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Xtep (1368 HK)

The growth story is intact despite volatility

2H23 results was roughly inline (we think inventory and A&P expenses are not
a concern). Management reiterated the listed co-level FY23E guidance, while
retail sales trend is resilient and improving in Jul-Aug 2023. Hence, we maintain
BUY given its attractive valuation of 16x FY23E P/E and 0.7x PEG.

1H23 results roughly inline. For 1H23, Xtep group’s sales increased by
15% YoY to RMB 6.5bn, 2%/ 3% higher than BBG/ CMBI est., which was a
mixture of around 11%/ 19%/ 120% growth for Xtep (about 15%/ MSD for
kids/ e-commerce)/ K&P/ S&M, and. Net profit also rose by 13% YoY to
RMB 665mn, fairly inline with BBG/ CMBI est., as a decent GP margin
improvement was more than offset by a surge in opex (A&P and R&D
expenses rocketed 51%/ 65% and staff costs also fell 17%).

Inventory might have increased but the condition is healthy. Average
inventory days in 1H23 increased to 115 days, from 90 days in FY22, but
that was only a 5% increase in terms of absolute amount, half of that are
related to the new brands (which are all operating under the DTC model).
Xtep has done a lot to de-stock, by revising down the trade fair orders
voluntarily and it will continue to clear the old inventory thru both offline (e.qg.
the outlets) and online channels. Management expect the retail discounts to
slightly widen to 30% off anytime in 2H23E when the clearance arrives,
hence we think it is under control. In fact, apart from the old inventories, the
new products are highly successful too, where the sell thru rate in 1Q23 and
2Q23 were all above 70%, achieving a 3-5ppt YoY improvement.

The listed co level FY23E guidance (15-20% sales growth and even
faster net profit growth) is maintained. Sales growth may accelerate in
2H23E, because: 1) trade fair sales growth could start to converge with retail
sales growth, 2) Xtep’s products are value for money enough to win more
market shares, esp. when more consumers start to trade down, 3) Xtep
demonstrated strength in the running categories (market shares of the top
100 runners in China continue to climb to 42% in 1H23, from 35% in FY22,
according to 98 Run). Moreover, we believe NP margin could at least be
flattish in FY23E, as A&P and R&D expenses are likely to be front-loaded
and accounted for less than 13%/ 3% of sales, while staff costs are curbed
by more staff cuts.

Maintain BUY but raise TP to HK$ 11.41, based on 23x FY23E P/E
(remains unchanged and ~1.3x s.d. above the 5-year average of 15x).
We revised up FY23E/ 24E/ 25E net profit by 2%/ 7%/ 6% to factor in better
margins. Itis trading at 16x FY23E P/E and 0.7x PEG, not demanding at all.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 10,013 12,930 15,103 17,545 20,012

YoY growth (%) 22.5 29.1 16.8 16.2 14.1
Operating profit (RMB mn) 1,396 1,464 1,806 2,267 2,680
Net profit (RMB mn) 889.4 912.3 1,162.0 1,512.6 1,842.5
EPS (Reported) (RMB) 0.36 0.36 0.44 0.57 0.69

YoY growth (%) 72.1 0.6 22.9 29.8 21.8
P/E (x) 17.8 19.2 15.6 12.0 9.9
P/B (x) 2.0 2.2 2.0 1.9 1.7
Yield (%) 2.9 1.8 3.0 4.0 4.8
ROE (%) 11.6 11.2 135 16.2 18.0
Net gearing (%) 17.9 6.8 1.9 (2.1) (5.0)

Source: Company data, Bloomberg, CMBIGM estimates
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Retail sale growth picked up again in Jul-Aug 2023 and FY23 guidance was
reiterated. Xtep’s retail sales growth accelerated to about high-teens in Jul-Aug
2023 (from 10%+ in May-Jun 2023). With low base in 4Q22, the 20%+ FY23E retail
sales growth target is not hard to achieve.

New brand like Saucony has done a great job and we are looking forward to
its full potential in China. S&M sales jumped by 120% YoY and first profit was
recorded since the set-up of the JV in FY19. The FY23E target, as a result, was
raised from 60%+ to 70%+ retail sales growth. Management also highlighted that
the reform for Saucony was thorough (from products to branding to stores, etc.,) and
they expect the financials start to explode once its sales exceeded RMB 1.0bn level.
We think Saucony is very close to the target and would be able to achieve it in just
1-2 years.

Earnings revision

Figure 1: Earnings revision

NE (o][] Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 15,103 17,545 20,012 15,014 17,429 19,868 0.6% 0.7% 0.7%
Gross profit 6,258 7,301 8,384 6,161 7,199 8,259 1.6% 1.4% 1.5%
EBIT 1,806 2,267 2,680 1,761 2,120 2,527 2.6% 7.0% 6.1%
Net profit att. 1,157 1,502 1,829 1,132 1,403 1,721 2.2% 7.0% 6.3%
Diluted EPS (RMB) 0.439 0.570 0.694 0.430 0.533 0.653 2.2% 7.0% 6.3%
Gross margin 41.4% 41.6% 41.9% 41.0% 41.3% 41.6% 0.4ppt 0.3ppt 0.3ppt
EBIT margin 12.0% 12.9% 13.4% 11.7% 12.2% 12.7% 0.2ppt 0.8ppt 0.7ppt
Net profit att. margin 7.7% 8.6% 9.1% 7.5% 8.1% 8.7% 0.1ppt 0.5ppt 0.5ppt

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 15,103 17,545 20,012 15,082 17,810 20,739 0.1% -1.5% -3.5%
Gross profit 6,258 7,301 8,384 6,250 7,429 8,704 0.1% -1.7% -3.7%
EBIT 1,806 2,267 2,680 1,670 2,060 2,485 8.2% 10.1% 7.9%
Net profit att. 1,157 1,502 1,829 1,138 1,407 1,703 1.6% 6.7% 7.4%
Diluted EPS (RMB) 0.439 0.570 0.694 0.435 0.540 0.656 1.0% 5.6% 5.9%
Gross margin 41.4% 41.6% 41.9% 41.4% 41.7% 42.0% Oppt -0.1ppt -0.1ppt
EBIT margin 12.0% 12.9% 13.4% 11.1% 11.6% 12.0% 0.9ppt 1.4ppt 1.4ppt
Net profit att. margin 7.7% 8.6% 9.1% 7.5% 7.9% 8.2% 0.1ppt 0.7ppt 0.9ppt

Source: Company data, CMBIGM estimates
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Results summary

Figure 3: Results review — Half Year

1H23E Actual

Half yearly

(RMB mn) CMBIG Vs
M CMBI

Revenue 5,684 7,247 6,522 8,580 37% 23% 15% 18% 6,326 3%

COGS -3,297 -4,342 -3,725 -5,119 -3,663

Gross profit 2,387 2,905 2,797 3,461 38% 19% 17% 19% 2,663 5%

GP margins 42.0% 40.1% 42.9% 40.3% 42.1%

Other income & gains 237 79 336 57 221 52%

S & D expenses -1,046 -1,644 -1,510 -1,600 35% 47% 44% -3% -1,139 33%

S & D exp / sales -18.4% -22.7% -23.2% -18.6% -18.0%

Admin expenses -656 -798 -636 -1,098 36% 13% -3% 38% -715 -11%

Admin exp / sales -11.5% -11.0% -9.8% -12.8% -11.3%

Other opex 0 0 0 0 0

Operating profit (EBIT) 922 543 987 820 35% -24% 7% 51% 1,031 -4%

OP margins 16.2% 7.5% 15.1% 9.6% 16.3%

Other items 0 0 0 0 0

Net finance income -28 -63 -74 -16 -32 135%

Net finance income / sales -0.5% -0.9% -1.1% -0.2% -0.5%

Profit after financing costs 893 480 912 804 1,000

Associated coms -11 -1 5 -12 -6

Jointly controlled coms 0 0 0 0 0

Pre-tax profit 882 479 917 791 37% -25% 4% 65% 993 -8%

Tax -293 -155 -246 -301 -318

Tax / sales -5.2% -2.1% -3.8% -3.5% -5.0%

Effective tax rate -33.2% -32.5% -26.8% -38.0% -32.0%

Minority interests -1 -8 6 -1 2

Net profit att. 590 331 665 491 38% -31% 13% 48% 673 -1%

NP margins 10.4% 4.6% 10.2% 5.7% 10.6%

Sales by segment

Mass market 4,898 6,230 5,430 7,250 36% 19% 11% 16% 5,289 3%
Athleisure 630 773 749 963 36% 52% 19% 25% 724 3%
Professional sports 157 244 344 367 106% 95% 120% 51% 313 10%
Total 5,684 7,247 6,522 8,580 37% 23% 15% 18% 6,326 3%

Source: Company data, CMBIGM estimates
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Figure 4: Results review - Full Year

Full yearly (RMB mn)

Revenue

COGS

Gross profit

GP margins

Other income & gains

S & D expenses

S & D exp / sales
Admin expenses

Admin exp / sales
Other opex

Operating profit (EBIT)
OP margins

Other items

Net finance income

Net finance income / sales
Profit after financing costs
Associated coms

Jointly controlled coms
Pre-tax profit

Tax

Tax / sales

Effective tax rate
Minority interests

Net profit att.

NP margins

Sales by segment
Mass market
Athleisure
Professional sports
Total

FY22

12,930
-7,639
5,292
40.9%
317
-2,690
-20.8%
-1,454
-11.2%
0
1,464
11.3%
-12
-91
0.7%
1,361
0
0
1,361
-449
-3.5%
-33.0%
-9
922
7.1%

11,128
1,403
400
12,930

FY23E

15,103
-8,845
6,258
41.4%
393
-3,110
-20.6%
-1,734
-11.5%
0
1,806
12.0%
-7
-91
-0.6%
1,709
0
0
1,709
-547
-3.6%
-32.0%
5|
1,157
7.7%

12,680
1,711
711
15,103

FY22

FY24E
YoY

17,545 | 29%
-10,244
7,301 27%
41.6%
404
-3,501 42%
-20.0%
-1,936 22%
-11.0%
0
2,267 5%
12.9%
19
-94
-0.5%
2,192
0
0
2,192 6%
-680
-3.9%
-31.0%
11
1,502 1%
8.6%

14,567 26%
2,030 44%

948 99%
17,545 29%

FY23E

YoY
17%

18%

16%

19%

23%

26%

26%

14%
22%
78%
17%

FY24E

YoY
16%

17%

13%

12%

26%

28%

30%

15%
19%
33%
16%

Source: Company data, CMBIGM estimates
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Operating numbers

Figure 5: Sportswear brands sales growth trend

Operating numbers 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23E  3Q23E  4Q23E
Nike China sales -4% 1% 8% 19% 42% 9% 1% -24% -8% -20% -13% 6% 1% 18% 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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Assumptions

Figure 6: Major assumptions

Major assumptions FY21A FY22A FY23E FY24E FY25E
Sales by segment (RMB mn)

Shoes 5,928 7,760 9,162 10,741 12,344
Apparels 3,887 4,897 5,631 6,476 7,318
Accessories 198 273 309 327 350
Total 10,013 12,930 15,103 17,545 20,012

Sales by segment growth (%)

Shoes 17.5% 30.9% 18.1% 17.2% 14.9%
Apparels 31.2% 26.0% 15.0% 15.0% 13.0%
Accessories 22.5% 38.3% 13.0% 6.0% 7.0%
Total 22.5% 29.1% 16.8% 16.2% 14.1%

Sales by segment (RMB mn)

Mass market 8,841 11,128 12,680 14,567 16,474
Athleisure 971 1,403 1,711 2,030 2,315
Professional sports 201 400 711 948 1,223
Total 10,013 12,930 15,103 17,545 20,012

Sales by segment growth (YoY)

Mass market 24.5% 25.9% 13.9% 14.9% 13.1%
Athleisure -2.8% 44.5% 22.0% 18.6% 14.0%
Professional sports 180.3% 99.0% 77.8% 33.3% 29.0%
Total 22.5% 29.1% 16.8% 16.2% 14.1%

Sales network

Xtep 4,722 4,493 4,628 4,767 4,910
Xtep kids 1,179 1,520 1,672 1,789 1,878
Oversea stores 250 300 300 300 300
Total 6,151 6,313 6,600 6,856 7,088
GP margins 41.7% 40.9% 41.4% 41.6% 41.9%

Opex breakdown

A&P / sales 10.2% 11.9% 12.6% 12.1% 12.1%
Staff costs/ sales 11.1% 11.3% 10.9% 10.4% 10.4%
R&D / sales 2.5% 2.3% 2.4% 2.6% 2.6%
D&A / sales 1.7% 1.9% 1.6% 1.5% 1.4%
Provisions (write backs) / sales -0.2% 0.4% 0.3% 0.2% 0.2%
Rental / sales 0.1% 0.1% 0.4% 0.4% 0.4%
Selling & distribution costs / sales 18.9% 20.8% 20.6% 20.0% 19.9%
Admin expenses / sales 11.9% 11.2% 11.5% 11.0% 10.9%
Total 30.8% 32.0% 32.1% 31.0% 30.8%
OP margins 13.9% 11.3% 12.0% 12.9% 13.4%
Effective tax rate 30.9% 33.0% 32.0% 31.0% 30.0%
Net profit att. margins 9.1% 7.1% 7.7% 8.6% 9.1%
Net profit att. growth (%) 77.1% 1.5% 25.5% 29.8% 21.8%

Source: Company data, CMBIGM estimates
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Valuation

Figure 7: Peers valuation table

2m . PB ROE V'° Yield YTD

TP Price D(L)Jvr\)//n- Mkt. Cap Year P/E (x) ()/() (OC/Z) » (;o)d per,
Company Ticker Rating (LC) (LC) side (HK$mn) End FY1E FY2E FY2E FY1E FY1E FY1lE FY1E
H shares Sportswear
Xtep Intl 1368 HK BUY 11.41 7.75 47% 20,448 Dec-22 15.6 12.0 2.1 114 0.6 3.2 (10.8)
Anta Sports 2020 HK BUY 107.97 85.20 27% 241,340 Dec-22 22.8 19.1 51 21.8 1.3 2.0 (16.7)
Li Ning 2331 HK BUY 52.97 36.45 45% 96,084 Dec-22 19.9 16.5 3.2 16.8 1.5 1.9 (46.2)
361 Degrees 1361 HK NR n/a 3.90 n/a 8,064 Dec-22 81 6.9 0.8 10.9 0.5 4.4 17.1
Topsports 6110 HK BUY 9.00 6.72 34% 41,672 Feb-23 15.7 13.2 3.7 18.0 0.8 5.6 11.1
Pou Sheng 3813 HK NR n/a 0.68 n/a 3,622 Dec-22 6.7 45 0.4 4.6 0.1 3.6 (9.3)
ChinaDX 3818 HK NR n/a 0.28 n/a 1,619 Mar-23 51 4.3 0.2 1.2 0.0 15.6 (11.3)

Avg. 134 109 22 121 07 52 (9.4)
Med. 156 12.0 =21 114 06 3.6 (10.8)

International Sportswear

Nike Inc NKE US NR n/a 101.46 n/a 1,217,104 May-23 27.1 23.1 11.0 34.6 1.7 1.4 (13.3)
Adidas ADS GY NR na 174.24 n/a 265,751 Dec-22 nla 41.0 6.8 (2.2) 0.0 0.4 36.7
Puma PUM GY NR n/a 59.62 n/a 76,194 Dec-22 24.3 18.2 3.3 12.8 12 14 51

Under Armour UAA US NR n/a 7.20 n/a 23,920 Mar-23 144 11.6 15 20.8 (2.8) 0.0 (29.1)
Lululemon LULU US NR na  379.42 n/a 378,004 Jan-23 31.8 27.7 11.2 319 1.0 0.0 18.4
Skechers SKX US NR n/a 50.15 n/a 60,850 Dec-22 14.8 12.2 18 13.1 0.6 0.0 19.5
Vf Corp VFC US NR n/a 18.96 n/a 57,808 Apr-23 9.3 8.1 23 3.9 0.1 6.3 (31.3)
Columbia COLM US NR n/a 73.88 n/a 35,526  Dec-22 16.1 138 22 16.2 24 1.7 (15.6)
Wolverine WWW US NR n/a 8.09 n/a 5,044 Dec-22 174 53 1.7 (56.5) (0.1) 50 (26.0)
Mizuno Corp 8022 JP NR n/fa 4695.00 nl/a 6,725 Mar-23  12.0 11.0 1.0 9.0 2.8 16 66.9
Asics Corp 7936 JP NR n/a  4985.00 n/a 51,012 Dec-22 30.8 26.6 5.0 15.8 15 11 711

Avg. 19.8 18.1 4.4 9.0 0.8 1.7 9.3
Med. 16.7 13.8 2.3 13.1 1.0 1.4 5.1

Source: Bloomberg, CMBIGM estimates
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023E

YE 31 Dec (RMB mn)

Revenue 8,172 10,013 12,930 15,103 17,545 20,012
Cost of goods sold (4,973) (5,835) (7,639) (8,845) (10,244) (11,628)
Gross profit 3,198 4,178 5,292 6,258 7,301 8,384
Operating expenses (2,588) (3,081) (4,144) (4,844) (5,437) (6,164)
Selling expense (1,537) (1,891) (2,690) (3,110) (3,501) (3,988)
Admin expense (827) (937) (1,155) (1,372) (1,479) (1,656)
R&D expense (223) (252) (299) (362) (456) (520)
Others 0 0 0 0 0 0
Operating profit 918 1,396 1,464 1,806 2,267 2,680
Other income 307 299 317 393 404 460
Share of (losses)/profits of associates/JV 17) (46) (12) ) 19 49
EBITDA 996 1,480 1,597 1,974 2,450 2,875
Depreciation (64) (71) (107) (127) (131) (133)
Other amortisation (14) (13) (26) (40) (52) (61)
Interest income 4 21 25 26 23 20
Interest expense (144) (85) (117) (117) (117) (117)
Other income/expense 0 0 0 0 0 0
Pre-tax profit 762 1,287 1,361 1,709 2,192 2,632
Income tax (257) (397) (449) (547) (680) (790)
Minority interest 8 19 9 (5) (11) (13)
Net profit 505 889 912 1,162 1,513 1,842
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 9,027 10,432 11,484 12,474 13,673 14,926
Cash & equivalents 3,472 3,930 3,071 2,673 2,300 1,973
Account receivables 3,236 3,528 4,556 5,321 6,182 7,051
Inventories 975 1,497 1,960 2,270 2,629 2,984
Prepayment 899 1,443 1,863 2,176 2,528 2,883
ST bank deposits 437 33 33 33 33 33
Other current assets 8 1 1 1 1 1
Non-current assets 3,544 4,183 4,491 4,845 5,295 5,850
PP&E 796 1,119 1,464 1,866 2,349 2,916
Investment in JVs & assos 218 365 352 345 364 413
Intangibles 709 671 642 599 545 482
Other non-current assets 1,820 2,028 2,032 2,035 2,037 2,038
Total assets 12,572 14,615 15,975 17,319 18,968 20,776
Current liabilities 3,334 4,053 5,092 5,810 6,636 7,458
Short-term borrowings 642 405 405 405 405 405
Account payables 1,479 2,352 3,079 3,566 4,130 4,688
Tax payable 86 123 123 123 123 123
Other current liabilities 1,127 1,173 1,485 1,717 1,978 2,242
Non-current liabilities 1,939 2,580 2,580 2,580 2,580 2,580
Long-term borrowings 1,516 1,375 1,375 1,375 1,375 1,375
Other non-current liabilities 423 1,205 1,205 1,205 1,205 1,205
Total liabilities 5,273 6,633 7,672 8,391 9,216 10,038
Share capital 22 23 23 23 23 23
Retained earnings 4,671 5,020 5,185 5,764 6,515 7,429
Other reserves 2,605 2,940 3,104 3,146 3,207 3,266
Total shareholders equity 7,299 7,982 8,313 8,933 9,745 10,718
Minority interest 0 0 9) 4) 7 20
Total equity and liabilities 12,572 14,615 15,975 17,319 18,968 20,776

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 9



CME INTERNATIONAT

23 Aug 2023 @:_#Eﬁﬁ

2020A 2021A 2022A 2023E 2024E 2025E

YE 31 Dec (RMB mn)

Operating

Profit before taxation 762 1,287 1,361 1,709 2,192 2,632
Depreciation & amortization 78 84 132 168 183 195
Tax paid (325) (329) (449) (547) (680) (790)
Change in working capital (320) (447) (872) (669) (746) (758)
Others 125 107 12 7 (19) (49)
Net cash from operations 320 701 185 668 930 1,230
Investing

Capital expenditure (207) (414) (453) (529) (614) (700)
Acquisition of subsidiaries/ investments 4) 3) 0 0 0 0
Others 784 89 0 0 0 0
Net cash from investing 573 (329) (453) (529) (614) (700)
Financing

Dividend paid (279) (356) (591) (537) (689) (856)
Net borrowings 77) (312) 0 0 0 0
Proceeds from share issues 37 0 0 0 0 0
Share repurchases (6) 0 0 0 0 0
Others (55) 764 0 0 0 0
Net cash from financing (380) 96 (591) (537) (689) (856)

Net change in cash

Cash at the beginning of the year 2,970 3,472 3,930 3,071 2,673 2,300
Exchange difference (11) (11) 0 0 0 0
Others 513 469 (859) (398) (373) (327)
Cash at the end of the year 3,472 3,930 3,071 2,673 2,300 1,973
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue (0.1%) 22.5% 29.1% 16.8% 16.2% 14.1%
Gross profit (9.9%) 30.6% 26.7% 18.3% 16.7% 14.8%
Operating profit (25.6%) 52.1% 4.9% 23.4% 25.5% 18.2%
EBITDA (24.6%) 48.6% 7.9% 23.6% 24.1% 17.4%
Net profit (31.0%) 76.1% 2.6% 27.4% 30.2% 21.8%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Gross profit margin 39.1% 41.7% 40.9% 41.4% 41.6% 41.9%
Operating margin 11.2% 13.9% 11.3% 12.0% 12.9% 13.4%
EBITDA margin 12.2% 14.8% 12.3% 13.1% 14.0% 14.4%
Return on equity (ROE) 7.1% 11.6% 11.2% 13.5% 16.2% 18.0%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Net debt to equity (X) 0.2 0.2 0.1 0.0 (0.0) (0.0)
Current ratio (x) 2.7 2.6 2.3 2.1 2.1 2.0
Receivable turnover days 144.5 128.6 128.6 128.6 128.6 128.6
Inventory turnover days 715 93.7 93.7 93.7 93.7 93.7
Payable turnover days 108.5 147.1 147.1 147.1 147.1 147.1
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E 31.6 17.8 19.2 15.6 12.0 9.9
P/E (diluted) 31.6 17.8 19.2 15.6 12.0 9.9
P/B 2.3 2.0 2.2 2.0 1.9 1.7
PICFPS 20.0 27.2 1325 28.5 20.4 15.4
Div yield (%) 4.6 2.9 1.8 3.0 4.0 4.8
EV 17,987.6 18,313.6 19,853.6 20,251.5 20,624.6 20,951.2
EV/Sales 2.2 1.8 15 1.3 1.2 1.0
EV/EBITDA 18.1 12.4 12.4 10.3 8.4 7.3

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