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FINANCIAL HIGHLIGHTS

Year ended 31 December

2019 2018 Changes
(RMB million) (RMB million) (%)
Revenue 3,658.5 3,167.9 +15.5
Gross profit 1,403.2 1,298.1 +8.1
Profit from operations 979.8 881.9 +11.1
Profit for the year 812.2 751.2 +8.1
(RMB cents) (RMB cents) (%)
Earnings per share

— Basic 67.82 62.74 +8.1
— Diluted 67.82 62.74 +8.1
Shareholders’ equity per share 301.2 283.9 +6.1
Interim dividend per share HK18 cents HK16 cents +12.5
Special interim dividend per share HK8 cents HK7 cents +14.3
Final dividend per share HK21 cents HK21 cents -
Special final dividend per share HK10 cents HK10 cents -
(%) (%) (% points)
Gross profit margin 38.4 41.0 -2.6
Operating profit margin 26.8 27.8 -1.0
Net profit margin 22.2 23.7 -1.5
Return on average shareholders’ equity!" 23.2 23.0 +0.2
Effective tax rate 20.7 20.5 +0.2

Advertising and promotional expenses and
renovation subsidies (as a percentage of revenue) 9.3 10.4 -1.1

Year ended 3

1 December




China Lilang Limited adhered to the strategy of providing products with
excellent value-for-money during the year and recorded stable business
growth by improving retail management and propelling channels
transformation. In view of various uncertainties in the market, the Group



To all shareholders,

In 2019, the trade dispute between China and the United States
weakened the growth momentum of the global economy. In
the face of various uncertainties, the Chinese Government
has implemented large scale measures to cut taxes and
levies and maintained steady economic growth. However, as
the transformation of retail channels continued during the
year, the increasing number of shopping malls has dispersed
consumer traffic. In addition, the unseasonably warm weather
nationwide in the fourth quarter of the year, the traditional
peak season for the retail sector, added more challenges to
the apparel industry.
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CHAIRMAN'S STATEMENT

Under such a challenging business environment,
China Lilang Limited (the “Company” or “China
Lilang”, together with its subsidiaries known as the
“Group”) adhered to the strategy of providing products
with excellent value-for-money during the year and
recorded stable business growth by improving retail
management, propelling channels transformation and
opening stores at quality locations within shopping
malls in a more selective manner.

For the year ended 31 December 2019, revenue
increased by 15.5% year-on-year to RMB3.66 billion and
net profit increased by 8.1% to RMB812.2 million.

During the year, the Group maintained a healthy
financial position with sufficient cash flows. The Board
of Directors resolved to pay a final dividend of HK21
cents per share and a special final dividend of HK10
cents per share, once again maintaining a relatively
high payout ratio for the full year.

By the end of 2019, there were a total of 2,815 LILANZ
stores, a total of 145 stores were added during the year.
Although the number was below the target set earlier,
more stringent criteria had been adopted in selecting
locations and stores were opened only at quality
locations within shopping malls or in prime commercial
areas for better store efficiency. The number of stores
in shopping malls increased to about 780, and the floor
area of all stores in malls accounted for about 31% of
the total retail floor area. Affected by the mild winter,
the average same-store sales growth of stores operated
by distributors for 18 consecutive months slowed down
from a high single-digit in the first half of the year to a
low single-digit in the fourth quarter, and the average
same-store sales for the full year recorded a mid-single
digit growth. The channel inventory level at the end of
2019 was slightly higher than its target, but remained
under control.

As for new retail business, during the year, the Group’s
efforts in boosting customer flows through various
promotional activities has proven to be highly effective.
Online sales for the year has notably increased, and
this provided an effective means to support distributors
destocking.

Looking into 2020, even though China and the United
States have concluded the first-stage trade agreement,
various uncertainties remain in the business
environment. The continuous increase in the number
of shopping malls is expected to further disperse
consumer traffic and the current outbreak of the
COVID-19 epidemic (“Epidemic”) also has some impact
on the retail market in the first half of the year. The
industry consolidation is expected to accelerate and
companies with competitive edges will stand out. The
Group is confident that it will continue to outperform
other industry peers.

In 2020, the Group will develop the market in a prudent
manner and focus on the optimization of the store
network. The primary consideration for the opening
of new stores is location and shopping centres in
prime locations will be preferred. However, as certain
underperforming distributors or low efficiency street
stores will be closed, it is expected that the total
number of stores will remain at a level similar to the
end of 2019.

The Group will continue to enhance its retail
management in different aspects. In addition to
encouraging distributors of the core collection to
operate more direct-retail stores, the Group plans to
replace the current consignment model of the smart
casual collection with a direct-retail model in the
autumn of 2020. This change is aimed to strengthen
controls over inventory management, market expansion,
brand marketing and training of retail personnel and
expected to increase the profit contribution of the smart
casual collection to the Group in the medium-to-long-
term.



Various measures will also be adopted by the Group
to reinforce inventory management. The percentage
of pre-orders for the smart casual collection has been
reduced since the 2019 fall trade fair. The Group also
plans to revamp the trade fair system for the core
collection starting from the 2020 fall trade fair by
reducing its pre-order levels and preparing sufficient
production capacity for replenishment orders in order
to improve inventory control. In addition to selling
accumulated inventories from previous seasons online
and during the special sales event held at year-end at
its headquarters, the Group also plans to open more
stores within department stores and outlet malls so as
to clear channel inventories in a more timely manner.

New retail business remains one of the priorities of the
Group for its future development. In addition to using
online stores as a channel for inventory clearance, the
Group will continue to boost customer traffic through
various brand promotion activities to further drive
the growth of e-commerce sales. The first batch of IP
crossover products for the 2020 spring and summer
collections has been launched and the corresponding
promotional activities are underway.

Besides, the Group will continue to emphasize the
original design concepts and value-for-money of its
products. While the strategy of “providing products with
excellent value-for-money” will be continued, the Group
plans to enhance the fashion elements of the smart
casual collection moderately but tastefully so as to
improve its pricing structure and profitability.

The outbreak of the Epidemic has hit the retail industry
hard. Despite a strong run before the Chinese New Year
in January, total retail sales of LILANZ products for the
first quarter is expected to decline by over 40% year-
on-year. However, the Group believes that the impact
of the Epidemic on its business will be temporary and
expects business will resume normal operations by
autumn and winter at the soonest, which are the peak
seasons for the apparel retail sector. By enhancing
retail management and optimizing the store network,
target total retail sales growth of LILANZ products for
the second half of the year is set at no less than mid
single-digit.

CHAIRMAN'S STATEMENT (continuen)

As an enterprise with due consideration for its social
responsibility, the Group donated RMB3.0 million
to China Charity Federation in January to support
those infected and their families. The Group was also
one of the first group of enterprises contributing its
manufacturing resources and produced a total of 20,000
sets of protective outfits for supporting medical staff on
the frontlines.

The renovation work of the Group’s new headquarters
in Fujian is in progress and it is expected to begin
operation by the end of the year. Construction of the
new logistics park commenced in December 2019 and
Phase | is targeted to open by the end of 2021.

In the medium- to long-term, the Group will continue to
“focus on the core collection, cultivate the smart casual
collection, advance the new retail business, broaden
its collections portfolio and develop multiple brands”.
It will actively strengthen its product competitiveness
and improve the originality and fashion elements of
its designs. This strategic direction aims to further
consolidate the leading position of China Lilang in the
menswear industry in China and realize sustainable
long-term growth in order to reward its shareholders,
staff and customers for their support to the Group.

Wang Dong Xing
Chairman

19 March 2020
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MANAGEMENT
DISCUSSION
AND ANALYSIS

INDUSTRY REVIEW

In 2019, the trade dispute between China and the
United States put downward pressure on the global
economy and China’s economic growth also showed
signs of a slowdown. According to the National Bureau
of Statistics of China, the country’s gross domestic
product (GDP] grew by 6.0% during the third and fourth
quarters of 2019 respectively, and by 6.1% for the full
year, in line with the expectation of 6.0% to 6.5%. The
employment of China continued to expand in 2019,
adding more than 13 million jobs in urban cities for the
seventh consecutive year. The consumer price index
was stable, posting a year-on-year growth of 2.9%.
Resident income grew broadly in line with economic
growth. The total retail sales of consumer goods rose
8.0% year-on-year, among which, the total retail sales
of apparel, footwear, headwear and knitwear increased
by 2.9% year-on-year.




The transformation of retail channels continued during
the year. The increasing number of shopping malls has
dispersed consumer traffic. In addition, the higher-than-
normal temperatures nationwide in the fourth quarter of the
year, the traditional peak season for the retail sector, added
more challenges to the apparel industry. Brand and product
competitiveness, retail management and shop location have
become increasingly important for operating efficiency.
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MANAGEMENT DISCUSSION AND ANALYSIS

During the year under review, China Lilang
pragmatically expanded and maintained stable business
growth. For the year ended 31 December 2019, revenue
was up by 15.5% year-on-year to RMB3,658.5 million,
while net profit was up by 8.1% to RMB812.2 million.
Earnings per share were RMB67.82 cents, up by 8.1%.

The Group adhered to the strategy of providing products
with better value-for-money and continued to enhance
the fashion elements and design of products in order
to stand out from its peers and improve its overall
brand competitiveness. Besides, the Group has actively
promoted the e-commerce business and more efforts
were made to attract customer flows and to increase
online marketing, and the online retail sales of the
Group grew at a faster pace during the year as result.
In addition, the Group continued with its channel
transformation and was more selective in opening
stores in quality locations within shopping malls in
order to optimize the existing retail network and to
improve store performance.

During the year, the Group maintained a healthy
financial position with sufficient cash flows. The Board
of Directors recommended the payment of a final
dividend of HK21 cents per share and a special final
dividend of HK10 cents per share. Together with its
interim dividend and special interim dividend, the total
dividend for the year would be HK57 cents per share,
once again maintaining a relatively high payout ratio.

FINANCIAL REVIEW

Revenue

The Group's revenue for the year increased by 15.5%
to RMB3,658.5 million. This included the sales of all
2018 inventories of the smart casual collection to
distributors at a small gross profit margin and was after
the provision of sales rebates to distributors. Impacted
by the mild winter, average same-store sales growth
of stores operated by distributors for 18 consecutive
months slowed down from a high single-digit in the
first half of the year to a low single-digit in the fourth
quarter. In order to relieve distributors from pressure
of the fall and winter inventories, sales rebates were
provided by the Group to them as incentive to offering
discount clearance sales. Provision for such rebates
was made in 2019 and deducted from revenue.

By product category, tops remained the major
contributor to sales, accounting for 60.3% of LILANZ
revenue (2018: 61.8%), with a 15.8% growth in sales. As
for footwear products on which the Group had stepped
up its research and development efforts during recent
years, sales for the year increased by over 60% and
accounted for more than 10% of the revenue of LILANZ,
up from about 7% in 2018.

Revenue by Region

Other than the North-Eastern China region, all other
regions continued to benefit from the Group’s store
expansion in 2018 and 2019 and also the growth in
same-store sales for the year, and recorded sales
growth. In particular, sales in the Eastern China region
had the most notable sales performance increasing by
22.4%, primarily attributable to the sales growth of the
smart casual collection.



Sales of the core collection in the North-Western
China, Northern China and Central and Southern China
regions recorded over 10% growth. Together with
the increase in sales of the smart casual collection,
sales in these regions increased by 21.6%, 19.5% and
17.6% respectively. However, affected by continuous
population outflow, the North-Eastern China region was
the only region with net store closures in both 2018 and
2019, and sales in that region for the year decreased by
7.1%.

Revenue by region for the year is set out below:

1

MANAGEMENT DISCUSSION AND ANALYSIS (conminuen)

The Eastern China and Central and Southern China
regions remained the top geographical contributors to
revenue, together accounting for 61.3% (2018: 59.1%) of
total revenue. The number of retail stores in these two
regions accounted for 54.1% (2018: 54.0%) of the total
number of stores.

Year ended 31 December

2019 2018 Changes

Region RMB million % of revenue RMB million % of revenue %
Northern China ' 290.7 7.9% 243.3 7.7% 19.5%
North-Eastern China 2 156.3 4.3% 168.2 5.3% -7.1%
Eastern China® 1,279.7 35.0% 1,045.7 33.2% 22.4%
Central and Southern China * 960.6 26.3% 816.5 25.9% 17.6%
South-Western China ® 647.8 17.7% 615.1 19.5% 5.3%
North-Western China ¢ 323.4 8.8% 265.9 8.4% 21.6%
Subtotal of LILANZ 3,658.5 100.0% 3,154.7 100.0% 16.0%
Others — 13.2
Total of the Group 3,658.5 3,167.9 15.5%
1 Northern China includes Beijing, Hebei, Shanxi, Tianjin  Cost of Sales and Gross Profit Margin

and Inner Mongolia. Cost of sales increased by 20.6% to RMB2,255.3 million
2 North-Eastern China includes Heilongjiang, Jilin and year-on-year. As sales increased' subcontracting

Liaoning. charges was up by 48.8% to RMB461.9 million.
3 Eastern China includes Jiangsu, Zhejiang, Shanghai,

Anhui, Fujian, Shandong and Jiangxi. Gross profit margin was 38.4%, down by 2.6 percentage
4 Central and Southern China includes Henan, Hubei,

Hunan, Guangdong, Guangxi and Hainan.

5 South-Western China includes Chongging, Sichuan,
Guizhou, Yunnan and Tibet.

6 North-Western China includes Shaanxi, Gansu,
Qinghai, Ningxia and Xinjiang.

points year-on-year. This was primarily due to the
rebates provided to distributors for the clearance of the
fall and winter inventories and the sales of the 2018
inventories of the smart casual collection at a small
gross profit margin. Gross profit margin of the core
collection, before rebates, was similar to that of last
year.
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MANAGEMENT DISCUSSION AND ANALYSIS (conminuen)

Other Net Income

Other net income amounted to RMB115.8 million,
mainly comprising government grants of RMB83.2
million (2018: RMB74.4 million) and adjustments of
amounts payable to suppliers due to quality or delivery
issues. The Group’s eligibility for the government grants
was unconditional and at the discretion of relevant
authorities.

Selling and Distribution Expenses

Selling and distribution expenses increased by 3.4%
to RMB409.7 million, accounting for 11.2% of the total
revenue, down by 1.3 percentage points. Advertising
expenses and renovation subsidies increased by
RMB8.6 million to RMB339.3 million, accounting for
9.3% (2018: 10.4%) of the total revenue, primarily due
to the increase in advertising expenses. Despite more
stores being allocated display shelves for footwear
products during the year, total renovation subsidies
decreased as there were fewer new store openings.
As for other selling and distribution expenses, more
transportation and courier expenses were incurred
as the online business and the business of the smart
casual collection expanded.

Administrative Expenses

Administrative expenses amounted to RMB103.9
million, up by RMB11.7 million over last year, primarily
due to the commencement of the operation center for
the smart casual collection in Shanghai since the fourth
quarter of 2018 and the additional expenses to improve
the meal benefits for staff. The expenses accounted for
2.8% (2018: 2.9%) of revenue.

Other Operating Expenses
Other operating expenses mainly comprised charitable
donations of RMB25.2 million (2018: RMB12.7 million).

Profit from Operations

Profit from operations increased by 11.1% to RMB979.8
million, which was mainly driven by the increase in
sales. Operating margin decreased by 1.0 percentage
point to 26.8% as gross profit margin dropped.

Net Finance Income

Net finance income decreased by RMB19.2 million to
RMB44.2 million year-on-year. Both the cash balance
and bank deposit interest rate decreased during the
year.

Income Tax

The effective income tax rate was 20.7% for 2019,
similar to that of last year. The “Advanced and New
Technology Enterprise” status of one of the Group’'s
PRC subsidiaries expired at the end of 2018 and was
approved for renewal in 2019 for another three years up
to 2021.

Net Profit

Net profit was RMB812.2 million for the year, up by
8.1%, which was mainly driven by the increase in sales.
Net profit margin declined by 1.5 percentage points to
22.2%.

Earnings per Share
Earnings per share were RMB67.82 cents, up by 8.1%.

Final Dividend

The Board recommended the payment of a final
dividend of HK21 cents (2018: HK21 cents] per ordinary
share and a special final dividend of HK10 cents
(2018: HK10 cents) per ordinary share in respect of
this financial year, making the total dividend payment
of approximately HK$371.2 million (equivalent to
approximately RMB332.8 million]). The final dividend and
special final dividend will be paid in cash on or around
20 May 2020 to shareholders whose names appear on
the register of members of the Company on 8 May 2020.

BUSINESS REVIEW

Sales Channel Management

Through LILANZ retail stores operated by distributors,
the Group has established a distinctive brand image
and provides professional and attentive retail services
and an outstanding shopping experience so as to
boost sales. At present, the Group adopts a wholesale
model to sell its core collection to distributors, and a
consignment model for the sales of its smart casual
collection.



During the year, the Group continued to expand
its sales network, and pragmatically supported
distributors in opening new stores or relocating existing
stores to better locations. More stores were opened
in the shopping malls located in provincial capitals
and prefectural level cities. With more comprehensive
facilities, shopping malls can better cater for the
shopping need of consumers, gathering larger
customer flows and attracting increased consumption,
resulting to better store performance there.
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MANAGEMENT DISCUSSION AND ANALYSIS (conminuen)

The number of stores in shopping malls increased to
about 780 by the end of December 2019 (31 December
2018: 680), accounting for nearly 28% of total store
count and approximately 31% of total retail floor area.

By the end of December 2019, there was a total of 2,815
LILANZ retail stores nationwide, representing a net
increase of 145 stores during the year; the total retail
floor area increased by 7.0% as compared with the end
of 2018 to about 406,400 square meters (31 December
2018: 379,900 square meters). Of these, specialty stores
for the smart casual collection increased by 78 to 290.

Changes in the number of stores in different regions were as follows:

Number of stores

As at Opened during Closed during As at
Region 1 January 2019 the year the year 31 December 2019
Northern China 278 50 29 299
North-Eastern China 207 24 32 199
Eastern China 764 158 112 810
Central and Southern China 677 79 42 714
South-Western China 482 65 42 505
North-Western China 262 49 23 288
Total 2,670 425 280 2,815

To further enhance the brand image of LILANZ and
the shopping experience of consumers, the Group has
launched the seventh-generation store image for the
core collection on a pilot basis at its newly-opened
stores in the second half of the year. Consistent with
the previous practice, the Group provided materials for
the seventh-generation store renovation to ensure a
consistent store image and at the same time showcase
a more fashionable and fresher brand image to attract
more customers. The Group also continued to assist
distributors in upgrading in-store product displays and
retail services, and monitored store sales and inventory

via the enterprise resources planning (ERP) system.
The inventory level at the end of 2019 was slightly
higher than its target, but remained under control.

To ensure the highest quality of management and
service at its stores, the Group continued to provide
training to distributors. In July 2019, the Group
organized a large-scale training seminar in Suzhou for
distributors to deepen their understanding of new retail
development and sharpen their inventory and sales
personnel management and customer care service
skills.
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MANAGEMENT DISCUSSION AND ANALYSIS (conminuen)

The Group has established stable relations with
distributors. All the core collection distributors have
maintained business relationships with the Group for
over a decade. As at 31 December 2019, LILANZ had 78
distributors and 768 sub-distributors. As distributors
of the core collection opened more direct-retail stores
while some sub-distributors closed stores with sub-

stardard management, and given that all stores of the
smart casual collection are operated by distributors,
the number of stores operated by distributors increased
to 1,663. The related percentage to total store count has
also kept rising, reflecting the Group’s growing foothold
in first- and second-tier markets and improving retail
management.

31 December 2019 31 December 2018

Number of Number of Number of Number of

distributors stores distributors stores

Self-operated store - 1 — 1

Distributors 78 1,663 77 1,470

Sub-distributors 768 1,151 808 1,199

Total Number of Stores 2,815 2,670
Street Stores and Stores

in Shopping Malls 2,509 2,354

Shop-in-shops
in Department Stores 306 316
Total Number of Stores 2,815 2,670

New Retail Development

New retail remains one of the Group’s top priorities
for future business development. The Group promotes
the business of its LILANZ core collection and smart
casual collection by actively integrating online services
with offline in-store experiences while optimizing its
logistics services.

Online stores have been set up on major online sales
platforms for both the LILANZ core collection and
smart casual collection. The Group also provides
customer relations management services via the
WeChat platform. During the year, the Group has spent
more efforts in driving the growth of online customer
flows and organized various promotional activities,
including the launch of limited edition products online,
commissioning influencers to promote products,
placing advertisements on renowned web portals and

collaborating with Baidu to boost customer flows. In
particular, a special promotion has been held on the
Double Eleven Online Shopping Festival, and sales on
that day increased significantly over last year. This has
not only helped distributors to destock, but also boosted
customer flows.

Product Design, Development and Supply
Chain Management

The Group continued to enhance the personality-
themed and original design of its products to provide
better value-for-money and differentiate itself from
its peers. The proportion of originally-designed
products maintained at the target level of about 70%
among products available for sale in 2019. Of these,
the proportion of products utilizing proprietary fabrics
developed by the Group rose nearer to the target of
50%.



In response to increasing concern about environment
protection, the Group has endeavored to save energy
and reduce waste during the product design and
production process. Subsequent to the introduction of
bamboo fiber, an environmentally-friendly material,
for shirt production, the Group will launch an
environmentally-friendly jeans collection in its 2020
spring and summer collections. Such jeans are made
with blended fabrics of cotton yarn and polyester yarn
extracted from recycled plastic bottles. On average,
each pair of jeans uses seven plastic bottles, an
effective way to dispose and recycle a quantity of
plastics. Besides, the Group has also adopted the
latest washing technology in the washing process of
some of the jeans products to save labor and energy
consumption, which reduces water consumption by
about 20%.

In addition, the Group has increased the proportion
of season-neutral products such as lightweight down
jackets, jeans and shirts to further reduce the impact
of extreme weather on sales and improve overall
sales performance. Among these items, the sales
performance of footwear products has been particularly
outstanding.

The Group’s international and local research and
development teams have continued to keep abreast of
the popular trends in the international market. With
the objective of meeting fashion needs of mainland
China’s consumers, the teams design value-for-money
menswear products that are simple yet fashionable
in style targeting different market segments of the
core and smart casual collections. There are currently
about 440 staff members in the Group’s research
and development department engaged in areas
such as product design, material development and
sample creation, all striving to increase the overall
competitiveness of its products.

Brand Management and Promotion

China Lilang owns and operates the LILANZ brand and
currently sells menswear products in two collections
— the core collection and the smart casual collection.
“LESS IS MORE" has been added to the store logo of
the smart casual collection for identification purposes.
The core collection, principally targeting consumers
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MANAGEMENT DISCUSSION AND ANALYSIS (conminuen)

between the ages of 25 and 45, has been well-received
in traditional third- and fourth-tier city markets and
is gradually expanding into first- and second-tier
city markets. The smart casual collection, targeting
consumers between the ages of 20 and 30 in first- and
second-tier city markets, comprises more classicly-
styled products than the core collection.

The Group’s brand management mainly focuses on
products and store image to promote brand image.
During the year, the Group launched the seventh-
generation store image for the core collection on a
pilot basis in its newly-opened stores. Using higher
quality materials and with a more fashionable
decoration and design, the upgrade aims to create a
simple and comfortable shopping environment and
highlight the distinguished fashion style of the brand.
Meanwhile, the Group continued to launch targeted
brand advertising and promotion campaigns, including
placing advertisements on the Beijing-Shanghai High
Speed Railway and soft advertisements in traditional
print media and web portals, as well as sharing mix-
and-match fashion tips and introducing new seasonal
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MANAGEMENT DISCUSSION AND ANALYSIS (conminuen)

Awards

During the year, the Group ranked among the “Top 500
Brands in China” at the Third China Brand Innovation
Conference (0 0O0O0DOOO0DOOO) and garnered
the “China (Industry) Quality Evaluation Gold Award
209" (000000 @Oo)oooooo).

In addition, LILANZ was granted the “Better Living —
Fashion Culture Contribution Award” (0000 «0 00
0000]) by the New Weeklyll O O O 0. The Group also
won the “Alifish Innovative Marketing Pioneer Award”
(000000000 0) in respect of its promotion
campaign for the The Longest Day In Chang’an (0 O
000 0) crossover products that it launched.

PROSPECTS

Looking into 2020, even though China and the United
States have reached the first-stage trade agreement,
uncertainties over the tariffs of the two countries
have not been eliminated. Besides, there are still
concerns over China’s economic slowdown and also the
transformation of retail channel is expected to continue.
The increasing number of shopping malls disperses
consumer flows, making the operating environment
of the retail sector more challenging. The industry
consolidation is therefore expected to speed up.
Consequently, the weaker players will die out and the
stronger will survive, enabling competitive brands to
stand out. As a well-established menswear enterprise,
China Lilang has distinctive advantages in both original
designs and value-for-money of its products. The Group
is confident that it will continue to outperform other
industry peers.

The outbreak of the Epidemic has halted much of
the economic activity in China since late January. In
response to the guidelines and requirements made by
relevant local government departments and to ensure
the health and safety of employees, distributors and
customers, most of the LILANZ stores participated in
epidemic controls and temporarily closed. As there are
growing signs that the Epidemic is under control and
economic activity is gradually resuming, about 70% of
LILANZ stores have resumed operation by mid-March
based on local health conditions and in accordance
with government policies. Despite a strong run before
the Chinese New Year in January, total retail sales of
LILANZ products for the first quarter is expected to
decline by over 40% year-on-year.

The outbreak of the Epidemic has hit the retail industry
hard and retail sales of the 2020 spring products
have been materially affected as a result. The Group
will reduce the production of the 2020 fall products
to facilitate the destocking of the spring channel
inventories. The Group will also consider granting
sales rebates to distributors who are most affected as
subsidies for discount clearance sales of the spring
products. The Group estimates that the financial
performance for the first half of the year will be
adversely affected.

However, the Group believes that the impact of the
Epidemic on its business will be temporary and expects
business will resume normal operations by autumn and
winter at the soonest, which are the peak seasons for
the apparel retail sector. Although the retail operations
in the first quarter and possibly the second quarter are
expected to be severely affected by the Epidemic, the
target total retail sales growth of LILANZ products for
the second half of the year is set at no less than mid
single-digit.

As an enterprise with due consideration for its social
responsibility, the Group donated RMB3.0 million
to China Charity Federation in January to support
those infected and their families. The Group was also
one of the first group of enterprises contributing its
manufacturing resources and produced a total of 20,000
sets of protective outfits for supporting medical staff on
the frontlines.



Against the above backdrop, in 2020, China Lilang will
adopt a prudent strategy and focus on the optimization
of the existing store network, the improvement of
retail management and store performance. The Group
will continue to facilitate distributors to open stores
in quality shopping centers for better store efficiency.
However, considering that certain underperformed
distributors or low efficiency street stores will be
closed, the target store count remains at a level similar
to the end of 2019.

For the core collection, the Group will continue to
encourage distributors to operate more direct-retail
stores and further improve channel management.
For the smart casual collection, the Group plans
to replace the current consignment model with a
direct-retail model in autumn 2020 to strengthen
various management areas such as inventory, market
expansion, brand marketing and training of retail
personnel. In the medium-to-long-term, operating
the smart casual collection employing the direct-retail
model is expected to improve the Group’s profitability.

In 2020, the Group will continue to expand its smart
casual collection into provincial capitals, such as
Zhengzhou, Xi'an, Hefei, Changsha, Guiyang and
Nanchang. Whereas in Hangzhou, Wenzhou, Suzhou,
Nanjing, Qingdao and Tianjin, stores will only be
opened in key shopping areas. In Beijing, Shanghai and
other first-tier cities, instead of opening new stores,
the Group will focus on brand promotion to support
business development in other markets.

For better inventory management, the Group has
reduced the percentage of pre-orders for the smart
casual collection since the 2019 fall trade fair. This
measure will be extended to the core collection starting
from the 2020 fall trade fair. While reducing pre-order
levels, sufficient production capacity will be prepared
for replenishment orders. Under this new pre-order
system, the Group also plans to release quarterly
reports on retail performance instead of trade fair
data in 2020 to better reflect its overall business
performance. In addition to adjusting the pre-order
level to reduce inventory risk, the Group also plans to
open more stores in outlet malls and department stores
starting in 2020 to facilitate the cleaning up of channel
inventories in a more timely manner.
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Regarding the new retail business, the Group will
continue to drive online sales by further boosting
customer flows, increasing online marketing and
launching online special editions and IP crossover
products. The first batch of IP crossover products for
the 2020 spring and summer collections has been
launched and corresponding marketing activities are
underway.

As for brand publicity, the Group will organize a range
of activities through various channels to promote its
brand, in addition to continuous brand promotion
through Baidu, MicroBlog and Tik Tok. Meanwhile, the
seventh-generation store image for the core collection
will be rolled out to 100-200 existing stores, using
different decorative materials, subject to different
market position of the stores, to achieve better cost
efficiency.

As for product positioning, while the strategy of
providing products of excellent value-for-money will
be continued, the Group plans to enhance the fashion
and design elements of the smart casual collection to
improve the pricing structure of the collection. These
initiatives will not only ensure the product quality in
order to gain customers’ favor, but will also help to
improve the profitability of the brand.

The construction of the new headquarters in Fujian has
been completed and the renovation work is in progress.
It is expected to begin operation by the year-end.
Construction of the new logistics park commenced in
December 2019 and Phase | is targeted to open by the
end of 2021.

In the long run, China Lilang will retain its multi-brand
strategy, as it endeavors to strengthen its product
competitiveness and value-for-money to further
consolidate its leading position in the menswear
industry in China and realize sustainable long-term
growth to reward its shareholders, staff and customers
for their support.
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LIQUIDITY AND FINANCIAL RESOURCES

Cash and Bank Balances and Cash Flows

As at 31 December

2019 2018

RMB million RMB million

Amounts pledged as security for bills payable 8.9 15.2
Cash and cash equivalents 1,750.6 1,842.9
Total cash and bank balance 1,759.5 1,858.1

As at 31 December 2019, the Group’s total cash and
bank balance was mainly denominated in Renminbi
(97.7%) and Hong Kong Dollars (1.4%). There were no
bank loans outstanding as at 31 December 2019 and
2018.

Cash and cash equivalents balance decreased by
RMB92.3 million. Major cash flow movements during
the year were as follows:

— Net cash generated from operating activities
amounting to RMB609.2 million. The major
reconciling items between the net amount of
operating cash inflow and the net profit for the
year of RMB812.2 million were increase in trade
and bills receivables by RMB134.8 million and
decrease in trade and bills payables by RMB89.4
million over the year. The increase in trade and
bills receivables was largely due to the increase
in revenue for the year. As for the balance of
trade and bills payables, while credit terms with
suppliers remained similar as in 2018, the large
balance at the end of 2018, due to the increase
of consignment inventories of the smart casual
collection in the fourth quarter, was settled
during the year.

Net cash used in investing activities amounting
to RMB85.2 million, comprising mainly capital
expenditure totalling RMB136.9 million, less
interest income of RMB51.7 million received
during the year.

Net cash outflows from financing activities
amounting to RMB616.9 million, comprising
mainly the payments of final dividends in respect
of the financial year 2018 and the interim
dividends for the year totalling RMB611.6 million.



Trade Working Capital Turnover Days
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Year ended 31 December

2019 2018
Average inventory turnover days 111 98
Average trade receivables turnover days 78 72
Average trade payables turnover days M 92

Inventory turnover days
The Group’s average inventory turnover days was 111
days.

Inventory balance slightly increased by RMB12.8
million, about 1.9%, to RMB689.2 million. Control over
consignment inventories for the smart casual collection
has improved since the Group reduced its percentage
of pre-orders starting from the 2019 fall trade fair.
Excessive inventories brought forward from 2018 had
been sold during the year for clearance sales online
and also in discount stores operated by distributors.

Trade receivables turnover days

The Group’s average trade and bills receivables
turnover days was 78 days. This compared to 72 days
for 2018.

Trade and bills receivables balance increased by 16.4%
to RMB957.3 million as revenue increased by 15.5% for
the year. Repayments from certain distributors in the
fourth quarter had been slightly affected by the slower
than expected retail sales due to the mild winter.

Trade payables turnover days

The Group's average trade and bills payables turnover
days was 91 days. The turnover days based on the year
end balance was 84 days.

Trade and bills payables balance dropped by RMB89.4
million to RMB517.7 million. While credit terms with
suppliers remained similar as in 2018, the large trade
and bills payables balance at the end of 2018, due to
the increase of consignment inventories of the smart
casual collection in the last quarter, was settled during
the year.

DIVIDEND POLICY

The Group adopts a dividend policy of providing
shareholders with regular dividends with a normal
target payout ratio of about 45% to 55% of the Group’s
profit for the year. The Board may also recommend the
payment of additional special dividends depending on
the following conditions: (i) the overall profitability of
the Group; (ii) the cash flows of the Group; and (iii) the
capital requirement for expansions.

PLEDGE OF ASSETS

As at 31 December 2019, deposits with certain banks
totalling RMB8.9 million (2018: RMB15.2 million) were
pledged as securities for bills payable. The pledged
bank deposits will be released upon the settlement of
relevant bills payable.

CAPITAL COMMITMENTS AND
CONTINGENCIES

As at 31 December 2019, the Group had total capital
commitments of RMB422.1 million, primarily related
to the construction of the new headquarters and the
logistics centre, which are expected to be completed in
2020 and 2021 respectively.

These capital commitments are expected to be financed
by internal resources of the Group.

As at 31 December 2019, the Group had no material
contingent liabilities.
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PRINCIPAL RISKS AND UNCERTAINTIES

During the year, the Company conducted an exercise based on the ERM Framework, as set out in the paragraph
headed “Risk Management and Internal Controls” in the Corporate Governance Report on pages 32 to 41 of this
Annual Report, to review, assess and control the identified risks facing the Group. The Group’s key risk exposures

are summarized as follows:

Strategic Risks (i)
(ii)

Operational Risks (i)

(ii)

(iii)

Financial Risks (i)

(ii)

Hazard Risks (i)

Slow-down of the economy and consumer spending
Deterioration of market competition
Ineffective management of the retail operations of distributors

Misjudgement of fashion trends or changes in consumers’ demand or failure to
respond to such changes in a timely manner

Ineffective brand promotion activities or failure to maintain and promote the
brand, particularly in the first-and second-tier cities where the Group targets to
expand

Distributors’ credit risks

Inventory risks arising from the expansion of the smart casual collection on
consignment basis

Business susceptible to extreme or unseasonable weather conditions and also
the recent outbreak of the COVID-19 epidemic



ENVIRONMENTAL POLICIES AND
PERFORMANCE

The Group is committed to achieving environmental
sustainability and incorporating it in daily operations.
Details of the Group's environmental policies and
performance are summarized in the Environmental,
Social and Governance Report on pages 22 to 31 of the
Annual Report.

FINANCIAL MANAGEMENT POLICIES

The Group continues to control financial risks in
a prudent manner. The functional currency of the
Company is the Hong Kong Dollars and the Company’'s
financial statements are translated into Renminbi
for reporting and consolidation purposes. Foreign
exchange differences arising from the translation of
financial statements are directly recognized in equity
as a separate reserve. As the Group conducts business
transactions principally in Renminbi, the exchange rate
risk at the Group’s operational level is not significant.

HUMAN RESOURCES

As at 31 December 2019, the Group had 2,570 staff.
Total staff costs for the year amounted to approximately
RMB230.7 million (2018: RMB193.7 million). Details
of the Group’s policies on human resources are
summarised in the Environmental, Social and
Governance Report on pages 22 to 31 of the Annual
Report.

CLOSURE OF REGISTER OF MEMBERS

The register of members will be closed from Friday,
24 April 2020 to Wednesday, 29 April 2020 (both days
inclusive] for the purpose of determining shareholders
who are entitled to attend and vote at the 2020 annual
general meeting (“2020 AGM”]. In order to qualify for
attending and voting at the 2020 AGM, all transfers
accompanied by the relevant share certificate must be
lodged with the Company’s share registrar and transfer
office, Computershare Hong Kong Investor Services
Limited at Shops 1712-1716, 17/F., Hopewell Centre,
183 Queen’s Road East, Wanchai, Hong Kong not later
than 4:30 p.m. on Thursday, 23 April 2020.
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In addition, subject to the approval of the proposed
final dividend and the special final dividend by the
shareholders at the 2020 AGM, the register of members
will be closed from Thursday, 7 May 2020 to Friday,
8 May 2020 (both days inclusive] for the purpose of
determining shareholders who qualify for the proposed
final dividend and special final dividend. In order to
qualify for the proposed final dividend and special final
dividend, all transfers accompanied by the relevant
share certificate must be lodged with the Company’s
share registrar and transfer office, Computershare
Hong Kong Investor Services Limited at Shops 1712—
1716, 17/F., Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong not later than 4:30 p.m. on
Wednesday, 6 May 2020.
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(A) ENVIRONMENT

The Group is committed to achieving environmental sustainability and incorporating it in daily operations,
in strict compliance with the Environmental Protection Law of the People’s Republic of China (the “PRC"],
the Energy Conservation Law of the PRC and other related regulations. As the Group is principally engaged
in the design, manufacturing and sales of apparel products, its operating activities do not generate any
emissions or wastes that would severely pollute the environment.

This report covers the Group’s headquarters in Jinjiang City, Fujian Province (the "Headquarters”) and its
production facilities in Wuli Industrial Park, Fujian Province (the “Wuli Plant”). The Headquarters comprises
office premises, fabric research and development and testing centres, a workshop for samples and small
production orders, flagship stores, staff dormitories (including canteens, a coffee shop and a gym) and also
the venue for the three trade fairs held every year.

Aspect A1: Emissions

The Group has formulated a production-plant management manual, setting out measures such as lawful
discharge of sewage, reduction of air emissions by using clean energy for the boiler and reduction of non-
hazardous wastes generated during the production process.

Air and greenhouse gas emissions generated by the Group’s operating activities are limited. The Group
does not own vehicle fleets, the transportation of raw materials and products are all outsourced to third-
party transportation service providers. In addition, electricity consumed by both the Headquarters and
the Wuli Plant is supplied by a hydropower plant. Hydropower transforms the potential energy of water
without consuming any fossil fuels, it is therefore widely considered as a clean energy that does not emit
any greenhouse gases such as carbon dioxide (CO2) and methane (Ch4). Starting from September 2017,
natural gas is used instead of coal for the boiler in the Wuli Plant to boil water to steam-iron apparels. This
has significantly reduced air emissions. Regular repairs and maintenance work for the boiler is carried out
by the Group to ensure it functions normally. Every year the Group commissions a third-party professional
organization to audit air emissions from the boiler to ensure compliance with relevant laws and regulations.

The operating activities of the Group do not produce any hazardous wastes. The Wuli Plant has adopted the
following measures to maximize the utilization rate of fabrics, thereby controlling costs and reducing scraps,
non-hazardous wastes, generated during the production process:

1) Strictly adhere to the minimal usage of fabrics and optimize cutting layouts with a computer program,
based on product designs and respective fabric-waste allowances;

2) Reduce fabric wastes by providing training to workers to enhance their skills and by introducing
templates to improve sewing accuracy; and

3) Optimize production equipment to avoid fabric wastes due to equipment ageing or failure. Several
automatic fabric-cutting machines have been added in the past few years, replacing manual labour
to improve the accuracy in cutting fabrics, while regular repairs and maintenance for production
machinery and equipment are carried out.
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Scraps are regularly collected by recyclers to be converted into or reused in other products (such as gloves).

The operating activities of the Group generate limited amount of industrial sewage which is discharged
through the municipal sewage system equipped with filters, ensuring no significant impact on the
surrounding environment.

According to the key performance indicators ("KPIs"] as set out in Appendix 27 to the Listing Rules, the
Group’s performance on sustainable development in terms of air and greenhouse gas emissions and waste
generation is summarised as follows:

KPIs

For the year ended 31 December 2019

A1

A1.2

A1.3

Al.4

A15

Type of emissions and
respective emissions data

Total greenhouse gas
emissions and intensity

Total hazardous wastes
produced and intensity

Total non-hazardous wastes

produced and intensity (based
on the total annual production
cost of the Wuli Plant (note 2))

Measures to mitigate
emissions and results
achieved

Total air emissions (particulates, NOx and SO2) of the boiler
(note 1) were 0.34 tonnes (2018: 0.32 tonnes) for the year.
The intensity (based on the total annual production cost of
the Wuli Plant [note 2]) is negligible. Total air emissions
reduced significantly after using natural gas instead of coal
for the boiler since September 2017.

As noted above, greenhouse gas emissions generated by
the Group’s operating activities are limited.

The operating activities of the Group have not produced any
hazardous wastes.

Scraps of 359.47 tonnes (2018: 345.56 tonnes]); intensity of
0.83 Kg/RMB’000 (2018: 0.87 Kg/RMB’000). The intensity
reduced as fabric costs as a percentage of manufacturing
costs reduced for the year.

Natural gas is used instead of coal for the boiler swted
pd e qase®.83 y.8mwas and rBsrByBiBiR
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KPls For the year ended 31 December 2019

A1.6 How hazardous and The operating activities of the Group have not produced any
non-hazardous wastes are hazardous wastes.
handled, reduction initiatives
and results achieved In respect of non-hazardous wastes, the Group strictly

controls the usage of fabrics and reduces scraps through
production equipment upgrades, using a computer program
to optimize cutting layouts and training workers. Scraps
produced are collected by recyclers to be reused in other
products.

Note 1: This assumes an average annual total working hours of the boiler is 2,200 hours.

Note 2: Total annual production cost of the Wuli Plant equals to total cost of sales less OEM procurement costs,
subcontracting costs and sales tax surcharges.

Aspect A2: Use of Resources

The Group adheres to the “5S management system” and requires all employees to conserve water and
electricity. Posters are put up in the office area and across the plants to enhance employees’ awareness of
energy saving and emission reduction. In respect of the use of electricity, both the Headquarters and the
Wuli Plant have switched to LED lighting since late 2015. Security guards in the Wuli Plant check and make
sure all production equipment and the lights in production workshops are powered off during lunch hour
and after work. In respect of the use of natural gas for the boiler, the Group conducts regular repairs and
maintenance for the boiler to reduce any potential waste of resources due to equipment ageing or failure.
In respect of water usage in production, water used in the boiler in the Wuli Plant is recycled through reflux
line to improve water efficiency.

In respect of raw materials of products, the Group strictly controls the usage of raw materials based on the
requirements of individual orders and reduces wastes through production equipment upgrades, training
workers and using a computer program to optimize cutting layouts. As for the use of packaging materials,
the Group avoids excessive packaging and maintains an appropriate balance between cost control, product
protection and consumer expectation. More environmental-friendly paper bags are used as shopping bags.
Certain products are also individually packaged in plastic bags, non-woven bags or paper boxes for the
protection against dirt, dust or damp.
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The resources used in the Wuli Plant during the past two years are summarised as follows:

For the year ended 31 December

2019 2018
Electricity Consumption quantity 4,121,000 units 3,204,000 units
Intensity (based on the total 9.48 units/RMB’000 | 8.08 units/RMB’'000
annual production cost
of the Wuli Plant (note 1))
Natural gas Consumption quantity 380,000 m® 377,000 m3
Intensity (based on the total 0.88 m*/RMB’000 0.95 m*/RMB’000
annual production cost
of the Wuli Plant (note 1))
Water Consumption quantity 75,000 m? 66,000 m?
Intensity (based on the total 0.17 m*/RMB’000 0.17 m*/RMB’000
annual production cost
of the Wuli Plant (note 1))
Packaging Purchases (weight) 2,186.10 tonnes 2,158.82 tonnes
materials
(note 2) Intensity (based on annual sales) 0.60 Kg/RMB’000 0.68 Kg/RMB’000

Note 1: Total annual production cost of the Wuli Plant equals to total cost of sales less OEM procurement costs,
subcontracting costs and sales tax surcharges.

Note 2: This includes paper shopping bags, and also plastic bags and non-woven bags used for the individual packaging
of certain products produced in the Wuli Plant. Packaging materials of individual products purchased from OEM
suppliers are excluded.

The consumption of electricity, natural gas, and water in the Wuli Plant varies, depending on the types of
products, nature of fabrics, production processes as well as weather and temperature. The intensity of
electricity consumption in Wuli Plant increased by 17.3% during the year as more electronic production
equipments have been added since mid 2018. In particular, more high electricity consumption equipments
have been added for the production lines of leisure footwear in 2019. As for packaging materials, the
decrease in intensity based on annual sales mainly reflected the cancellation of individual packaging of
certain products during the year.
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The resources used by the Headquarters during the past two years are summarised as follows:

For the year ended 31 December

2019 2018

Electricity Consumption quantity 4,882,000 units 5,330,000 units
Intensity (based on annual sales) 1.33 units/RMB’000 | 1.69 units/RMB’000

Water Consumption quantity 38,000 m? 58,000 m?®
Intensity (based on annual sales) 0.01 m*/RMB’000 0.02 m*/RMB’000

The Headquarters comprises office premises, fabric research and development and testing centres, a
workshop for samples and small production orders, flagship stores, staff dormitories (including canteens, a
coffee shop and a gym) and also the venue for the three trade fairs held every year. The electricity and water
consumption varies depending on the weather, testing applications of different fabrics and the frequency of
utilization of different production machinery in the sample workshop.

According to the KPIs set out in Appendix 27 to the Listing Rules, the Group’s performance on sustainable
development in terms of resource utilization is summarized as follows:

KPls

For the year ended 31 December 2019

A2.1

A2.2

Electricity consumption and
intensity (based on the total
annual production cost of the
Wuli Plant or annual sales)

Natural gas consumption and
intensity (based on the total
annual production cost of the
Wuli Plant)

Water consumption and
intensity (based on the total
annual production cost of the
Wuli Plant or annual sales)

9,003,000 units (2018: 8,534,000 units); intensity of 10.81
units/RMB’000 (2018: 9.77 units/RMB’000). The intensity
increased as more production machineries and equipment
were added in Wuli Plant since mid 2018. In particular,
more high electricity consumption equipments have been
added for the production lines of leisure footwear in 2019.

380,000 m? (2018: 377,000 m®); intensity of 0.88 m*/RMB’000
(2018: 0.95 m3/RMB’000). The Group started using natural
gas to replace coal for the boiler since September 2017 to
reduce air emissions.

113,000 m?* (2018: 124,000 m?); intensity of 0.18 m*/RMB’000
(2018: 0.19 m3/RMB’000).
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For the year ended 31 December 2019

A23

A2.4

A2.5

Energy use efficiency
initiatives and results achieved

Water efficiency enhancement
initiatives and results achieved

Total packaging materials
used for finished products and
intensity (based on annual
sales)

The Group adheres to the “55 management system” and
requires all employees to conserve water and electricity.
Both the Headquarters and the Wuli Plant have switched
to LED lighting since late 2015. Security guards in the Wuli
Plant check and make sure all production equipment and
lights in the production workshops are powered off during
lunch hour and after work. In respect of the use of natural
gas, the Group conducts regular repairs and maintenance
for the boiler to reduce any potential waste of resources
due to equipment ageing or failure.

The consumption of natural gas and electricity in the Wuli
Plant varies depending on the types of products, nature

of fabrics, production processes, types of manufacturing
equipment employed as well as weather and temperature.
The electricity consumption of the Headquarters varies
depending on the weather, testing applications of different
fabrics and the frequency of utilization of different
production machinery.

Water used in the boiler in the Wuli Plant is recycled
through reflux line for better water efficiency.

2,186.10 tonnes (2018: 2,158.82 tonnes]); intensity of 0.60
KG/RMB’000 (2018: 0.68 KG/RMB’000).

The intensity of the weight of packaging materials
purchased has reduced mainly due to the cancellation of
individual packaging of certain products during the year.
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Aspect A3: The Environment and Natural Resources
The Group's operating activities have no direct or significant impact on the environment and natural
resources.

In respect of the control over the use of natural resources, water used in the boiler in the Wuli Plant is
recycled through reflux line for better water efficiency. In addition, the Group promotes a paperless office
and reduces the use of paper by using ERP system, OA system and mobile phone applications.

In respect of the control over the materials used in products, the Wuli Plant has adopted the following
measures to maximize the utilization rate of fabrics and reduce wastes:

1) Strictly adhere to the minimal usage of fabrics and optimize cutting layouts with a computer program,
based on product designs and respective fabric-waste allowances;

2) Reduce fabric wastes by providing training to workers to enhance their skills and by introducing
templates to improve sewing accuracy; and

3) Optimize production equipment to avoid fabric wastes due to equipment ageing or failure. Several
automatic fabric-cutting machines have been added over the past few years to improve the accuracy
in cutting fabrics, while regular repairs and maintenance for production machinery and equipment
are carried out.

In addition, the Group has started using more environmentally-friendly fabrics made from bamboo fiber for
some of its products since 2015; however, this accounted for a relatively small proportion of the total sales
volume, as the current market demand for this kind of product is still low.

As another initiative to promote sustainable fashion, starting from the 2020 spring and summer collections,
the Group has launched a new environmentally-friendly jeans collection. The first batch of products under
this collection is made with blended fabrics of cotton yarn and polyester yarn extracted from recycled
plastic bottles; each pair of jeans on average uses about seven plastic bottles, an effective way to dispose
and recycle a quantity of plastics. In addition, hangtag and other accessory materials for this collection
are sourced from suppliers engaged in sustainable practices. The Group is also exploring the possibilities
of replacing cotton by more environmentally-friendly and natural fibre such as organic cotton without
compromising on cost competitiveness.

To reduce the use of other resources in the production of jeans, the Group has adopted the latest washing
technology in the washing process of some of its jeans products, which reduces water consumption by about
20% on average and also saves labor and energy consumption.
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SOCIAL

Aspect B1: Employment
As at 31 December 2019, the Group had 2,570 staff in total.

ALl human resources decisions of the Group are based on merits. The Group recruits talents from
universities and technical schools to become management trainees every year, and ensures that all of
its employees are assigned to appropriate roles, are treated fairly and are provided with development
opportunities regardless of age or gender.

The Group also attaches great importance to employees’ rights and benefits, and offers competitive
remuneration packages to its employees based on factors such as market wage rates, responsibilities, job
complexity as well as the Group’s performance. Meanwhile, the Group is committed to paying all employees
in full on a timely manner, while the contributions to social security funds for its employees are made
according to local regulations. The Group has also adopted a share option scheme to recognize and reward
the contribution of its employees to the growth and development of the Group. In addition, employees are
entitled to maternity leave, marriage leave and other leaves, as well as the rights to apply for other casual
leaves in accordance with the Labour Law of the PRC.

Aspect B2: Health and Safety

The Group cares about the health, working environment and safety of its employees. The beautiful green
areas at the Headquarters and the Wuli Plant offer a cosy working environment to the employees. The Wuli
Plant has a basketball field and the Headquarters has a gym for its staff.

Except for sewing machines, protective features are installed for all other electric or heat-generating
manufacturing equipment in the Wuli Plant as well as those in the fabric research and development
and testing centres and sample workshop at the Headquarters, in order to ensure the safe operation by
the employees. For the year ended 31 December 2019, there were no severe injuries or fatalities of the
employees of the Group.
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Aspect B3: Staff Development and Training

The Group places great emphasis on staff training and provides its employees with pre-employment
and on-the-job training and career development opportunities. The training programs cover areas such
as production craftsmanship, research and development, customer services, quality control, trade fair
planning, workplace ethics and other areas relevant to the industry. During 2015 to 201