong Kong to continue in EUlE S
W § 2021. Considering the ongoing fluctuating COVID-19 pandemic situation, we B S ebarn
% E do not expect a quick rebound in the Company's sales in 2021. However, with w0 L
& the rollout of vaccines, we are positive on the reopening of border crossing 150 +
# 2 and the Company’s recovery afterwards. In addition, we believe that the ALY -
& E- Company's self-owned properties and income from investment properties :z i
w could strongly support the bottom line. 4

L] We maintain "Buy" rating and revise up TP to HK$8.00. Our TP (10.0) +
represents 14.4x and 10.9x 2021 and 2022 PER, respectively. Main risks (15.0)
include: 1) ongoing COVID-19 pandemic; 2) slower-than-expected SSSG (200) T
recovery; and 3) delays in the completion of the Kai Tak project. 0
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Source: the Company. Guolal Junan International.
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2020 Results Review

Lifestyle International’s ("Lifestyle” or the "Company") revenue decreased by 43.7% YoY to HK$1,993 million in 2020.
Gross sales proceeds (GSP) dropped by 39.9% YoY to HK$5,674 million in 2020. By segment, sales income from direct sales,
APO sales and concessionaire sales declined by 43.3% YoY, 45.9% YoY and 42.0% YoY, respectively. By store, SSS in SOGO
Causeway Bay (CWB) and SOGO Tsim Sha Tsui (TST) was down by 36.2% YoY and 57.7% YoY, respectively. In 2H20, the
COVID-19 pandemic continued to linger in Hong Kong and border crossings remained closed during the period, therefore the
Company's sales remained under pressure and did not show recovery. However, the decline in SSSG in SOGO CWB and
SOGO TST narrowed to 17.5% and 31.7% in 2H20, respectively. Advertisement income from CVISION also dropped by around
50% in 2020 due to challenging retail environment. In terms of rental income, the Company recorded HK$48 million, including
HK$13.4 million from a newly acquired commercial property located in London, up 17.4% YoY. Gross profit dropped by 44.5%
YoY to HK$1,474 million and gross margin narrowed by 1.0 ppt YoY to 73.9%. Overall concessionaire rate declined by 1.4 ppts
YoY to 23.4%, of which concessionaire rate of SOGO CWB and SOGO TST was down by 1.4 ppts YoY and 0.8 ppts YoY to
23.2% and 25.2%, respectively, mainly a result of higher discounts given to incentivize customer spending.

Shareholders’ profit decreased by 92.7% YoY to HK$139 million in 2020. Selling and distribution costs were cut by 17.1%
YoY, mainly thanks to a sharp drop in rental expenses for SOGO TST amid a substantial drop in sales due to the requirement of
fixed base rent payment only. The reduced costs were also due to the Company’s cost tightening measures during the period.
However, S&D costs ratio was up 2.8 ppts YoY due to operating deleveraging. The Company received subsidy under the
Employment Support Scheme from the government amounting HK$35.5 million and exchange gain of HK$45.9 million.
However, the Company recorded a mark-to-market fair value loss of HK$333.8 million in financial investments and a fair value
loss of HK$418.1 million in investment properties. The net profit attributable to the shareholders excluding other gains and
losses would be HK$801.2 million in 2020, down by 50.9% YoY. The Company will not pay dividend for the year 2020,
preserving cash for long-term financial health.

Table-1: Lifestyle's 2020 Results Review

RMB million 2019 2020 YoY 2H19 2H20 YoY

GSP 9,445 5674 (39.9%) 3,784 3,042 (19.6%)
Revenue 3,542 1,993 (43.7%) 1,439 1,051 (26.9%)
Cost of sales (889) (519) (41.6%) (342) (281) (18.0%)
Gross profit 2,653 1474 (44.5%) 1,096 770 (29.7%)
Other income & gains 147 219 48.7% 7 100 40.2%

Selling & distribution expenses (697) (578) (17.1%) (322) (296) (8.0%)

Administrative expenses (138) (115) (16.8%) (73) (59) (19.8%)
Operating profit 1,965 1,000 (49.1%) 773 516 (33.2%)
Finance income 740 35 (95.3%) Kiki 337 7.6%

Finance costs (365) (369) 1.1% (210) (165) (21.7%)
PBT 2,166 247 (88.6%) 675 450 (33.4%)
Income tax expense (276) (108) (60.6%) 71) (85) 19.4%

Shareholders' profit 1,891 139 (92.7%) 605 365 (39.6%)
Gross margin 74.9% 73.9% -1.0 ppt 76.2% 73.9% -2.3 ppts
Operating margin 55.5% 50.2% -5.3 ppts 53.7% 56.9% 3.2 ppts
Net margin 53.4% 6.9% -46.4 ppts 42.0% 36.2% -5.8 ppts

Source: the Company, Guotal Junan International.
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Figure-1: GSP Breakdown by Operation Model Figure-2: Revenue Breakdown by Operation Model

Inner: 2019; Outer: 2020 Inner: 2019; Outer: 2020

® Direct sales
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sales
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# Service income

Rental income

= Direct sales ® Concessionaire sales APO sales

Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
Figure-3: Lifestyle’s SSSG Figure-4: Lifestyle’s Concessionaire Rate
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Update on Kai Tak Project. The Company’s twin towers are mainly for retailing use, including a full-fledged SOGO store and
other complementary facilities and amenities. Construction of Kai Tak Project has been slightly delayed due to both the
COVID-19 pandemic and a suspension of work for carrying out the tunnel settlement investigation as requested by MTR.
Despite this, foundation works were largely completed and the Company expects the project to be completed and commence
operation in 2023. Capex for the project was around HK$1.2 billion in 2020 and the management guided another HK$4.6 billion
for the remainder of the project.

Investment in property is expected to provide stable income to the Company. The Company acquired a commercial
property in London with total consideration of around HK$2.6 billion. The rental income is expected to be HK$115 million with
rental yield of 4.4% in the next two years. Management expects the yield to improve afterwards upon refurbishment and the
current single tenant will transform into multiple tenants.

Earnings Forecasts Assumptions and Revisions

We expect the Company’s sales to continue to face challenges in 2021 but will recover afterwards. The COVID-19
pandemic is still fluctuating in Hong Kong in the first two months of 2021 and border crossings remained closed during the
period. In Jan. and Feb., the management guided that SSSG showed increase in SOGO CWB but still recorded a decline in
SOGO TST. Foot traffic dropped for both stores due to lack of tourists and weak local consumption sentiment. The management
holds a pessimistic view on Hong Kong retail market in 2021. However, the rollout of vaccines is expected to bring a return to
normality by the end of year and it is looking hopeful that border crossings will reopen in 2021 after mass vaccination has taken
place. As a leading department brand in Hong Kong, we are positive on SOGO's long-term competiveness and sustainable
growth. In addition, the Company has been enhancing its omni-channel capabilities and its SOGO Rewards to expand its
business and attract customers. Considering the fact that the containment of the COVID-19 pandemic did not meet our previous
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expectation and that retail market recovery is yet to come, we have lowered our revenue forecasts by 12.7% and 13.7% in 2021
and 2022, respectively. Also, the Company has been offering larger discounts to customers in the challenging environment and
concessionaire rates are expected to remain low. We cut profit margin forecasts and revise down shareholders profit by 17.1%

and 23.3% in 2021 and 2022.

Table-2: Key Figure Revisions for Lifestyle

. New Old Change
2021F 2022F 2023F 2021F 2022F 2023F 2021F 2022F 2023F
GSP 6,128 7,635 9,514 6,843 8,527 na. (10.4%) (10.5%) n.a.
Revenue 2,257 2,795 3472 2,587 3238 na. (12.7%) (13.7%) na.
Gross profit 1,695 2,099 2,609 1,967 2,460 na. (13.8%) (14.7%) n.a.
SD&A expenses -790 -825 -944 776 -832 na. 1.8% (0.9%) n.a.
Operating profit 1,037 1412 1,808 1,323 1,765 na. (21.6%) (20.0%) na.
Shareholders’ profit 834 1,100 1,559 1,006 1433 n.a. (17.1%) (23.3%) na.
EPS (HK$) 0.556 0.732 1.038 0670 0.954 na. (17.1%)  (23.3%) na.
Gross margin 75.1% 75.1% 75.1% 76.0% 76.0% na. -0.9 ppts -0.9 ppts na.
Operating margin 45.9% 50.5% 52.1% 51.2% 54.5% na. 53ppts  -4.0 ppts n.a.
Net margin 37.0% 39.3% 44 9% 38.9% 44.3% n.a. -19ppts  -5.0ppts n.a.

Source: Guotai Junan International.

Maintain "Buy" investment rating and revise up TP to HK$8.00. We are of the view that the Company's short-term
turbulence will not affect its long-term valuation as a leading local retail brand in Hong Kong with its own property. We believe
that the Company will deliver solid results when the COVID-19 pandemic subsides, and we expect dividend payment to
resume. Our TP is derived from 14.4x 2021 PER and 10.9x 2022 PER, lower than the Company’s historic average. 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.

Figure-5: Historical Forward PER of Lifestyle

Figure-6: Historical Forward PBR of Lifestyle
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Table-3: Peers Comparison Table

Combany PE(x) PB(x) ROE(%) DIY(%) Market Cap
Stock Code Currency Last price 20A 21F 22F 23F 20A 21F 22F 23F 21F 21F HKD mn
HK - Listed Department Stores
Golden Eagle Retail 3308 HK HKD 7.090 1.8 8.6 7.7 n.a. 1.4 12 11 na, 157 56 .M
Lifestyle Intl 1212 HK HKD 6.970 774 1.0 8.6 7.0 26 23 20 13 231 21 10,468
Wing On Co International 2B9 HK HKD 17.100 na na. na. na. na. na. na. na. na. na. 4991
New World Dept Store China 825 HK HKD 1.180 na. n.a. na. n.a 05 na. na. na, n.a. na, 1,990
Maoye International 848 HK HKD 0.385 na na. na. na. na. na. na. na. n.a. na. 1,979
Parkson Retail  3%BHK  HKD 0310  na na na  na 02 na na na  na na B
Simple Average 448 98 8.1 7.0 ol : iy 16 1.7 194 38
Weighted Average 427 9.7 8.1 7.0 1.8 1.7 1.6 1.7 19.2 39
HK Based Retailers
Chow Tai Fook Jewellery 1929 HK HKD 11.300 248 212 18.1 n.a. 4.1 38 36 na. 18.6 37 113,000
Luk Fook Holdings 590 HK HKD 19.540 136 10.1 8.4 n.a, 11 1.0 0.9 na. 10.2 54 11,472
Chow Sang Sang 116 HK HKD 10.600 1.2 75 6.7 na. 07 06 06 na 84 5.4 7,181
Sa Sa International 178 HK HKD 1.850 na. 61.7 28.0 na. 38 36 36 na. 8.7 11 5741
Oriental Watch Holdings 398 HK HKD 2.660 na. n.a. na. n.a. n.a. na. na. na. na. na. 1,296
Bonjour Holdings 853 HK HKD 0.196 na. na na. n.a. n.a. na. na. na. na. na. 669
King Fook Holdings 280 HK HKD 0.350 na. na. na. na. n.a. na. na na. na. na. 319
Tse Sui Luen 417 HK HKD 0.860 na. na. na. na. na. n.a. na. na. n.a. na. 214
Simple Average 16.5 25.1 153 n.a. 24 23 22 na. 115 39
Weighted Average 231 21.2 171 na. 36 34 3.3 na 16.9 3.9
PRC - Listed Department Stores
Chongging Department Store 600729 CH CNY 29.070 118 9.5 8.3 n.a. 1.7 15 1.3 na 15.2 29 14,172
Wangfujing Group 600859 CH CNY 29.350 534 234 19.3 n.a. 2.0 1.9 1.7 na. 8.0 14 27,322
Rainbow Digital Commercial 002419 CH CNY 7.920 287 124 9.8 na. 14 1.3 1.2 na. 10.2 43 11,400
Wuhan Department Store 000501 CH CNY 11.550 74 6.9 na. n.a. na. na. na. n.a. n.a. na. 10,651
Hunan Friendship & Apollo 002277 CH CNY 3410 20.1 136 10.7 n.a. 0.7 0.7 na. na. 46 1.5 5,701
Hefei Department Store 000417 CH CNY 4.560 26.8 228 na. n.a. 0.9 0.9 na. na, 38 13 4,265
Simple Average 246 148 120 n.a. AL 12 14 n.a. 84 23
Weighted Average 30.7 15.8 13.9 n.a. 1.6 1.5 1.5 n.a. 9.4 2.3

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

Income Statement Balance Sheet
Year end 31 Dec (HKS m) 20194 20204 2021F 2022F 2023F Year end 31 Dec (HKS m) 20194 20204 2021F 20228 2029
Total Revenus 3,542 1.993 2257 2795 3472 Investment properlies 5420 5,069 10,462 11,962 13,462
Costol sales (883} {519) (563) {696} (863) PPE 6,262 6541 6,822 7,052 7,255
Gross prafit 2,653 1474 1695 2,099 2609 Financial assets 649 1337 979 986 966
Others 72 170 8 83 83
Other income & gains 147 219 132 138 144 Tota! Nor-current Assels 12,433 18,117 18,346 20,083 21785
Seling & distribution expenses {697) (578} {655) {699} {799)
Administralive expenses (138) (115} {138) {126} {146} Cash & Cash Equivalents 7,113 4176 3,547 2867 2,120
Operaling Prafit 1,965 1,000 1,037 1412 1,608 Inventories 39 2% 3 37 45
Trade and other receivables 103 645 o7 96 144
Interest and imvestment gains T40 35 176 190 147 Financial assets 3,306 4814 4718 4,765 4813
Fair value changes (174} (418} 50 67 67 Time deposits 1,500 0 0 0 ]
Finance income, nel {539) (787} {254} {338} {163} Tatal Current Assets 12,069 9,661 5,393 7,565 7431
Profit Before Tax 2,166 247 959 1,264 1792
Income Tax (276) (108} {125) (164) {233) Total Assets 24,502 25778 26,740 27,848 26,916
Profit Afler Tax 1,891 139 834 1,100 1,559
Non-coniroling Interest (1] 0 (1] 0 0 Trade and other payables 826 662 728 an 881
Shareholders' Profit{ Loss 1.891 139 834 1,100 1.559 Tax payables 491 105 110 118 122
Basic EPS 1.259 0.092 0.556 0.732 1.038 Short term bank borrowings 4,07 9629 3,800 3,800 3,800
Others 214 429 ar4 380 366
Cash Flow Statement Total Current Lisbilities 5,603 10,826 5013 5,007 5,189
Year and 31 Dec (HKS m) 20194 2020F Z2021F 2022F 2025F Long term bank borrowings 7641 3874 9,800 9,800 4800
PBT 2,166 247 859 1,264 1,792 Long term honds 6962 6836 6,836 6,836 6,836
Finance coste, net 184 264 199 321 194 Deferred tax iabilities 243 260 ] 287 301
Depreciation & amortisation m 223 246 270 297 Others n 137 138 138 41
Fair valu changes of FA (404) 334 150 120 120 Total Non-current Liabifities 15,058 11,107 17,047 17,062 17,078
Change in WG 1290) (710) 610 70 26
Income tax paid (103) {108} (125) (164) (233) Total Lisbiliies 20,660 21933 22060 22,159 22,267
Others 224 (582} (882) (289) (333) Total Sharebolders' Equity 38 3,845 4879 5,489 6,649
Cash from Cperafing Acthities 2029 (342) 1,357 1592 1,862 Minority Interest 0 0 0 0 0
Total Equity 3,841 3845 4,679 5489 6,649
Additions to PPE 239 500 500 500 500
Addions to Investment properties 218 3732 1,500 1,500 1500 Financial Ratios
Others 2034 8,248) (3779) {3776 (3772) 2019A 2020A 2021F 2022F 2023F
Cash from Investing Activities 2492 (4.016) (1.779) (1,776) (1.772) Proftability:
Gross margin (%) 749 739 751 75.1 751
Met bank loans 468 1,791 a7 0 0 Operating margin (%) 55.5 50.2 45.9 50.5 521
Dividend paid {1,006) 0 0 (290) (399) Net profit margin (%) 534 6.9 370 393 44.9
Others 173 (369} (304) {405) (230) ROE (%} 59.8 36 196 218 287
Cash from Financing Activities 1,192 1422 (207) (695) (628) ROA (%) a4 06 32 40 4.8
Net Changes in Cash 5713 (2.937) (629) (880) (538) Operating (days|:
Cash at Beg of Year 1413 7.113 4476 3547 2,667 Inventory days 174 28 18.4 178 17.3
Foreign exchange effect (14) 0 0 0 0 AC receivable days 133 685 80.0 128 126
Cash al End of Year 7113 4176 3,547 2,667 2129
Source: the Company, Guotai Junan International. Liquidity & Solvency:
Current ratio (x) 22 0.9 1.7 15 14
Interest cover {x} 59 0.7 32 31 78
Net gearing (%) 2617 4204 360.9 3237 2753
Payout ratia {%) 294 0.0 15.0 30.0 300
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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.

© 2021 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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