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FINANCIAL
HIGHLIGHTS

Six months ended 30 June

2020 2019 Changes
(RMB million) (RMB million) (%)
Revenue 1,093.3 1,540.0 -29.0
Gross profit 431.0 638.2 -32.5
Profit from operations 306.7 464.8 -34.0
Profit for the period 268.9 3885 -30.8
(RMB cents) (RMB cents) (%)
Earnings per share

— Basic 22,5 325 -30.8
— Diluted 225 325 -30.8
Interim dividend per share HK12 cents HK18 cents -333
Special interim dividend per share HKS5 cents HK8 cents -37.5
(%) (%) (% points)
Gross profit margin 39.4 414 -2.0
Operating profit margin 28.1 30.2 -2.1
Net profit margin 24.6 25.2 -0.6
Return on average shareholders’ equity” 7.5 1.3 -3.8
Effective tax rate 17.6 212 -3.6

Advertising and promotional expenses and renovation subsidies
(as percentage of revenue) 7.5 9.1 -1.6
Six months Six months
ended Year ended ended
30June 31 December 30 June
2020 2019 2019
Average inventory turnover days®? 185 111 129
Average trade receivables turnover days® 135 78 87
Average trade payables turnover days® 114 91 102

Notes:

(1) Return on average shareholders’ equity is equal to profit for the period divided by the average of the beginning and closing balance of
total shareholders’ equity.

(2)  Average inventory turnover days is equal to the average of the beginning and closing inventory balance divided by cost of sales and
multiplied by the number of days in the relevant period.

(3)  Average trade receivables turnover days is equal to the average of the beginning and closing trade and bills receivables balance divided
by revenue (including value-added tax) and multiplied by the number of days in the relevant period.

(4)  Average trade payables turnover days is equal to the average of the beginning and closing trade and bills payables balance divided by
cost of sales and multiplied by the number of days in the relevant period.
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MANAGEMENT DISCUSSION

INDUSTRY REVIEW

In the first half of 2020, the trade friction between China and the
United States continued, and the tension between the two
countries intensified, which imposed downward pressure on the
global economy. At the same time, the novel coronavirus
pandemic (“COVID-19" or the “Pandemic”) hit consumer and
retail markets hard. Faced with various challenges, China
undertook initiatives to prevent and control the Pandemic as well
as promote economic and social development, implementing
measures to support trade and investment, and accelerating the
restoration of social operations. According to the National Bureau
of Statistics of China, the country’s gross domestic product (GDP)
for the first half of the year declined by 1.6% year-on-year, and
the total retail sales of consumer goods for the same period
decreased by 11.4% year-on-year. By consumption type, total
retail sales of apparel, footwear, headwear and knitwear for the
first half of the year decreased by 19.6% year-on-year.

AND ANALYSIS

As the Pandemic started to ease in March, apparel retail stores in

China gradually resumed business. Promotional sales with deep
discounts were offered to attract consumers. Noticing that
consumers are paying more attention to the convenience and
safety of shopping, retail companies are more actively resorting
to the online sales channels. This drives further adjustments to
the retail business model.

During the period under review, China Lilang Limited (the
“Company” or “China Lilang”, together with its subsidiaries, the
"Group”) adopted active measures against the challenges
brought by the Pandemic. Although retail stores had gradually
resumed business since March, it would take some time for the
traffic of stores to recover. To alleviate the impact of the decline
in consumer traffic of physical stores on retail sales and also the
distributors, the Group stepped up its efforts to promote
e-commerce business, driving up online retail sales by more than
1.5 times as compared to the same period last year. Sales by the
physical stores to VIP customers via the customer relationship
management system on the WeChat platform also increased
substantially. However, total retail sales of LILANZ products for
the first half of the year still inevitably recorded a relatively large
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MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

decline and dropped by 30%-35% as compared to the same
period last year. To support the distributors, the Group extended

the credit periods granted to distributors, and also cancelled
some of the spring and summer orders to reduce the channel
inventory pressures of distributors. The Group also strictly
controlled the pre-order levels of the 2020 fall and winter trade
fairs held in the second quarter to reduce the risk of further
inventory backlog. In addition, the Group continued to optimize
the physical retail store network. During the period, the number
of retail stores decreased by 98 to 2,717, of which 268 were stores
for the smart casual collection.

For the six months ended 30 June 2020, revenue decreased by
29.0% year-on-year to RMB1,093.3 million. Net profit amounted
to RMB268.9 million, down by 30.8%. Net profit margin declined
by 0.6 percentage point to 24.6%. Earnings per share were
RMB22.5 cents, down by 30.8%.

The Group maintained a healthy financial position during the
period and expects that operating cash flows would be improved
in the second half of the year. The Board of Directors resolved to
pay an interim dividend of HK12 cents per share and a special
interim dividend of HK5 cents per share, once again maintaining
a relatively high payout ratio.
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FINANCIAL REVIEW
REVENUE

The Group's revenue for the period decreased by 29.0% to
RMB1,093.3 million. To reduce the inventory pressure of the
distributors, the Group cancelled some of the spring and summer
orders of approximately RMB140.0 million (at wholesale value)
during the period. In addition, the Group also reduced the pre-
orders of 2020 fall trade fair to control inventory risk and to
facilitate the destocking of inventories from spring in the second
half of the year. Coupled with the fact that the fall trade fair held
in the second quarter had been delayed by more than a month
compared to last year, sales of fall products during the first half of
the year were significantly lower than the same period last year.

By product category, tops remained the major contributor to
revenue, accounting for 52.3% of revenue (first half of 2019:
53.6%), with a 30.8% drop in sales. During the period, the Group
organized various online promotional sales events of footwear
products to boost consumer traffic. As a result, sales of
accessories for the period dropped by 10.7%, a more moderate
rate as compared to the other product categories. Sales of
footwear products accounted for over 10% of total revenue for
the period.



MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

REVENUE BY REGION

Sales in the North-Eastern China region had the worst
performance during the period and fell by 44.8% year-on-year.
The region reported a number of imported cases of COVID-19 in
the second quarter, affecting the recovery of the retail industry.
In addition, the issue of population outflow of the region
continued. As for the Northern China region, currently most of
the stores in markets such as Beijing, Hebei and Shanxi are street
stores, hence the realignment of store network is needed so as to
have more stores in shopping malls. As part of the process, the
number of stores in that region decreased during the period. In
addition, as Beijing adopted more rigorous prevention and
control measures for the Pandemic in the second quarter, the
recovery of retail industry in the city was relatively slower than in
the other regions. As a result, sales of the region for the period

fell by 36.1% year-on-year. Sales in Central and Southern China
region fell by 21.7% during the period. Although Hubei, the
province hardest hit by the Pandemic, recorded a sharp decline

in sales during the period, for other major markets in the region,
including Henan, Hunan and Guangdong, sales recovered well in
the second quarter. Sales in the North-Western China region fell
by 13.2% for the period, a relatively small decline. Sales in Shaanxi,
the major market of the region, recovered rapidly in the second
quarter.

The Eastern China and the Central and Southern China regions
remained the top contributors to revenue, accounting for 59.1%
(first half of 2019: 58.7%) of the total. The retail stores in these two
regions accounted for 54.3% (31 December 2019: 54.1%) of the
total number of stores.
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MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

Revenue by region for the period is set out below:

Six months ended 30 June

2020 2019 Changes
Region RMB million % of revenue RMB million % of revenue (%)
Northern China' 92.1 8.4% 144.2 9.4% -36.1%
North-Eastern China? 42.9 3.9% 777 5.0% -44.8%
Eastern China® 332.7 30.5% 504.7 32.8% -34.1%
Central and Southern China* 3124 28.6% 399.1 25.9% -21.7%
South-Western China® 200.3 18.3% 284.2 18.5% -29.5%
North-Western China® 1129 10.3% 130.1 8.4% -13.2%
Total 1,093.3 100.0% 1,540.0 100.0% -29.0%
1 Northern China includes Beijing, Hebei, Shanxi, Tianjin and ~ QTHER NET INCOME

Inner Mongolia. Other net income amounted to RMB46.4 million (first half of

2 North-Eastern China includes Heilongjiang, Jilin and Liaoning.

3 Eastern China includes Jiangsu, Zhejiang, Shanghai, Anhui,
Fujian, Shandong and Jiangxi.

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.

COST OF SALES AND GROSS PROFIT MARGIN

Cost of sales decreased by 26.6% year-on-year to RMB662.4
million. As sales revenue decreased, subcontracting charges
dropped by 37.9% to RMB115.3 million.

Gross profit margin was 39.4%, down by 2.0 percentage points
year-on-year. This was mainly attributable to the higher fixed
production overhead (including research and development
costs) to revenue ratio as sales revenue declined.
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2019: RMB53.0 million), which comprised mainly government
grants of RMB39.1 million (first half of 2019: RMB41.8 million). The
Group's entitlement to the government grants was unconditional
and under the discretion of relevant authorities.

SELLING AND DISTRIBUTION EXPENSES

Selling and distribution expenses decreased by 35.7% to
RMB111.1 million, accounting for 10.2% of the total revenue,
down by 1.0 percentage point compared with the same period
last year. Advertising expenses and renovation subsidies
decreased by RMB58.0 million to RMB81.4 million, equivalent to
7.5% (first half of 2019: 9.1%) of the total revenue. During the
period, advertising expenses increased, while renovation subsidy
expenses decreased significantly as there were substantially
fewer new store openings during the period. Other sales and
distribution expenses decreased, mainly because less was spent
on organizing trade fairs.

ADMINISTRATIVE EXPENSES

Administrative expenses amounted to RMB54.3 million, up by
RMB4.3 million compared with the same period last year,
equivalent to 5.0% (first half of 2019: 3.3%) of the total revenue.
Administrative expenses for the period included additional
provision of RMB7.4 million for trade receivables, made in
accordance with the Group's provision policy.



MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

OTHER OPERATING EXPENSES

Other operating expenses mainly comprised charitable donations
of RMB3.7 million (first half of 2019: RMB3.5 million).

PROFIT FROM OPERATIONS

Profit from operations dropped by 34.0% to RMB306.7 million,
which was mainly attributable to the decrease in sales revenue.
The higher ratio of fixed cost of sales to sales revenue resulted in
a drop in gross profit margin by 2.0 percentage points. Operating
profit margin fell by 2.1 percentage points to 28.1%.

NET FINANCE INCOME

Net finance income was RMB19.8 million, down by RMB8.7
million year-on-year. Both the cash balance and the bank deposit
interest rate decreased during the period.

INCOME TAX

The effective income tax rate was 17.6% for the period, down by
3.6 percentage points compared to the same period last year.
This was mainly due to the recognition of the tax benefits of
certain prior year's expense deductions confirmed by the relevant
tax authorities during the period. One of the Group’s PRC
subsidiaries has obtained the “Advanced and New Technology
Enterprise” status. Together with the two subsidiaries established
in Xizang, these subsidiaries are eligible to a preferential tax rate
of 15% in 2020.

NET PROFIT
Net profit was RMB268.9 million for the period, down by 30.8%,
which was mainly attributable to the decrease in sales revenue
for the period. Net profit margin declined by 0.6 percentage
point to 24.6%.

EARNINGS PER SHARE
Earnings per share were RMB22.5 cents, down by 30.8%.

INTERIM DIVIDEND

The Board has resolved to distribute payment of an interim
dividend of HK12 cents (first half of 2019: HK18 cents) per
ordinary share and a special interim dividend of HK5 cents (first
half of 2019: HK8 cents) per ordinary share in respect of this
financial year, making a total dividend payment of approximately
HK$203.6 million (equivalent to approximately RMB185.8 million).
The interim dividend and special interim dividend will be paid in
cash on or around 18 September 2020 to shareholders whose
names appear on the register of members of the Company on 4
September 2020.

BUSINESS REVIEW

SALES CHANNEL MANAGEMENT

Through the LILANZ retail stores operated by distributors, the
Group establishes a distinctive brand image, provides
professional retail services, and raises the spending desire of
consumers so as to drive sales. A wholesale model has been
adopted for the sales of the core collection while a consignment
model for most of the sales of the smart casual collection.

During the period, retail industry was severely hit by the
Pandemic. On the one hand, the Group pragmatically worked
with distributors to optimize the retail network, closing under-
performing stores and opening stores in carefully selected high-
quality shopping malls to increase store sales. On the other hand,
the Group took active measures to support distributors in coping
with the Pandemic to ensure the health of sales channels.

As at the end of June 2020, LILANZ had a total of 2,717 retail
stores nationwide, representing a net decrease of 98 stores
during the period, and the aggregate retail floor area decreased
by 3.9% compared to the end of 2019 to about 390,400 square
meters (31 December 2019: 406,400 square meters). Among
them, there were 268 specialty stores for the smart casual
collection, down by 22 stores during the period.

INTERIM REPORT 2020 07 ——



MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

Changes in the number of LILANZ stores in different regions are as follows:

Number of Stores

As at Opened during Closed during As at
Region 1 January 2020 the period the period 30 June 2020
Northern China 299 5 26 278
North-Eastern China 199 2 6 195
Eastern China 810 10 65 755
Central and Southern China 714 36 29 721
South-Western China 505 16 31 490
North-Western China 288 6 16 278
Total 2,815 75 173 2,717

As at the end of June 2020, the number of stores in shopping malls was 768 (31 December 2019: 780), the percentage to total store
count and the related percentage to total retail area remained at about 28% and 31% respectively.

The Group has established stable relations with its distributors. As at 30 June 2020, LILANZ had 77 distributors and 768 sub-distributors.
The number of stores is analyzed as follows:

30 June 2020 31 December 2019

Number of Number of Number of Number of

distributors stores distributors stores

Self-operated stores - 1 - 1
Distributors 77 1,585 78 1,663
Sub-distributors 768 1,131 768 1,151
Total number of stores 2,717 2,815
Street stores and stores in shopping malls 2,418 2,509
Shop-in-shops in department stores 299 306
Total number of stores 2,717 2,815

During the period, to support distributors in coping with the Pandemic and alleviate channel inventory pressure, the Group extended
the credit periods granted to distributors and cancelled some of the spring and summer orders. Also, the Group reduced products of
the fall collection as planned to facilitate the destocking of the spring inventory in the second half of the year. In addition, the Group
implemented the reduction of pre-order levels of distributors in the 2020 fall and winter trade fairs to reduce the risk of further backlog
of channel inventory. Sufficient production capacity was in place to cope with possible supplementary orders.

At present, past-season inventories are slightly above the target level, inventory clearance will be the top priority in the second half of
the year.
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MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

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 and
its comprehensive 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 relationship management
services via the WeChat platform. After the outbreak of the
Pandemic earlier this year, consumer traffic of physical retail
stores has declined. To alleviate the impact on retail sales and the
distributors, the Group actively encouraged the distributors to
fully utilize the customer relationship management system on
the WeChat platform to increase sales to VIP customers. The
Group also stepped up its efforts to promote e-commerce
business by increasing online advertising activities to boost
e-commerce traffic and organizing online sales promotion,
driving online retail sales to increase by more than 1.5 times year-
on-year.

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 during the period and the
proportion of these products utilizing proprietary fabrics was also
around the target level of approximately 50%. At the same time,
commencing from the 2020 summer collection, the Group has
started enhancing the fashion elements and design of smart
casual products in stages as planned. This is expected to improve
the profitability of smart casual collection in the long run.

To support environmental protection, the Group has launched
an environmental-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.
Besides, the Group has adopted the latest washing technology in
the washing process of jeans products to effectively reduce
waste and significantly save labor, water and energy
consumption.

The Group's international and local research and development
teams have continued to keep abreast of the popularity 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. 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.
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MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

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. The core collection, principally
targeting consumers 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 classically-styled products than the core collection.

The Group'’s brand management mainly focuses on products and
the Group continued to launch targeted brand advertising and
promotion campaigns. In the 2020 spring and summer
collections, the Group launched a number of IP crossover series
and carried out promotional campaigns to complement the
launches. In particular, to promote the launch of the LILANZ X
CHINA DAILY crossover products, the Group commissioned a
number of influencers to showcase the new products on various
online platforms such as Tik Tok, Xiaohongshu.com, Weibo and
Douyu.com, attracting market attention and enhancing brand
value.

During the period, the Group sponsored the costumes of actors
in the urban hit drama “Get Married or Not" (OO0 O OO0 O),
showcasing the fashionable image of the LILANZ brand through
costume designs that matched the characters and the plot. The
drama was broadcast simultaneously on CCTV8 and several
online stations in the second quarter and attracted a huge
audience, greatly enhancing the brand awareness and reputation
of LILANZ.

During the period, the Group also continued to participate in the
Advertising Festival of Chinese College Students to solicit
publicity plans and ideas for its brand and products from college
students. Owing to the Pandemic, the creative theme solicitation
tour was held online instead. The activity had engaged more
than one million college students, further enhancing the brand
awareness of "LILANZ" among the young consumer
demographic.
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PROSPECTS

Looking into the second half of 2020, Sino-US trade issues remain
unresolved while the Pandemic fluctuates, adding uncertainties
to the global economy. China’s retail market will also be affected.
As a well-established menswear enterprise, China Lilang has
distinctive advantages in areas such as products, retail
management, cost control, and financial position. The Group will
continue to improve operating efficiency, inventory
management, e-commerce business and brand promotion, and
is confident that it will continue to outperform other industry
peers. The target total retail sales growth of LILANZ products for
the second half of the year remains at no less than mid-single-
digit.

Maintaining the channels healthy and reducing inventory to a
reasonable level will be a focus for the second half of the year. In
addition to clearing inventories via online stores and the outlet
sales event held in the headquarters at year end, the Group has
reduced products for the 2020 fall collection to facilitate the
destocking of the 2020 spring products in the second half of the
year. It has also reduced the pre-order levels of the 2020 fall and
winter trade fairs and prepared sufficient production capacity to
cope with additional orders, thus reducing the risk of further
backlog of channel inventory. In addition, the plan for the
distributors to open stores in outlet malls will be carried out in
the second half of the year to accelerate inventory clearance. The
Group will continue to monitor the inventory level through the
ERP system, and targets to reduce inventories to a more
reasonable level through the aforementioned measures and
organizing appropriate promotional and marketing events when
necessary.

The Group remains cautious in expanding its store network in
the second half of the year and expects that the total number of
stores by the end of 2020 will be largely the same as that at the
end of 2019. In addition to opening stores in outlet malls as
planned, the Group will continue to encourage distributors to
open more stores in premium shopping malls. However, it is
expected that some stores with low profitability will be closed.



MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

With respect to the smart casual collection, as disclosed in the
2019 annual report, the Group would replace the consignment
model with a direct-retail model to strengthen inventory
management, market expansion, brand marketing and training
of retail personnel. On 1 July 2020, 228 existing stores of the
smart casual collection have been converted to direct-retail
model. Other 40 stores will continue to be operated by
distributors, and some of which are expected to be closed when
the existing sales agreements expire. The total consideration for
the transfer is approximately RMB143.0 million (including fixed
assets, and rental deposits and prepayments), of which
compensation for market development expenses amounting to
RMB50.1 million will be recognised as expense in the second half
of the year.

Regarding the new retail, the Group will continue to conduct
brand advertising and promotion on Baidu, Weibo, Tik Tok, and
other portals and will organize various promotional sales events
to attract more traffic to the online stores. The Group will also
encourage distributors to fully utilize the customer relationship
management system via WeChat as a sales platform.

As for brand promotion, the Group will launch a number of
crossover collections in the second half of the year, including
crossover products with American graffiti artist Jean Michel
Basquiat. The Group has also appointed a new brand ambassador
and will start a new round of brand promotion in the fourth
quarter. The store image upgrade for the core collection will be
undertaken in stages. In 2020, the plan for rolling out the
seventh-generation store image to existing stores will be
adjusted to cover 10 to 20 stores. Different decorative materials
will be used subject to different market positions of the stores to
achieve a better cost efficiency.

As for product positioning, the Group will continue to adhere to
the strategy of providing products of excellent value-for-money
and ensure that product design and quality would gain the favor
of customers. The Group has started enhancing the fashion
elements and design of a small portion of the 2020 summer
products of the smart casual collection, and will gradually
increase the proportion of these products in the fall and winter
collections. This would help improve the profitability of the smart
casual collection in the long run.

The renovation work of the new headquarters in Fujian had been
suspended early this year due to the Pandemic. The work has
now been resumed. It is expected that the headquarters will
begin operation in the beginning of next year and hopefully the
2021 fall trade fair could be held there. Phase | of the new
logistics park is still targeted for opening in late 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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MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

LIQUIDITY AND FINANCIAL RESOURCES
CASH AND BANK BALANCES AND CASH FLOWS

As at 30 June As at 31 December

2020 2019

RMB million RMB million

Amounts pledged as security for bills payable 3.1 89
Cash and cash equivalents 1,733.5 1,750.6
Total cash and bank balance 1,736.6 1,759.5
Less: Bank loans (273.8) -
Net cash 1,462.8 1,759.5

As at 30 June 2020, the Group's total cash and bank balance was
mainly denominated in Renminbi (97.8%).

The bank loans as at 30 June 2020 were denominated in Hong
Kong Dollars, unsecured, repayable within one year or on
demand and carried interest at floating rates.

The decrease in cash and cash equivalents balance by RMB17.1
million during the period was reconciled as follows:

—  Net cash generated from operating activities amounting to
RMB117.3 million. The major reconciling items between
the amount of net operating cash inflow and the net profit
for the period of RMB268.9 million were the decreases in
trade and other payables. Trade and bills payables balance
decreased by RMB208.6 million over the period as trade
fair orders for 2020 fall and winter collections dropped
year-on-year. Other payables and accruals decreased by
about RMB49.3 million as expenses for the period, in
particular renovation subsidies, and the related payables
dropped. The effect of decreases in trade and other
payables on cash flows for the period was partly offset by
the decreases in trade and bills receivables, and inventories
by RMB75.1 million and RMB35.4 million respectively.
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Net cash outflows from investing activities amounting to
RMB63.3 million, comprising mainly capital expenditure
totalling RMB87.7 million, less interest income of RMB24.3
million.

Net cash outflows from financing activities amounting to
RMB71.7 million, mainly attributable to the payments of
the final dividends totalling RMB341.7 million in respect of
the year ended 31 December 2019, less the proceeds from
bank loans totalling RMB273.8 million.



MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

TRADE WORKING CAPITAL TURNOVER DAYS

Six months Year ended Six months

ended 30 June 31 December ended 30 June

2020 2019 2019

Average inventory turnover days 185 1 129
Average trade receivables turnover days 135 78 87
Average trade payables turnover days 114 91 102

Inventory turnover days
The Group's average inventory turnover days was 185 days for
the period.

Inventory balance dropped by RMB35.4 million during the period
to RMB653.9 million. When compared to the interim period last
year, the balance increased by RMB44.0 million. Inventory
balance at the period end included 2020 spring and summer
inventories of the core collection of about RMB78.0 million as the
Group cancelled some of the trade fair orders to reduce the
inventory pressure of distributors.

In the second half of the year, in addition to destocking through
the online channel, the Group plans to open more stores in
outlet malls to accelerate inventory clearance.

As at 30 June 2020, a provision of RMB3.4 million was made in
accordance with the Group's inventory provision policy.

Trade receivables turnover days

The Group's average trade and bills receivables turnover days
was 135 days for the period. This compared to 87 days for the
interim period last year.

Trade and bills receivables balance decreased by RMB75.1 million
during the period to RMB882.3 million. When compared to the
interim period last year, the balance increased by RMB7.6 million.

Impacted by the Pandemic, total retail value of the Group's
products decreased by 30% to 35% year-on-year in the first half
of the year. As part of the measures to support the distributors,
credit periods granted to distributors were extended during the
period. However, the Group expects that retail business would
further pick up and channel inventory clearance would accelerate
in the second half of the year, and that liquidity of distributors as
well as the ageing of the Group's trade receivables would
improve as a result.

As at 30 June 2020, a provision of RMB16.6 million was made in
accordance with the Group's trade receivables provision policy.

Trade payables turnover days

The Group's average trade and bills payables turnover days was
114 days for the period. The turnover days based on the period
end balance was 85 days which compared to 81 days for the
interim period last year.

Trade and bills payables balance dropped by RMB208.6 million
during the period to RMB309.2 million. When compared to the
interim period last year, the balance decreased by RMB96.6
million, which was mainly due to the drop in the 2020 fall and
winter trade fair orders.

PLEDGE OF ASSETS

As at 30 June 2020, deposits with banks totalling RMB3.1 million
(31 December 2019: RMB8.9 million) were pledged as securities
for bills payable. The pledged bank deposits will be released
upon the settlement of relevant bills payable.
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MANAGEMENT DISCUSSION
AND ANALYSIS (CONTINUED)

CAPITAL COMMITMENTS AND
CONTINGENCIES

As at 30 June 2020, the Group had total capital commitments of
RMB374.2 million, primarily related to the construction of the
new headquarters and the logistics center, which are expected
to be completed in early and late 2021 respectively.

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

As at 30 June 2020, the Group had no material contingent
liabilities.

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.
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HUMAN RESOURCES
As at 30 June 2020, the Group had 2,689 staff. Total staff costs for
the period amounted to approximately RMB115.2 million (first
half of 2019: RMB109.1 million).

The Group places great emphasis on recruiting and training
quality personnel. We recruit talents from universities and
technical schools and provide pre-employment and on-going
training and development opportunities to our staff members.
Our training programs cover areas such as sales and production,
customer service, quality control, trade fairs planning, work place
ethics and other areas relevant to the industry.

The Group offers competitive remuneration packages to our
employees based on factors such as market rates, workload,
responsibility, job complexity as well as the Group's performance.
The Group has also adopted a share option scheme to recognize,
reward and promote the contribution of the employees to the
growth and development of the Group. On 3 July 2020, the
Group granted options to subscribe for a total of 11,500,000
shares of the Company to its employees under the share option
scheme at an exercise price of HK$4.31 per share. The options
will be vested during the period from 3 July 2022 to 3 July 2024.



REVIEW REPORT OF
THE AUDITOR

REVIEW REPORT TO THE BOARD OF DIRECTORS OF CHINA LILANG LIMITED

(Incorporated in the Cayman Islands with limited liability)

INTRODUCTION

We have reviewed the interim financial report set out on pages 16 to 31 which comprises the consolidated statement of financial
position of China Lilang Limited (the “Company”) as of 30 June 2020 and the related consolidated statement of profit or loss and other
comprehensive income, statement of changes in equity and condensed consolidated statement of cash flows for the six-month
period then ended and explanatory notes. The Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
require the preparation of an interim financial report to be in compliance with the relevant provisions thereof and International
Accounting Standard 34, Interim financial reporting, issued by the International Accounting Standards Board. The directors are
responsible for the preparation and presentation of the interim financial report in accordance with International Accounting Standard
34.

Our responsibility is to form a conclusion, based on our review, on the interim financial report and to report our conclusion solely to
you, as a body, in accordance with our agreed terms of engagement, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this report.

SCOPE OF REVIEW

We conducted our review in accordance with Hong Kong Standard on Review Engagements 2410, Review of interim financial
information performed by the independent auditor of the entity, issued by the Hong Kong Institute of Certified Public Accountants. A
review of the interim financial report consists of making enquiries, primarily of persons responsible for financial and accounting
matters, and applying analytical and other review procedures. A review is substantially less in scope than 