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About O [
China Lilang
ERERERE

China Lilang is one of the leading PRC menswear enterprises. As an
integrated fashion enterprise, the Group designs, sources and manufactures
high-quality business and casual apparel for men and sells under the
"0 O LULANZ"and “[0 O LESS IS MORE" brands across an extensive retail and
distribution network, covering 31 provinces, autonomous regions and
municipalities in the PRC.
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China Lilang Limited

Financial Highlights

2023 Annual Report

ooon
Year ended 31 December
oooooooooooo
2023 2022
ooooo goooo
(RMB million) (RMB million) Changes(%)
00000000 peepepupuuguinin| 00 (%)
Revenue o 3,543.8 3,086.2 +14.8
Gross profit oad 1,706.8 14202 +20.2
Profit from operations good 610.6 519.1 +17.6
Profit for the year good 530.4 4481 +184
(RMB cents) Changes(%)
oooooo oooooo 00 (%)
Earnings per share good
- Basic -0d 44.30 3742 +184
- Diluted -00d 44.30 3742 +184
Shareholders’equity per share oooooo 331.3 3158 +4.9
Interim dividend per share gooooo HK13 cents U [ HK13 centsJ [ 0
Special interim dividend per share goooooon HKS5 cents [ [ HK5 cents O O 0
Final dividend per share oooooo HK13 cents [ [ HK9 cents 0 O +44.4
Special final dividend per share oooooooo HK5 cents [ [ HK5 cents 0 [ 0
(% points)
% 00000
Gross profit margin gogd 48.2 46.0 +2.2
Operating profit margin goooo 17.2 16.8 +04
Net profit margin oood 15.0 14.5 +0.5
Return on average gooood
shareholders' equity™” ogo 13.7 12.0 +17
Effective tax rate oooo 19.4 18.1 +13
Advertising, promotional and gooooo
renovation expenses goog
(as a percentage of revenue) ogopooooon 14.7 13.0 +1.7
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Financial Highlights (continued)

O0000oo

ooooooo

Six months ended

30 June 2023

Year ended 31 December oo

oooooooooooo ooooo

2022 Doooo

ooooo goooo oooo

Average inventory turnover days? ooooooop @ 170 195 21
Average trade receivables oooooooo

turnover days® ooooe 42 54 51
Average trade payables oooooooo

turnover days® googw 130 111 140

Notes: googd

m

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

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 year.

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 year.

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 year.
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Chairman’s Statement
HREgERE

Operating in such a challenging business environment, China Lilang
actively responded to the changing market by continuously facilitating new
retail business, promoting sales and driving store efficiency. By launching
quality and iconic items as well as rejuvenating the brands, it enhanced the
competitiveness of the Group's brands.
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To all shareholders,

In 2023, China welcomed its first year of recovery after three years of
pandemic. Despite the continued complex and ever-changing global
situation, the economy in mainland demonstrated resilience. Under the
guidance of the encourage consumption policy by the central government,
the retail market has gradually recovered and achieved a moderate growth
in the second half of the year. During the year, China Lilang Limited (the
“Company” or “China Lilang’, together with its subsidiaries, collectively
known as the “Group”) pushed forward the Lilang brand’s strategic upgrade
and achieved both revenue and profit growth, laying a solid foundation for
future sustainable development.

As of 31 December 2023, the Group's revenue for the year increased by
14.8% year-on-year to RMB3,543.8 million. Profit for the year increased by
18.4% year-on-year to RMB530.4 million.
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Chairman’s Statement (continued)
ddU00ooo

During the year, the Group maintained a healthy financial position with
sufficient cash flow. The Board of Directors has resolved to pay a final
dividend of HK13cents (2022: HK9 cents) per share and a special final
dividend of HK5 cents (2022: HK5 cents) per share, thus maintaining a stable
payout ratio throughout the year.

During the year, the Group continued to strengthen the development
of the new retail business. It optimised the integration of online and
offline models and continued investment in new product research and
development capacity to adapt to changes in market demand and
promoted the strategic upgrade of “Lilang’'s Minimalist Men’s Fashion”. By
redesigned logo, revitalizing its brand image and diversified promotional
campaigns to respond to the personalised needs of the new generation of
consumers and leading the fashion trend for Chinese menswear.

To ride on the growing popularity of e-commerce, the Group continued
to expand its new retail business during the year and intensified the
promotion on Tiktok and leverage the e-commerce live streaming to drive
business growth. Prior to the “Double 11 Shopping Festival’, the Group
broadcasted the highlights from “LESS IS MORE Grand Anping Bridge
Show: Knowledge and Practice of the Youth” ("Anping Bridge Show") held
at Anping Bridge, a world heritage site in Jinjiang, Fujian through TikTok to
showcase the minimalist fashion style of China’s Lilang's menswear and laid
a good foundation for the sales during the Double 11 Shopping Festival.
The Group also leveraged complementary advantages of its online platform
and the offline in-stores to foster the growth of the store performance.
During the year, the new retail sales grew by 17.6%. year-on-year.

The Group pragmatically developed its own retail network and supported
distributors in optimising the retail network. As of the end of 2023, the
Group had a total of 2,695 stores, including 296 smart casual collection
stores operated under the direct-to-retail model, 6 smart casual collection
stores operated by distributors and a total of 2,393 core collection stores,
representing a net year on year increase of 51 stores. The Group has
completed the sales channel reform during the year after three years of
hard work, and the four main sales channels established were as follow:
The distribution and consignment models of the core collection, the direct-
to-retail stores of the smart casual collection and the direct-to-retail stores
under the e-commerce sales model has recorded profits respectively, and
successfully enhanced store efficiency and profitability of the Group.
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Chairman’s Statement (continued)
ddU00ooo

With respect to inventory management, the Group has established an
inventory management system with higher sell-through rate, 22 more
outlet stores were opened and sold seasonal products that were not sold in
other stores. The sold-out rate of core collection and smart casual stores has
increased. The new logistics center became operational, together with its
intelligent logistics system has accelerated the delivery speed of goods to
stores, while improving inventory control and achieving cost reduction.

The Group adhered to the brand philosophy of “Simplicity but not Simple’,
the Group implemented the strategy of “Simplified Design, Excellent
Quality”, providing customers with high quality products with value while
increasing investment in research and development and product upgrades,
in which continuously provided greater value for money for the quality
of products and enhanced the attractiveness of China Lilang’s minimalist
menswear brand. Among which, the water repellency test results of the
hydrophobic down 2.0 launched during the year far exceeded the industry
standard, and has been awarded the double certification from the World
Record Certification Agency (WRCA). The market responded actively and
driving sales of down products to increase by 30% compared with the same
period last year.

In respect of brand management and promotion, as the pandemic
subsided, the Group has vigorously carried out promotional activities during
the year. Among which, the most representative of which was the long-
awaited fashion show "Anping Bridge Show”. In January 2024, the Group
also appointed Xu Kai as the new brand ambassador for 00 [0 LESS IS MORE.
The Group launched a redesigned logo. Building upon the original logo, the
visual proportions and graphic design have been optimized with the aim
of enhancing brand vitality and fashion sense. The store space incorporates
immersive technology devices to create a fashionable environment that
suits young people nowadays.

Looking ahead to 2024, the business environment is still full of
uncertainties. However, the central government has actively promoted
economic development and announced 2024 as the “Year of Consumption
Promotion”, which will further enhance the consumer confidence. In order
to conform to the trend of the emergence of a new middle class, the Group
will continued to differentiate itself from other menswear brands through
investment in product research and development, and upgrade its “Lilang
Minimalist Men's Fashion” brand strategy. Together with a more consumer-
oriented sales channel, the Group will cater and lead the demand of the
consumers. In the future, the Group has planned to move towards “Multi-
Brands” and “Internationalization” by exploring other domestic market
segments and markets in different countries while leveraging synergies
between existing products and markets to further foster the sales
performance.
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Chairman’s Statement (continued)
ddU00ooo

The Group planned to have a net increase of 100 to 200 stores to expand
the retail scale and enhance operational efficiency. New stores locations
will continue to be targeted at the prime locations at premium shopping
malls in provincial capitals and prefecture-level cities. It will also increase
opening stores in outlets as a channel for inventory clearance. The Group
also planned to provide personalized shopping experiences for customers
through new retail businesses such as live streaming on TikTok and
complement the advantages of online stores and physical stores, while
aiming to achieve 20% or more growth in new retail business in 2024 with a
15% growth rate in overall sales.

Furthermore, the Group will complete the seventh-generation renovation
work of 400 stores to enhance the brand image and shopping environment
through youthful and trendy decoration, as well as to introduce innovative
and differentiated new products to meet consumers’ demand for
personalized apparel. With the significant improvement in inventory
management capability, the Group intensified the launch of new products to
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Management Discussion

and Analysis
Jdoooon

INDUSTRY REVIEW

The year 2023 marked the first year of China’s recovery after three years
of epidemic impact. Despite the complex and severe international
environment, as well as the pressures of shrinking domestic demand
and weakening expectations, the central government intensified
macroeconomic regulation and focused on expanding domestic demand
and boosting consumer confidence, resulting in an improvement in the
overall economy. According to the National Bureau of Statistics of China,
the annual gross domestic product (GDP) was RMB126 trillion, representing
a year-on-year increase of 5.2%. Total retail sales of consumer goods
increased by 7.2% year-on-year. Retail sales of apparel, footwear, headwear
and knitwear and online retail sales of physical goods grew significantly,
with a year-on-year increase of 12.9% and 8.4%, respectively, indicating
that the apparel market is recovering at a faster pace while online sales
are becoming more popular as consumers have gotten used to online

shopping.
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Management Discussion and Analysis (continued)
obodooidUooo
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Management Discussion and Analysis (continued)

ooddddUooo

FINANCIAL REVIEW
REVENUE

The Group’s annual revenue increased by 14.8% to RMB3,543.8 million in
2023. The increase in sales was mainly due to the resumption of normal
operations together with the resumption of social activities. For smart
casual collection, attributable to more newly opened stores and higher
proportion of sales of premier products, sales per store and average unit
price boosted and resulted in a significant year-on-year increase of 35.2% in
revenue of the smart casual collection. For core collection, the distributors
had to digest the inventory from 2022, which suppressed the order growth
in 2023. However, the Group did not offer any rebates to distributors
during the year (2022: RMB83.7 million). The turnover of the core collection
increased by 10.7%.

By product category, sales of tops increased by 14.3% year-on-year,
accounting for 64.7% (2022: 63.2%) of total revenue, with the down jacket
product category showing the most significant growth of 30.5%. Pants
accounted for 20.9% (2022: 20.7%) of total revenue, with a 12.3% increase
in sales. Sales of accessories decreased by 14.6% and accounted for 7.4% of
total revenue, of which sales of footwear products fell by 18.1%.
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Revenue by collection

gooooog
2023 2022
ooooo ooooo
RMB million % of revenue RMB million % of revenue Increase
Collections oo goooo EEERERZN (O 000 ooogu» aad
Core collection oono 2,841.1 80.2% 2,566.4 83.2% 10.7%
Smart casual collection oono 702.7 19.8% 519.8 16.8% 35.2%
Total ad 3,543.8 100.0% 3,086.2 100.0% 14.8%
REVENUE BY REGION ogoooood

North-Western China and Northern China benefited from the increase in
the number of stores, with sales increasing by 22.5% and 29.4%, respectively.
In Eastern China, sales increased by 14.7% for the year due to the increase
in the number of stores and the growth of e-commerce sales included in
its scope of business. Sales growth in Central and Southern China remained
stable with a growth rate of 12.4%. During the year, there were fewer stores
in North-Eastern China and South-Western China which resulted in lower
sales growth.
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Management Discussion and Analysis (continued)
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HEFBRELR

Regional Revenue

ooooooo

oood
2023 2022
ooooo goooo
RMB million % of revenue RMB million % of revenue Increase
The Group aa ooooo ERERERZN (OO0 000 oo0o0% oo
Northern China' go! 273.4 7.7% 2113 6.8% 29.4%
North-Eastern China? goe 824 2.3% 742 24% 11.0%
Eastern China® go:e 1,522.6 43.0% 1,327.0 43.0% 14.7%

Central and Southern China* OO *
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Management Discussion and Analysis (continued)

ooddddUooo

COST OF SALES AND GROSS PROFIT MARGIN

Cost of sales increased by 10.3% year-on-year to RMB1,837.0 million. The
gross profit margin was 48.2%, representing an increase of 2.2 percentage
points year-on-year. The increase was primarily due to the significant
increase in sales of the smart casual collection with a higher gross profit
during the year, leading to a higher proportion of sales of the smart casual
collection to total sales. In addition, benefiting from the improvement in
inventory management capabilities, the reversal of inventory provision in
2023 was RMB26.66 million higher than that in 2022, and no sales rebates
were offered to distributors during the year.

OTHER NET INCOME

Other net income amounted to RMB51.1 million (2022: RMB71.5 million),
which included grants from Chinese local governments of RMB47.5 million
(2022: RMB57.9 million). These local government grants are awarded
unconditionally and at the discretion of the relevant authorities.
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Management Discussion and Analysis (continued)

ooddddUooo

SELLING AND DISTRIBUTION EXPENSES

Due to the introduction of a new brand logo and the Group's increased
promotion of the minimalist menswear image during the year, coupled
with the postponement of the store renovation program originally
scheduled for 2022 to 2023 due to the impact of the epidemic, selling and
distribution expenses increased by RMB165.6 million to RMB957.3 million
during the year. These expenses accounted for 27.0% of total revenue, up
by 1.3 percentage points from last year.

Advertising expenses and renovation subsidies and expenses increased by
RMB119.7 million to RMB521.4 million during the year, accounting for 14.7%
(2022: 13.0) of total revenue. As the number of smart casual collection
stores increased, the expenses of direct-to-retail stores also increased by
RMB18.7 million to RMB251.4 million, accounting for 7.1% (2022: 7.5%) of
total revenue. Renovation subsidies and expenses increased by RMB19.6
million to RMB258.7 million during the year, accounting for 7.3% (2022: 7.7%)
of total revenue.

ADMINISTRATIVE EXPENSES

Administrative expenses amounted to RMB177.1 million, a decrease
of RMB1.7 million compared with the same period last year, and the
proportion of revenue decreased to 5.0% (2022: 5.8%).

OTHER OPERATING EXPENSES

Other operating expenses amounted to RMB12.8 million (2022: RMB2.1
million), mainly due to the increase in charitable donations.

PROFIT FROM OPERATIONS

Profit from operations increased by 17.6% to RMB610.6 million. This was
mainly due to the increase in gross profit. The operating profit margin
increased by 0.4 percentage point to 17.2%.
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NET FINANCE INCOME

Net finance income was RMB47.2 million, an increase of RMB19.4 million
over the previous year, mainly due to the increase in interest income as a
result of the increase in fixed deposits. However, an exchange loss of RMB2.7
million was recorded due to the depreciation of RMB during the year (2022:
RMB6.5 million).

INCOME TAX

The effective income tax rate for the year was 19.4%, representing an
increase of 1.3 percentage points compared with last year, mainly due
to the decrease in inventories and right-of-use assets provisions during
the year and the decrease in deferred tax credits. During the year, one of
the Group's Chinese subsidiaries qualified as a high-tech enterprise, and
enjoyed a preferential tax rate of 15%. The other two subsidiaries registered
in Tibet also enjoyed the local preferential tax rate of 15%.

NET PROFIT

Net profit was RMB530.4 million, an increase of 18.4%. The net profit margin
increased by 0.5 percentage points to 15.0%.

EARNINGS PER SHARE

Earnings per share were RMB44.30 cents, representing an increase of 18.4%.

FINAL DIVIDEND

The Board has resolved to pay a final dividend of HK13 cents (2022: HK9
cents) per ordinary share and a special final dividend of HK5 cents (2022:
HK5 cents) per ordinary share in respect of this financial year, making a
total dividend payment of approximately HK$215.5 million (equivalent to
approximately RMB196.7 million). The final dividend and the special final
dividend will be paid in cash on or around 22 May 2024 to shareholders
whose names appear on the Company’s register of members on 7 May
2024.
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BUSINESS REVIEW
SALES CHANNEL MANAGEMENT

The Group has been actively reforming its sales channels. After three years
of effort, the Group has established four main sales channels that were all
profitable during the year: the distribution and consignment models of
the core collection, the direct-to-retail stores of the smart casual collection
and the direct-to-retail stores under the e-commerce sales model. This has
allowed the Group to more closely match its products and services with
the purchasing patterns of Chinese menswear consumers and drive sales
growth. During the year, each of the sales channel has recorded profit and
sales per store increased significantly, further reflecting the effectiveness of
the sales channel reform.

The core collection currently has a total of 2,393 stores, of which 39% (936
stores) operate under the consignment model. The Group continues to
consolidate and develop its nationwide sales network through long-term
cooperation with distributors to provide services to domestic consumers.
The Group also continues to pragmatically support distributors in
optimizing the retail network, while insisting on opening stores in premier
shopping malls with prime business locations, and attracting customers
and boosting sales with renovations that showcase brand characteristics.

During the year, the smart casual collection continued to expand its store
network, optimize store locations and improve the utilization of store space.
The refurbishment of stores in Jiangsu, Qingdao and Wuhan has been
completed, resulting in a significant improvement in the sales efficiency of
the stores.

As at the end of December 2023, the Group had a total of 2,695 retail stores
nationwide, a net increase of 51 stores during the year. This included a net
increase of 8 core collection stores and 43 smart casual collection stores.
The new stores are mainly concentrated in Eastern China and North-
Western China. As at the end of December 2023, the total retail store floor
area was approximately 429,543 square meters (31 December 2022: 403,703
square meters), representing an increase of 6.4% compared with the end of
the previous year.
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As at the end of December 2023, there were 879 stores (31 December 2022: Ooobooooooobooooooo
835) in shopping malls, accounting for approximately 32.6% of the total g0 uuooouobDogDosss
store count and approximately 35.1% of total retail floor area. In addition, Uooooboog32entdioood

there were 77 outlet stores (31 December 2022: 55).

Changes in the number of stores by region are as follows:

gossbsadoobooooooog 7o
oobooobooboobogssom

gbobogbooooaoad

Number of Stores
good

As at As at
1 January 2023 Opened during Closed during 31 December 2023
gooooo the year the year gopooon
Region oo oooo gooog oooo gpooogo
Northern China oo 252 41 26 267
North-Eastern China od 151 14 33 132
Eastern China ogd 744 102 72 774
Central and Southern China 0O 0O 715 72 66 721
South-Western China oo 502 32 43 491
North-Western China od 280 48 18 310
2,644 309 258 2,695

As at 31 December 2023, 296 and 1 of the 2,695 stores were direct-to-retail gbobooooboooboogo2essstnd
smart casual collection and core collection stores, respectively while the oOobO2e00000010000000
remaining stores were mainly operated by distributors, sub-distributors or gooouoobbbooouoobobood
consignees. During the period, the number of distributors remained at 65, oo uooogesdd

while the number of sub-distributors increased from 735 to 769.
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The breakdown of the number of store is as follows:

31 December 2023
O0000O0CcOoOoDooo

FEFIBERLTF 0oooooo

oooboooobooo

31 December 2022
Oo00oO0oooooooag

Smart Smart
Core Casual Core Casual
Collection  Collection Collection Collection Total
ooo Ooooo ooo gooogo oo
By operations googd
Direct-to-retail stores ogo 1 296 297 1 251 252
Consignment ooo 936 0 936 938 0 938
Distribution ooo 1,456 6 1,462 1,446 8 1,454
Total number of stores 00O 2,393 302 2,695 2,385 259 2,644
By type of stores ooogo
Street stores goo 1,429 15 1,444 1433 21 1,454
Storesin shoppingmalls OO OOO0O
and outlet stores googno 703 253 956 671 219 890
Shop-in-shops in ogoooo
department stores 261 34 295 281 19 300
Total number of stores O OO 2,393 302 2,695 2,385 259 2,644

In terms of inventory management, the Group strengthened its inventory
management capabilities, opened 22 more outlet stores and sold seasonal
products not yet sold in other stores. The sell-through rate of core
collection and smart casual collection stores continued to increase. The
new logistics center became operational. Its intelligent logistics system
contributed to the implementation of the Group’s nationwide logistics
network and accelerated the delivery speed of goods to stores, while
improving inventory control and achieving cost reduction and efficiency
improvement. As at the end of December 2023, a provision of RMB66.5
million has been made in accordance with the Group's inventory provision

policy.
NEW RETAIL DEVELOPMENT

During the year, new retail remained one of the Group’s top priorities for
business development. The Group vigorously expanded its e-commerce
live streaming business to cater to the shopping preferences of male
consumers who tend to consume fashion and entertainment at the same
time. Platforms such as TikTok were utilized to provide consumers with
detailed product information through lively and vibrant commentary,
thereby driving growth in the online business.
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The Group launched the hot pants products on its e-commerce platform
during the 618 E-commerce Shopping Festival, demonstrating its ability
to replenish orders quickly with the rapid response of its production plant
and seven newly-added production lines. On the eve of the Double 11
Shopping Festival, the Group held the "Anping Bridge Show” at Anping
Bridge, a World Heritage Site in Jinjiang, Fujian. The event showcased the
minimalist fashion style of China’s Lilang’s menswear through the highlights
of an outdoor fashion show broadcast on TikTok and laid a good foundation
for the sales during the Double 11 Shopping Festival.

In addition, the Group has completed the transformation of its e-commerce
platform into a self-operated model, allowing it to deploy its online
business more flexibly. The Group has increased the number of new
products available for e-commerce sales to enhance the attractiveness of
e-commerce and improve the shopping experience for consumers. The
Group continues to utilize the WeChat platform to open stores and provide
customer relationship management on WeChat Mall, taking advantage
of the interactive features of the social platform and leveraging the
complementary advantages of online and offline services, thus promoting
the growth of stores efficiency.

By investing in intelligent workshops and a smart warehouse and logistics
distribution system, the Group has improved its ability to replenish orders
quickly, resulting in a 17.6% year-on-year growth in new retail sales during
the year.

PRODUCT DESIGN AND DEVELOPMENT

Adhering to the brand philosophy of “Simplicity but not Simple’, the
Group implemented the strategy of “Simplified Design, Excellent Quality”,
providing customers with high quality products with value while increasing
investment in research and development and product upgrades, in
order to enhance the value for money of the quality of its products and
increase the attractiveness of China Lilang’s minimalist menswear brands.
During the year, the proportion of products with original designs for sale
was approximately 75%, and the proportion of these products utilizing
proprietary fabrics developed by the Group was around 50%.
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After the successful launch of the Hydrophobic Downs 1.0, China Lilang
launched the newly upgraded Hydrophobic Down 2.0 during the year.
The water repellency test of the down reached level 5 water repellency for
over 10,000 minutes, which is more than 20 times the industry standard.
The down also retains its original fluffiness even after machine washing
and dries quickly, and has been awarded the double certification from
the World Record Certification Agency (WRCA) as the “down with the
best hydrophobic performance” and “the world's outstanding down with
ultra warm technology”. The launch of the hydrophobic down attracted
considerable attention from consumers, resulting in a 30.5% increase in the
Group’s total down sales compared with last year.

The wash-resistant polo shirt collection launched in the summer also uses
the fabric independently developed by China Lilang. By replacing the
traditional sewing process with the 1800 high-temperature seamless
heating-pressing technology, combining high-strength yarn with a stable
shrinkage rate, coupled with a special high-fastness dyeing process, even
if repeatedly worn, washed and ironed, the shirt is still as smooth, bright
and colorful as new, effectively solving consumer’s cleaning and care
problems. The collection is also more efficient in heat insulation and sun
protection, comfortable to wear and cool to the touch, and the modeling
style highlights the aesthetic standard of simplicity, good taste, and fashion,
winning the favor of a wide range of consumer groups.

There are a total of approximately 343 staff members in the Group's research
and development department, who are meticulously engaged in all areas
of product design, material development and sample creation, so as to
enhance the overall competitiveness of the Group’s products.

BRAND MANAGEMENT AND PROMOTION

The Group sells its menswear products through its core collection and
smart casual collection, which continue to provide consumers with high-
quality minimalist menswear and a fashionable dressing experience. The
core collection mainly targets consumers aged 25 to 45 in third- and
fourth-tier markets and is being further expanded into first- and second-
tier markets. The smart casual collection focuses on urban youths aged
20 to 30 in first- and second-tier markets by adhering to the concept of
“LESS IS MORE’, with lighter and more casual designs that exude a sense of
youthfulness.
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The Group's outstanding craftsmanship was awarded the “Secondary Award
for Scientific and Technological Advancement” at the 2023 Science and
Technology Awarding Ceremony of the China National Textile and Apparel
Council.

The Group also received various accolades for its brand enhancement
efforts, including the “Brand Enhancement Discovery Award of the Year” at
the 2023 T-EDGE Global Innovation Conference, the “Pioneering Minimalist
Menswear Brand” at the 2023 Brand Power (Kunming) International Summit
Forum (20230 0 O OO O O OO O O O0O0O ) and the “Star-and-Fans
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PROSPECTS

Looking ahead, the international environment remains complicated. While
there are issues such as overcapacity in certain industries in China and low
social expectations, the central government is vigorously stimulating the
economy and has designated 2024 as “The Year of Consumption Promotion’,
thereby creating a positive retail atmosphere. In order to conform to the
trend of the emergence of a new middle class, the Group will continue
to differentiate itself from other menswear brands through investment in
product research and development, and promote the strategic upgrading
of the “Lilang Minimalist Men's Fashion” branding. Together with more
consumer-oriented sales channels and the demonstration of effectiveness,
the Group will expand the store network, accelerate the development of
new retail to cater and lead the demand of the consumers. The next step is
to move towards the goals of multi-brands and internationalization as well
as to lead the menswear trend and strive to enhance sales performance.

This year, the Group will focus on leveraging the advantages of sales
channel reform, and plans to achieve a net increase of 100 to 200 stores to
expand its retail scale. The Group will continue to open new stores in prime
locations at premium shopping malls in provincial capitals and prefecture-
level cities to achieve better store performance. It will also continue to
expand the scale of opening stores in outlets as a channel for regular
inventory clearance to increase product sell-through rates.

The Group will also step up efforts to develop new retail businesses,
especially through methods such as e-commerce live streaming on
TikTok, to provide personalized shopping experiences, establish a closer
connection with consumers, complement the advantages of online stores
and physical stores, and optimize its channels to further drive sales growth,
aiming to achieve 20% or more growth in new retail business in 2024 with a
15% growth rate in overall sales.

To enhance its brand image, the Group plans to complete the seventh
generation renovation project for 400 stores by 2024. Through a simple,
refined, youthful and fashionable decoration style, consumers visiting the
stores are able to experience China Lilang's brand concept of “Simplicity but
not Simple” more intuitively, while the spatial layout is being enhanced to
create a more comfortable shopping experience for consumers.
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In terms of product positioning, the Group will continue its strategy of
providing high product quality with attractive price and will continuously
introduce innovative and differentiated new products to meet consumers’
desire for personalized clothing. With the improvement of inventory
management ability and further reduction of off-season inventory, the
Group will intensify the launch of new products to increase the proportion
of higher-priced new items, thereby improving the average selling price
and the overall profitability of the products.

In order to reach and satisfy more customer needs, and to improve
competitiveness of the Group's brands, the Group has implemented a
“multi-brand and internationalization” development strategy and is actively
seeking to collaborate with international brands in domestic market with
the aim of providing consumers with diversified choices catering to their
different needs in clothing.

As one of the leading menswear brands in China, China Lilang has
established a solid sales network in the Mainland after more than 30
years of development. With the growing interconnectivity of the global
market, the Group is planning to push its brands into the international
arena and expanding overseas markets. The Group believes that the
internationalization of its brand will not only bring about a new style for
the Group and enrich the product design, but also broaden its sources of
revenue and welcome more market opportunities.

In the long run, the Group intends to further consolidate China Lilang’s
leading position in the menswear industry and realize sustainable long-
term growth, which in turn will enable it to reward its shareholders, staff
members and customers for their support.
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LIQUIDITY AND FINANCIAL RESOURCES
CASH AND BANK BALANCES AND CASH FLOWS

goooooogd
gogoooboooooon

Year ended 31 December
ooooooooooog

2023 2022

ooooo ooooo

RMB million RMB million

oooooo oooooo

Pledged bank deposits ooooooad 971.6 2812
Fixed deposits held at banks oooooo 1,090.5 650.0
Cash and cash equivalents oooooooo 1,077.2 960.1
Total cash and bank balance goooooooao 3,139.3 1,891.3

As at 31 December 2023, the Group had time deposits totalling RMB2,022.4
million (31 December 2022: RMB850.0 million). The Group's total cash and
bank balance was mainly denominated in Renminbi (99.3%).

As at 31 December 2023, the Group had bank loans maturing within one
year totalling RMB289.9 million (31 December 2022: RMB249.5 million)
and bank loans maturing over one year totalling RMB853.3 million (31
December 2022: RMB187.0 million). The bank loans carried interest at fixed
and variable rates.
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Cash and cash equivalents balance increased by RMB117.1 million. Major
cash flow movements during the year were as follows:

— Net cash generated from operating activities amounting to
RMB1,100.7 million.

The major reconciling items between the net amount of operating
cash inflow and the profit before taxation for the year of RMB657.8
million were the increase in trade and other payables, which
reflected the increase in usage in trade bills which will be settled in
later stage. Besides, depreciation amounted to RMB220.5 million.

— Net cash used in investing activities amounting to RMB1,212.0
million, comprising mainly capital expenditure totalling RMB131.7
million, placement of deposits totalling RMB1,099.0 million less
interest income of RMB20.5 million.

— Net cash inflows from financing activities amounting to RMB228.0
million, comprising mainly the payments of final dividends in
respect of 2022 and the interim dividends for the year totalling
RMB348.5 million, the capital and interest elements of lease rentals
paid totalling RMB104.1 million, less net borrowing of bank loans of
RMB687.5 million.

TRADE WORKING CAPITAL TURNOVER DAYS

FEFIBERLTF 0oooooo

uboobooboobgoabognzad
gbobooboooooboboobg

— goooboobobbobobooogoo

110070000

gogooboobobobooobooogd
gobobooooboboodonbesrs
gogooboooboboobooogoo
goooboobooooooogo
ooboooobooboooogn
oobooob2050000

— uobooobooboooobooa

212000 00000000000
gboogoo37o0oooooooo
goooboroeeodgoooog
ooboogzoesoonon

— gogooboobobobooobooogd

goOz2so000000000oo0o0
gooobooobbobboogoo
gboooobogs34es500000
obOooobooobooobogon
ooooi41000000000
oobooboeszs0o0nOn

gogoooooogo

Year ended 31 December
Oo0o0ooooooooo

2023 2022
ogoooo googo

Average inventory turnover days goooooboo 170 195
Average trade receivables turnover days oooooooboooo 42 54
Average trade payables turnover days oooooooboooo 130 111

INVENTORY TURNOVER DAYS

The Group's average inventory turnover days was 170 days for the year,
a decrease of 25 days as compared to last year. The decrease of average
inventory turnover days is mainly due to more efficient inventory
management which resulted in higher sell-through rate of inventory.

Total inventory balance decreased by RMB59.4 million to RMB825.7 million.
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As at 31 December 2023, total provision of RMB66.5 million was made in
accordance with the Group's inventory provision policy.

TRADE RECEIVABLES TURNOVER DAYS

The Group'’s average trade receivables turnover days was 42 days for
the year. Turnover days reduced as a result of more long outstanding
receivables were collected and increase in sales proportion of the smart
casual collection which are mainly retail sales during the year.

As at 31 December 2023, a loss allowance provision of RMB29.2 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 130 days
for the year. There was no material change in the payment terms with
suppliers. The increase in trade payables turnover days is mainly because of
the increase in usage of trade bills which will be settled in later stage.

Trade and bills payables balance increased by RMB150.1 million during the
year to RMB729.9 million.

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; (i) the cash flows of the Group; and (iii) the
capital requirement for expansions.
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Management Discussion and Analysis (continued)
obodooidUooo

PLEDGE OF ASSETS googd

As at 31 December 2023, deposits with certain banks totalling RMB971.6 obobooooooboooboboon
million (2022: RMB281.2 million) were pledged as securities for bills payable Oo7e00IDOOO0O0O0OO0O0DOO281.2
and bank loans. The pledged bank deposits will be released upon the gooboboooogbobobooboo

settlement of relevant bills payable and bank loans. gooobbooooobooooon
O00o0ooooooooooooon
ooogd

CAPITAL COMMITMENTS AND CONTINGENCIES goooooood

As at 31 December 2023, the Group had total capital commitments of oboboooooobooobobooo
RMB30.8 million, primarily related to improvement project of automated gooogoooobsoesgooooon
plant and production facilities. goobooooboooboboo

These capital commitments are expected to be financed by internal gbobooooooooboboo

resources of the Group. RN
As at 31 December 2023, the Group had no material contingent liabilities. oboboooooobooobobooo
ooooooo
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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 93 to 94 of
this Annual Report, to review, assess and control the identified risks faced
by the Group. The Group's key risk exposures are summarized as follows:
Strategic Risks (i) Slow-down of the economy and consumer
spending

(if) Deterioration of market competition
Operational Risks (i)

Ineffective management of the retail operations
of distributors

(if) Misjudgement of fashion trends or changes in
consumers'demand or failure to respond to such
changes in a timely manner

(iii) 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

Financial Risks (i) Distributors'and consignees’ credit risks
(if) Inventory risks
Hazard Risks (i) Business susceptible to extreme or unseasonable

weather conditions

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 34 to 78 of the Annual Report.
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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 2023, the Group had 4,032 staff. Total staff costs for
the year amounted to approximately RMB393.3 million (2022: RMB347.4
million). Details of the Group’s policies on human resources are summarised
in the Environmental, Social and Governance Report on pages 52 to 60 of
the Annual Report.

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed from Thursday, 25
April 2024 to Tuesday, 30 April 2024 (both days inclusive) for the purpose of
determining shareholders who are entitled to attend and vote at the 2024
annual general meeting (2024 AGM"). In order to qualify for attending and
voting at the 2024 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 Wednesday, 24 April 2024.

In addition, subject to the approval of the proposed final dividend and the
special final dividend by the shareholders at the 2024 AGM, the register of
members of the Company will be closed from Wednesday, 8 May 2024 to
Friday, 10 May 2024 (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 Tuesday, 7 May 2024.
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1

ABOUT THIS REPORT

1.1

1.2

1.3

BASIS OF PREPARATION

This report is the 2023 Environmental, Social and
Governance ("ESG") report of China Lilang Limited (“Lilang”
or the “Group”) prepared based on the requirements of the
Environmental, Social and Governance Reporting Guide of
The Stock Exchange of Hong Kong Limited (the "Hong Kong
Stock Exchange”). The reporting period is from 1 January
2023 to 31 December 2023 (the “Year” or “Reporting Period”).
This report is prepared in Chinese, and the English version is
the translation. In case there is any discrepancy between the
Chinese and the English versions, the Chinese version shall
prevail. For the content related to corporate governance,
please refer to the “Corporate Governance Report”in the
2023 Annual Report of the Group.

REPORTING STANDARDS

This report has been prepared in accordance with the
Environmental, Social and Governance Reporting Guide (the
“Guide”) in Appendix 27 of the Rules Governing the Listing
of Securities on the Hong Kong Stock Exchange. Adhering
to the principles of materiality, quantitative, balance and
consistency, this report discloses Lilang’s ESG philosophy,
practice and performance in detail.

REPORTING SCOPE

This report focuses on reporting the environmental and
social policies and performance related to the Group's core
business during the Reporting Period. This report covers
the Group’s headquarters in Jinjiang City, Fujian Province,
including canteens, staff dormitories, flagship stores, a
workshop for samples and small production orders, fabric
research and development and testing centres, office
premises and the Wuli Plant, as well as the logistics centre.

1

googd

1.1

goon

ogogooooooon
o0 O0gooeo2sdd
Uobo0oooonmesem
oooooobobooooon
ooboOnoooooomao
ooboooboooooon
goobooobobnad 2023
1010 020230120 31
ooobobogobob oo
oobobooooooooon
ooboooooooooon
oooooooooooo
ggoobobooodoon
ogob22300000M0
ogbobgm

gogno

ooooooooooon
oobooooomooon
ooboooooomoon

ooboOooobooooboo
gooooobooooon
ogoooobooobooooon
goooescooooon
gooogo

gogno

oobooooocboooon
oobooooocboooon
ooooOo0oooooooon
oobooooocoooon
ooboooooooDo
oo0ooooooooon
oooooOoDooooon
oooooobobooooon
oobooooo



Environmental, Social and Governance Report (continued)

oodouuoddUooo

14

INFORMATION AND FEEDBACK

We value your suggestions or comments for further
improvements. If you have any comments on this report,
please contact us by:

Address: Suite 3402, Lippo Centre, Tower One, No. 89
Queensway, Hong Kong

Telephone: (852) 2526 6968

Email: ir@lilanz.com.hk

2 SUSTAINABILITY MANAGEMENT

2.1

OUR APPROACH TO SUSTAINABILITY

In order to achieve sustainable development, the Group
steadily promotes ESG governance to ensure effective
assessment and management of ESG-related risks and
opportunities. The Group established a comprehensive and
rigorous ESG governance structure since 2021 to assist the
Board in supervising ESG-related matters and to ensure
that ESG-related issues has been incorporated into our daily
operations and considerations.

The Board is ultimately responsible for the overall direction,
strategies, objectives, performance and report of the
Group's sustainable development. The Group has set up
an ESG working group led by senior management and
designated to work among different departments in order
to ensure the continuous improvement of the Group's
sustainable development efforts. The ESG working group
is headed by the vice chairman of the Board, while the
members of the working group are comprised of various
department heads of the Group involved in ESG governance,
including the manufacturing and production department,
fabric research and development department, supplier
management department, human resources, finance,
property management departments, etc. The ESG working
group will hold regular meetings to review their work, report
the work implementation progress to the Board, take into
consideration of the opinions and suggestions of the Board,
and ensure the full implementation of the Group's strategies
and specific measures in the environmental, social and
governance aspects.
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2.2

As global warming has become increasingly severe in recent
years, the Board of the Company is aware of the impact of
greenhouse effect on climate and the potential risks and
opportunities brought by climate change to the Group. As
one of the leading menswear companies in China, the Group
is committed to fulfilling its corporate social responsibility,
incorporating environmental sustainability in daily
operations, and strictly complying with the Environmental
Protection Law of the People’s Republic of China (the “PRC")
and other relevant regulations. Over the years, both the
Company’s manufacturing business and operating products
do not severely pollute the environment. As a responsible
enterprise, the Group still continuously and actively invests
more resources and adopts various measures to save
resources, and reduces emissions through environmental
optimisation. In the meantime, the Company attaches great
importance to various rights and interests of employees,
protects employees’ health and safety, focuses on talent
training, and improves product quality, reduces costs, and
enhances product competitiveness and brand reputation
through product innovation, with an aim to become the
leader of the menswear industry in the PRC.

COMMUNICATION WITH STAKEHOLDERS

The Group highly values and respects the opinion of all
stakeholders, and actively safeguards the legitimate interests
of all stakeholders during our operations. To this end, the
Group have identified all substantial stakeholders, established
and continuously improved various communication
mechanisms, proactively achieved the coordination and
balance of the interests of shareholders, employees,
society and other parties through effective communication
with stakeholders, and jointly promoted the sustainable,
healthy and steady development of the Company. We put
maintaining sustainable relationships with our stakeholders
as one of our top priorities. Apart from understanding the
expectations and demands of stakeholders thoroughly, the
Group takes the thoughts and opinions of stakeholders into
consideration, and actively responds with practical actions
to facilitate mutual growth with stakeholders. During the
Year, we continued to engage with substantial stakeholder
groups on a regular basis by the following diversified means
to ensure timely feedback with our stakeholders on issues
concerned.
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Environmental, Social and Governance Report (continued)
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Stakeholder category Major communication method
ooooooo oooooo

Staff Company intranet
oo oooono

Training and staff activities
goooooo

Labour union
oo

Various seminars
ogoooo

Government and regulatory authorities Regular reporting
ooooooog gooo

Supervision and inspection
oood

Investment institutions/shareholders Company's announcements
agoooooo ogoood

Shareholders'meetings
agooo

Roadshows and reverse roadshows
ooooooon

Strategy conference
gog

Email, telephone, WeChat and corporate website
ooooooooooooo

Suppliers/OEM manufacturers Tenders and biddings
ooooooooo ood

Review and appraisal meeting
gooooo

Regular communication
oooooo

Email, telephone, WeChat and corporate website
oooo0booooooooo

Customers Customer survey
od ogooooo

Call centre and hotline
ooooooon

Customer visits
ogooo

Exhibitions
oogd
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Stakeholder category Major communication method
ooooooo oooooo
Peers Industr