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Anta Sports (2020 HK)

Earnings cut and de-rating may end here

For 3Q23, we think Anta’s result was soft but FILA’s performance was upbeat.
Given a better retail sales trend in Sep to 10-1 holidays and already low
investors’ expectation, we believe turnaround is likely (no more earnings cut and
de-rating), and hence current valuation of 23x FY23E P/E is too demanding.

Anta’s 3Q23 performance was relatively soft. Anta’s retail sales grew by
HSD in 3Q23, below CMBI est. of 11%, dragged by: 1) slow e-commerce
sales growth (at LSD, vs offline’s HSD) and 2) relatively weak demand for
domestic fashion products. Meanwhile, retail discount widened to 28% off
(vs 2Q23’s 27% off and 3Q22’s 26% off). Inventory to sales ratio went up to
5 months in 3Q23, from 4.5 to 5 months in 2Q23. But seasonally speaking,
this is normal as the brand would usually stock up for the 10-1 holidays.

Anta’s FY23E’s guidance was maintained, and we foresee a stable OP
margin. We are cautiously optimistic on Anta brand’s 4Q23E retail sales
growth (CMBI est. of 17%), because: 1) sales trend has been sequentially
improving from Jul-Aug to Sep and 10-1 holidays, 2) the low is base, (a beat
could easily happen if the recovery rate sustains), hence we do think FY23E
target (HSD to 10%+ retail sales growth) is totally achievable. Retail
discounts, in our view, may not widen in 4Q23E, as aggressive promotion is
not the focus for double 11 festival (will focus more on margins). Moreover,
even though A&P expenses will be higher in 2H23E vs 1H23, due to new
sponsorships for the NBA players and marketing around Asian Game, we
still expect a 21% OP margin in 2H23E (similar to 1H23 and 2H22).

FILA’s 3Q23 result was slightly better-than-expected. FILA’s retail sales
growth was at low-teens in 3Q23, beating CMBI est. of 10%, thanks to: 1)
resilient e-commerce sales growth despite a high base last year (65%+
growth in 3Q22) and 2) successful products reform (new products, including
the functional and footwear products are all selling well). Retail discounts
was decent at 24% off in 3Q23, similar to that in 2Q23, but better than
3Q22’s 26% off. Inventory to sales ratio was also at 5 months in 3Q23, also
higher than 2Q23’s 4.5 to 5 months.

FILA’s FY24E guidance stayed but we raised our OP margin forecasts.
We are highly confident that FILA can achieve its FY24E target (10%+ retail
sales growth) because the benefits from product reform and store revamp
are still there. Moreover, we also expect GP and OP margin to improve YoY,
thanks to: 1) less retail discounts, 2) more sales from live-streaming or other
new platforms (margins are better vs traditional e-commerce platforms) and
3) less marketing expenses on new stores (not many new opening YTD).
Maintain BUY and raise TP to HK$109.99, based on 27x FY23E
(unchanged), vs 5-year average of 26x, supported by 15%/ 25% sales/ NP
CAGR during FY22-25E. We revised up FY23E/ 24E/ 25E NP forecasts by
2%/ 1%/ 1% to factor in faster FILA sales growth.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 49,328 53,651 62,611 71,670 80,675

YoY growth (%) 38.9 8.8 16.7 14.5 12.6
Operating profit (RMB mn) 11,372 11,229 14,771 17,428 20,484
Net profit (RMB mn) 8,219.0 82450 11,1023  13,680.3  16,213.9
EPS (Reported) (RMB) 2.77 2.72 3.64 4.48 5.31

YoY growth (%) 49.2 1.7) 33.7 23.2 18.5
P/E (x) 26.9 30.0 225 18.2 15.4
P/B (x) 7.0 6.7 5.6 4.6 39
Yield (%) 1.1 15 1.6 2.2 2.9
ROE (%) 31.1 26.7 30.7 31.3 31.0
Net gearing (%) 39.3 53.9 62.9 69.4 74.1

Source: Company data, Bloomberg, CMBIGM estimates
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B Other brands’ results were inline. Other brand’s retail sales growth was at 45% to
50% (40%+/ 60%+ for Descente/ Kolon) in 3Q23, slowed down from 70% to 75% in
2Q23, but remained very fast. Inventory to sales ratio and retail discount was fairly
stable. We reckon the 40% retail sales growth target is almost certain and OP margin
should continue to improve as operating leverage will continue to kick in.

Earnings revision

Figure 1: Earnings revision

New old Diff (%)

RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 62,611 71,670 80,675 61,960 70,911 79,805 1.1% 1.1% 1.1%
Gross profit 38,557 44,797 50,798 37,972 44,217 50,176 1.5% 1.3% 1.2%
EBIT 14,771 17,428 20,484 14,494 17,198 20,249 1.9% 1.3% 1.2%
Net profit att. 10,144 12,500 14,815 9,957 12,338 14,647 1.9% 1.3% 1.1%
Diluted EPS (RMB) 3.637 4.482 5.312 3.570 4.424 5.252 1.9% 1.3% 1.1%
Gross margin 61.6% 62.5% 63.0% 61.3% 62.4% 62.9% 0.3ppt 0.1ppt 0.1ppt
EBIT margin 23.6% 24.3% 25.4% 23.4% 24.3% 25.4% 0.2ppt 0.1ppt Oppt
Net profit att. margin 16.2% 17.4% 18.4% 16.1% 17.4% 18.4% 0.1ppt Oppt Oppt

Source: Company data, CMBIGM estimates

Figure 2: CMBIGM estimates vs consensus

CMBIGM Consensus Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 62,611 71,670 80,675 62,026 71,397 81,554 0.9% 0.4% -1.1%
Gross profit 38,557 44,797 50,798 38,420 44,577 51,285 0.4% 0.5% -0.9%
EBIT 14,771 17,428 20,484 14,445 16,718 19,473 2.3% 4.2% 5.2%
Net profit att. 10,144 12,500 14,815 9,788 11,736 13,828 3.6% 6.5% 7.1%
Diluted EPS (RMB) 3.637 4.482 5.312 3.515 4.186 4.926 3.5% 7.1% 7.8%
Gross margin 61.6% 62.5% 63.0% 61.9% 62.4% 62.9% -0.4ppt 0.1ppt 0.1ppt
EBIT margin 23.6% 24.3% 25.4% 23.3% 23.4% 23.9% 0.3ppt 0.9ppt 1.5ppt
Net profit att. margin 16.2% 17.4% 18.4% 15.8% 16.4% 17.0% 0.4ppt 1ppt 1.4ppt

Source: Bloomberg, CMBIGM estimates
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Operating numbers

Figure 3: Sportswear brands sales growth trend

Operating numbers 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2023 3Q23E  4Q23E
Nike China sales -4% 1% 8% 19% 42% 9% 1% -24% -8% -20% -13% 6% 1% 12% 8% 8%
Adidas China sales -58% 0% -5% 7% 156% -16% -15% -24% -35% -35% -27% -50% -9% 16% 5% 20%
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Source: Company data, CMBIGM estimates, *Nike's year end is in May (e.g. 4Q18 calendar year = 2Q19 fiscal year = Sep-Nov 2018)
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Valuation

Figure 4: Peers valuation table

3yrs

i Mkt. Cap Year P/E (x) PIB - ROE PEG Yield — ¥TD
TP (x) (%) (%) perf.
(x)

Company Ticker Rating (X)) i (HK$mn) End FY1E FY2E FY2E FYO FY1E FY1E FY1E
H shares Sportswear

Anta Sports 2020 HK BUY 109.99 91.50 20% 259,185 Dec-22 225 18.2 55 21.8 0.9 1.8 (10.6)

Li Ning Co 2331 HK BUY 52.97 35.00 51% 92,262 Dec-22 19.2 15.9 3.1 16.8 15 1.9 (48.3)

Xtep Intl 1368 HK BUY 11.41 7.36 55% 19,419 Dec-22 15.6 12.6 2.0 11.7 0.8 33 (15.3)

361 Degrees Intl 1361 HK NR n/a 421 n/a 8,705 Dec-22 8.6 7.3 0.9 10.9 0.5 3.6 26.4

Topsports Intl 6110 HK BUY 9.00 6.03 49% 37,393 Feb-23 144 121 33 18.0 0.8 6.3 (0.3)

Pou Sheng Intl 3813 HK NR n/a 0.66 n/a 3,515 Dec-22 6.5 5.4 0.4 4.6 0.1 nfa (12.0)

China DX 3818 HK NR n/a 0.27 n/a 1,590 Mar-23 5.0 4.2 0.2 1.2 0.0 159 (12.9)

Avg. 131 108 22 121 06 55 (10.4)
Med. 144 121 20 117 08 34 (12.0)

International Sportswear

Nike NKE US NR n/a 98.65 na 1,174,352 May-23 26.4 226 10.3 33.9 17 14 (15.7)
Adidas ADS GY NR n/a 171.40 n/a 255,221 Dec-22 nla 40.4 6.5 (2.2) 0.0 0.3 34.5
Puma PUM GY NR n/a 53.70 n/a 67,001 Dec-22 226 16.6 3.0 12.8 12 15 (5.3)
Under Armour UAA US NR n/a 6.74 n/a 22,617 Mar-23 134 10.8 14 20.8 (2.7) 0.0 (33.7)
Lululemon LULU US NR nfa  373.36 n/a 369,549 Jan-23 30.6 26.7 11.4 315 0.9 0.0 16.5
Skechers SKX US NR n/a 48.48 n/a 58,684 Dec-22 142 119 18 13.1 0.6 0.0 15.6
On Holding ONONUS NR n/a 24.66 n/a 61,334 Dec-22 486 335 6.3 6.3 0.4 nfa 437
Vf Corp VFC US NR n/a 16.16 n/a 49,154  Apr-23 8.0 6.9 20 3.9 0.1 74 (415)
Columbia COLM US NR n/a 71.20 n/a 34,156 Dec-22 15.7 134 2.1 16.2 2.6 1.7 (18.7)
Wolverine WWW US NR n/a 7.75 n/a 4,820 Dec-22 16.6 5.2 1.7 (56.5) (0.1) 53 (29.1)
Mizuno Corp 8022 JP NR n/fa 4675.00 nl/a 6,503 Mar-23 12.0 10.9 1.0 9.0 2.8 1.6 66.2
Asics Corp 7936 JP NR n/a  4871.00 n/a 48,405 Dec-22 29.0 249 4.9 15.8 1.3 1.2 67.2

Avg. 21.6 18.7 4.4 8.7 0.7 1.9 8.3
Med. 16.6  15.0 2.5 12.9 0.7 1.4 5.1

Source: Bloomberg, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Figure 5: Forward 12M P/E valuation band
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Assumptions

Figure 6: Major assumptions
Major assumptions FY21A FY22A FY23E FY24E FY25E
Sales by segment growth (%)

Shoes 50.7% 17.4% 17.0% 12.5% 10.0%
Apparels 32.1% 3.1% 16.7% 16.1% 14.5%
Accessories 36.5% 6.4% 12.0% 12.0% 12.0%
Total 38.9% 8.8% 16.7% 14.5% 12.6%

Sales by brand growth (%)

Anta 47.7% 14.1% 12.0% 12.0% 11.0%
Anta Kids 50.0% 15.0% 10.0% 14.0% 13.0%
FILA 25.1% -1.4% 17.0% 12.0% 9.0%
Descente & Others 51.1% 26.1% 55.0% 26.0% 24.0%
E-commerce 61.6% 17.7% 8.0% 17.0% 15.0%
Total 38.9% 8.8% 16.7% 14.5% 12.6%

Sales network

Anta 6,832 6,924 7,049 7,124 7,174
Anta Kids 2,571 2,679 2,854 2,929 2,979
FILA 2,054 1,984 1,950 1,975 2,025
Descente & Others 459 477 491 521 551
Total 11,916 12,064 12,344 12,549 12,729
GP margins

Anta 52.3% 53.2% 53.4% 54.0% 54.5%
FILA 70.5% 68.0% 69.0% 70.0% 70.0%
Others 70.5% 66.4% 71.0% 72.5% 74.0%
Total 61.6% 60.2% 61.6% 62.5% 63.0%

Opex breakdown

A&P Expenses / sales 12.4% 10.3% 9.6% 9.8% 9.6%
Labour costs / sales 13.5% 15.1% 14.6% 14.6% 14.7%
R &D expenses / sales 5.9% 6.0% 6.1% 6.0% 6.0%
Rental expenses/ sales 11.6% 11.5% 11.1% 11.1% 10.7%
Selling & distribution costs / sales 36.0% 36.6% 35.3% 35.3% 34.8%
Admin expenses / sales 5.9% 6.7% 5.8% 5.8% 5.7%
OP margin

Anta 20.6% 21.7% 20.9% 21.8% 23.0%
FILA 24.7% 20.0% 26.5% 27.0% 28.0%
Others 18.4% 20.6% 24.0% 25.0% 26.0%
Total 22.3% 20.9% 23.5% 24.2% 25.3%
Effective tax rate 26.9% 27.4% 26.0% 26.0% 26.0%
NP att. margin 15.7% 14.1% 16.2% 17.4% 18.4%
NP att. growth 49.6% -1.7% 33.7% 23.2% 18.5%

Source: Company data, CMBIGM estimates
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Financial Summary

INCOME STATEMENT

YE 31 Dec (RMB mn)

Revenue 35,512 49,328 53,651 62,611 71,670 80,675
Cost of goods sold (14,861) (18,924) (21,333) (24,054) (26,873) (29,876)
Gross profit 20,651 30,404 32,318 38,557 44,797 50,798
Operating expenses (12,888) (20,681) (23,216) (25,728) (29,448) (32,654)
Selling expense (10,766) (17,753) (19,629) (21,765) (24,975) (27,755)
Admin expense (1,251) (1,812) (2,308) (2,514) (2,814) (3,022)
R&D expense (871) (1,116) (1,279) (1,449) (1,659) (1,878)
Others 0 0 0 0 0 0
Operating profit 8,826 11,372 11,229 14,771 17,428 20,484
Other income 1,063 1,649 2,127 1,941 2,078 2,340
Share of (losses)/profits of associates/JV (601) (81) 28 (188) 430 565
EBITDA 9,316 11,944 11,971 15,339 17,979 20,917
Depreciation (414) (443) 474) (329) (317) (301)
Other amortisation (76) (129) (268) (240) (234) (132)
Interest income 271 392 609 931 1,140 1,373
Interest expense (407) (443) (511) (511) (511) (511)
Other income/expense 0 0 0 0 0 0
Pre-tax profit 8,089 11,240 11,355 15,003 18,487 21,911
Income tax (2,520) (3,021) (3,110) (3,901) (4,807) (5,697)
Minority interest (407) (499) (655) (958) (1,181) (1,399)
Net profit 5,569 8,219 8,245 11,102 13,680 16,214
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 32,717 39,902 45,445 54,872 65,287 76,408
Cash & equivalents 15,323 17,592 23,919 31,095 39,391 48,345
Account receivables 6,614 6,914 7,520 8,776 10,046 11,308
Inventories 5,486 7,644 6,254 7,249 8,099 9,004
Prepayment 0 0 0 0 0 0
ST bank deposits 5,024 6,989 6,989 6,989 6,989 6,989
Other current assets 270 763 763 763 763 763
Non-current assets 19,150 22,766 22,803 22,798 23,537 24,636
PP&E 2,184 2,853 3,131 3,553 4,096 4,763
Investment in JVs & assos 9,658 9,027 9,055 8,867 9,297 9,862
Intangibles 1,579 1,531 1,281 1,060 844 730
Other non-current assets 5,729 9,355 9,336 9,318 9,299 9,281
Total assets 51,867 62,668 68,248 77,670 88,824 101,044
Current liabilities 11,715 15,943 16,954 18,672 20,421 22,192
Short-term borrowings 1,968 1,748 1,748 1,748 1,748 1,748
Account payables 2,376 3,146 3,546 3,999 4,468 4,967
Tax payable 1,507 1,816 1,816 1,816 1,816 1,816
Other current liabilities 5,864 9,233 9,844 11,110 12,389 13,662
Non-current liabilities 14,328 15,062 15,062 15,062 15,062 15,062
Long-term borrowings 12,456 11,425 11,425 11,425 11,425 11,425
Other non-current liabilities 1,872 3,637 3,637 3,637 3,637 3,637
Total liabilities 26,043 31,005 32,016 33,734 35,483 37,254
Share capital 261 261 261 261 261 261
Retained earnings 18,185 22,663 24,832 31,339 38,799 46,979
Other reserves 5,567 5,999 7,744 7,982 8,747 9,617
Total shareholders equity 24,013 28,923 32,837 39,583 47,808 56,857
Minority interest 1,811 2,740 3,395 4,353 5,534 6,933
Total equity and liabilities 51,867 62,668 68,248 77,670 88,824 101,044
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2020A 2021A 2022A 2023E 2024E 2025E

YE 31 Dec (RMB mn)
Operating

Profit before taxation
Depreciation & amortization
Tax paid

Change in working capital
Others

Net cash from operations

Investing

Capital expenditure

Acquisition of subsidiaries/ investments
Others

Net cash from investing

Financing

Dividend paid

Net borrowings

Proceeds from share issues
Share repurchases

Others

Net cash from financing

Net change in cash

Cash at the beginning of the year
Exchange difference

Others

Cash at the end of the year

GROWTH

YE 31 Dec

Revenue

Gross profit
Operating profit
EBITDA

Net profit
PROFITABILITY
YE 31 Dec

Gross profit margin
Operating margin
EBITDA margin
Return on equity (ROE)

GEARING/LIQUIDITY/ACTIVITIES

YE 31 Dec

Net debt to equity (X)
Current ratio (x)
Receivable turnover days
Inventory turnover days
Payable turnover days

VALUATION

YE 31 Dec
P/E

P/E (diluted)
P/B

P/CFPS

Div yield (%)
EV
EV/Sales
EV/EBITDA

8,089 11,240 11,355 15,003 18,487 21,011
490 572 742 569 551 434
(2,181) (2,677) (3,110) (3,901) (4,807) (5,697)
(3,461) (282) 1,796 (533) (371) (396)
4,520 3,008 483 699 81 (54)
7,458 11,861 11,265 11,837 13,941 16,198
(649) (1,360) (751) (751) (860) (968)
(84) (94) 0 0 0 0
(1,190) (3,215) 0 0 0 0
(1,923) (4,669) (751) (751) (860) (968)
(1,404) (2,456) (3,676) (3,399) (4,275) (5,765)
(3,343) (196) 0 0 0 0
21 0 0 0 0 0

0 0 0 0 0 0

5,955 (2,295) (511) (511) (511) (511)
1,229 (4,947) (4,187) (3,910) (4,786) (6,276)
8,221 15,323 17,592 23,919 31,095 39,391
338 24 0 0 0 0
6,764 2,245 6,327 7,176 8,296 8,954
15,323 17,592 23,919 31,095 39,391 48,345
2020A 2021A 2022A 2023E 2024E 2025E
4.7% 38.9% 8.8% 16.7% 14.5% 12.6%
10.7% 47.2% 6.3% 19.3% 16.2% 13.4%
0.9% 28.8% (1.3%) 31.5% 18.0% 17.5%
(7.8%) 28.2% 0.2% 28.1% 17.2% 16.3%
(1.0%) 47.6% 0.3% 34.7% 23.2% 18.5%
2020A 2021A 2022A 2023E 2024E 2025E
58.2% 61.6% 60.2% 61.6% 62.5% 63.0%
24.9% 23.1% 20.9% 23.6% 24.3% 25.4%
26.2% 24.2% 22.3% 24.5% 25.1% 25.9%
25.3% 31.1% 26.7% 30.7% 31.3% 31.0%
2020A 2021A 2022A 2023E 2024E 2025E
0.2 0.4 0.5 0.6 0.7 0.7

2.8 2.5 2.7 2.9 3.2 3.4

68.0 51.2 51.2 51.2 51.2 51.2
134.7 147.4 107.0 110.0 110.0 110.0
58.4 60.7 60.7 60.7 60.7 60.7
2020A 2021A 2022A 2023E 2024E 2025E
415 26.9 30.0 225 18.2 15.4
415 26.9 30.0 22,5 18.2 15.4

8.7 7.0 6.7 5.6 46 3.9

25.6 28.0 20.1 20.1 17.1 14.7

0.8 1.1 15 1.6 2.2 2.9
241,450.6 235,973.6 229,646.4 222,470.3 214,174.7 205,220.9
6.8 4.8 43 3.6 3.0 2.5

25.9 19.8 19.2 14.5 11.9 9.8

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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