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4Q2021 Recorded High Teens Growth
Strong momentum in Kids' segment, Lower-Tier Retail Market

China | Consumer | Sportswear

Company Profile

Established in 2003, 361 Degrees International Limited (361 Degrees) is an integrated
sportswear enterprise which principally engages in brand management, research and
development, design, manufacturing and distribution in China and across the globe. Its
comprehensive product portfolio comprises footwear, apparel, accessories under the 361°
Core brand, 361° kids brand, and ONE WAY, an authentic Finnish brand focuses on higher
functional and more specialized outdoor products. operates a distributorship business model
through the first-tier exclusive distributors and second-tier authorized retailers to manage an
extensive distribution network of over 6,000 retail stores across China and the world. It has
established a leading position in third-tier and lower-tier cities in China.

4Q2021 Recorded High Teens Growth

The retail sales (in terms of the retail value) of 361 Degrees core branded products for the
4Q21 recorded high teens growth compared to the same period of 2020. The retail sales (in
terms of the retail value) of kids branded products for the 4Q21 recorded 25 to 30% growth
compared to the same period of 2020. Compared with the 3Q21, the retail sales core branded
products and kids branded products for the 3Q21 recorded low teens and 15 to 20% YoY
growth respectively, reflecting a further improvement in operations in the Q4. Meanwhile,
the overall retail sales of E-commerce products for the 4Q21 recorded 35 to 40% growth
compared to the same period of 2020.

1H2021 results summary

361 Degrees recorded a yoy increase of 15.7% in revenue to RMB3107.1million for the 1H2020.

Net profit increased by 32.9% yoy to RMB401 million, which has exceeded the level of the
same period before the epidemic in 2018 and 2019.

Revenue of the core brand business of 361 Degrees increased by 14.5% yoy; the revenue of
footwear products was RMB1.381 billion, an increase of 22.5% yoy, and the proportion of
revenue rose to 44.4%; the revenue of clothing products was RMB1.168 billion, increased by
6.1% yoy, and the proportion of revenue fell to 37.6%. In terms of sales volume, footwear and
apparel products increased by 24.3% and 25.1% respectively yoy. In addition, the sales volume
and average wholesale selling price of accessories increased by 10.9% and 9.9% yoy
respectively, resulting in a 21.1% yoy increase in revenue from accessories sales.
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KEY FINANCIALS

CNY mn FY19 FY20 FY21E FY22E
Revenue 5,187 5,632 5,127 6,040
Shareholders Net profit 304 432 415 574
Reported EPS 0.15 0.21 0.20 0.28
P/E ratio, x 23.0 16.4 16.0 11.6
Dividend Yield, % 20% 2.8% 0.0% 3.5%

Source: Company reports, Phillip Securities Est.
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Figure 1: Revenue & Net Profit (Rmb mn)
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Kids' segment continues to grow faster

The Kids' segment grew the fastest, with revenue of RMB498 million during the period,
an increase of 23.9% yoy, accounting for 16.0% of the total revenue. The increase was
mainly due to a 22.9% yoy increase in sales volume and a 0.8% yoy increase in average
wholesale price. Launched co-branded products with Captain Tsubasa, Minions and
The Three-Body Problem, etc. through the strong and powerful core brand
spokespersons and IP resource integration in the first half of 2021, with the aim of
further differentiating its 361 Degrees Kids brand.

Figure 2: Kids" Sportwear Revenue, Gross Profit (RMB mn) & GPM
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Figure 3: Gross Profit (RMB mn) & GP Margin, Operating Profit & OP Margin
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the gross profit margin of 361 Degrees during the period reached 41.8%, an increase
of 4ppt yoy, which is the highest level in the same period since 2017. The gross profit
margin (yoy change) of the four major business periods of footwear, apparel,
accessories and 361 Degrees Kids' products was 43.1% (+1.8ppt), 41.2% (+5.2ppt),
39.3% (+11.9ppt) and 42.0% (+6.0ppt), mainly due to the improvement in the domestic
retail market, an increase in the proportion of sales revenue generated from e-
commence platform and the AWP of the distributors ‘products return to the normal
level before the outbreak of epidemic.

For 1H2021, selling and distribution expenses increased by 30.8% yoy to RMB461.7
million (1H2020: RMB352.9 million). Advertising and promotional expenses increased
by 25.1% yoy (1H2020: RMB197.7 million) and accounted for approximately 8.0% (+0.6
ppt) of the Company revenue. In addition, 361 Degrees restarted some sponsorship
programs and took a more aggressive approach for advertising and promotion
activities. The e-commerce business increased by 54.5% yoy to RMB487.8 million and
accounted for approximately 15.7% of the total revenue. The major expenses incurred
by the e-commence operation increased by 58.8% yoy. Administrative expenses
increased by 15.3% yoy, which was similar to the increase in revenue. Operating profit
margin increased by 2.9ppt to 22.9%.
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INITIATION REPORT

The operating efficiency of 361 Degrees has been improved. In 1H2021, the number of
inventory turnover days decreased significantly from 41 days to 70 days yoy. The
improved inventory turnover cycle was mainly due to the recovery in the market and
the distributors’ more aggressive attitude on taking the delivery of the orders
according to the expected timetable to meet the strong market demand, and improve
the efficiency of sales channels, including: 1) Launching the ninth-generation image
stores and fourth-generation retail outlets under the brand of 3612 Kids to upgrade
the professional image of the store, and encourages its distributors and their
authorised retailers to open larger stores in shopping malls and department stores in
the future while rationalising the retail network by closing down smaller stores so as
to optimise the distribution channel mix, enriched the shopping experience and
effectively improved the stores’ efficiency. As at 30 June 2021, core brand’s retail
network and points-of-sale in total offering 3612 Kids products comprised 5,155 stores
and 1,745 stores respectively, a net closure of 10 core brand'’s retail stores and a net
increase of 42 Kids products stores compared to the end of December 2020. 2) Carried
out numerous live streaming shows with specific themes and rich content on well-
known domestic live streaming platforms such as Tmall, Kuaishou, Tiktok, Bilibili and
Alipay Sports, to respond the upsurge in delivery of goods during live streaming in the
market. Launched the proprietary WeChat mini program “You Yan You Du” to enable
a round-the-clock online consumption experience which can be dubbed “Thousands
of Stores with Thousands of Images” at WeChat Mall, and tap the traffic of viewers in
a vertical of online community.

Figure 4: Working Capital Turnover Days
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Strong momentum in Lower-Tier Retail Market

Geographically, approximately 76.26% of the stores were located in third- and lower-
tier cities in China, while 23.7% were located respectively in first-and second-tier cities
in the country. Geographically, approximately 70.77% of the POS offering 361 Degrees
Kids products were located in third-tier and lower-tier cities in China. Over the past
years, the growth of China’s retail market is especially contributed by the lower-tier
retail market, whose market size has grown from RMB9.9 trillion in 2015 to RMB15.1
trillion in 2020, representing a CAGR of 8.8% (overall retail market increasing by a CAGR
of 8.6%). Meanwhile, benefiting from a large population, rising income level, as well as
favorable policy trends, China’s lower-tier retail market has increasingly contributed to
the overall retail market with huge growth potential.

According to the Frost & Sullivan Report, the permanent resident population in China’s
lower-tier market reached 1.23 billion by the end of 2020, accounting for over 87% of
China’s total population. With the continued improvement in living standards and
support from local governments, the GDP of China’s lower-tier market has grown from
RMB53.0 trillion in 2015 to RMB78.8 trillion in 2020, which accounted for 77.6% of
China’s total GDP in 2020, and is expected to further increase to RMB109.9 trillion by
2025. The annual per capita disposable income in China’s lower-tier market is expected
to grow at a CAGR of 7.2% from approximately RMB29,000 in 2020 to approximately
RMB40,000 in 2025, higher than the growth of 6.3% in the tier-one and -two market.
The increasing household income level is expected to lead to stronger consumer
spending power in the lower-tier market. The market size of China’s lower-tier retail
market is also expected to increase from RMB15.1 trillion in 2020 to RMB20.6 trillion
in 2025.

Figure 5: Market Size of China’s Lower-Tier Retail Market
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Positioning “professional sporting goods” and “fashionable sporting goods”, 361
Degrees concentrated its resources on the development of three core types of sporting
goods, namely basketball, running, and comprehensive training. In addition, signed a
contract with international basketball superstar Aaron GORDON (the latest signed
Spencer Dinwiddie of the NBA Washington Wizards), sponsored marathon events and
elite runners and gave its support to various national and professional sports teams,
signed a contract with well-known young China actor GONG Jun as the global endorser
to attracts more young fans for the brand, and launch a number of co-branded
products such as The Three-Body Problem, Minions, Captain Tsubasa, Saint Seiya and
Initial D. Those would help 361 Degrees to compete with domestic and foreign top
sports brands.
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Company valuation

The senior unsecured US Dollar Notes were fully redeemed by 361 Degrees at the
maturity date on June 2021 and it is expected that the financial cost should be largely
reduced. In addition, since the company mainly adopts a distributorship business
model, in which the quarterly trade fairs are highly correlated with the company's sales
and is about 6 months ahead of the company's financial statements. As relatively
strong 2H21 sales, we expect full-year revenue in 2021 and 2022 to maintain at least
double-digit growth. Following the financial performance back to the normal level in
the situation before the pandemic happened in early 2020, it is expected that the
Company to resume dividends in 2022 and 2023. We expect 2021-2022 EPS to be
RMBO0.28 and RMBO0.32 respectively. Our TP is HKD5.29, represents 16.0x and 13.9x
2021 and 2022 (the industry average is about 19.0x). Our investment rating is “Buy”.

Risk factors

1) Weak domestic growth and consumer spending (including online & lower-tier cities)
in sportsware; 2) Intensified competition in the industry; and 3) Slower-than-expected
revenue growth.
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Financial
Consolidated of Profit or Loss Consolidated of Financial Position
Dec Y/E, RMB mn FYig FYis FY20 FY21E FY22E Dec Y/E, RMB mn FYig FY1s FY20 FY21E  FY22E
Revenue 5,187 5,632 5,127 6,040 6,973 Non Current Asset
coGs (3,082) (3,362)  (3,185) (3.649) (4,158) PPE 1,035 955 883 818 759
Gross Profit 2,106 2,270 1,942 2,391 2,814 Others 280 " 72 " 299 299 299
Other net gain 200 214 286 266 215 Total Non Current Assets 1,315 1,227 1,181 1,116 1,057
Selling and distribution expense: (979) (1,027) (964) {1,075) (1,241) Current Asset
Administrative expenses (545) (570) (481) (588) (675) Inventory 1,051 1,168 763 1,004 1,276
Operating Profit 782 887 223 994 1,113 Trade and other receivables 2,304 2,075 2,184 2,435 2,862
Finance costs (212) (217) (167) (32) - Bank balance and cash 1,651 3,422 3,451 2,181 2,775
Profit before tax 571 722 702 962 1,113 Others 5,643 3,995 4,042 3,866 3,668
Income tax (265) (253) (206) (310) (343) Total Current Assets 10,650 10,660 10,440 9,576 10,582
Shareholders Net profit 304 432 415 574 662 Total Assets 11,965 11,887 11,622 10,692 11,639
Reported EPS 0.15 0.21 0.20 0.28 0.32 Non Current Liabilities
DPS 0.064 0.095 - 0.111 0.144 Deferred Tax Liabilities 2 - 14 14 14
Payout ratio 43.6% 45.4% 0.0% 40.0% 45.0% Interest-bearing Borrowings 2,714 2,419 - - -
Shares outstanding 2,068 2,068 2,068 2,068 2,068 Other Non-current Liabilities - 1 0.1 0.1 01
Total Non-current Liabi 2,716 2,419 14 14 14
Current Liabilities
Trade payables 2,766 2,306 1,756 2,057 2,375
Others 8 s03” 2,285 501 636
Total Current Liabilities 3,354 2,809 4,041 2,648 3,011
Key Financial Data Equity
Dec V/E FYis FY1s FY20 FY21E FY22E Shareholders' equity 5,768 6,323 6,609 6,993 7,468
Valuation Ratio Non-controlling interests 127 337 957 1,036 1,145
P/S ratio, x 1.3 13 13 11 1.0 Total equity 5,894 6,659 7,566 8,029 8,613
P/E ratio, x 23.0 16.4 16.0 116 101 Total Liabilities and Equity 11,965 11,887 11,622 10,692 11,639
Dividend Yield, % 2.0% 2.8% 0.0% 3.5% 4.5%
Per share data (RMB)
EPS 0.5 0.21 0.20 0.28 0.32 Consolidated of Cash Flow
BVPS 279 3.06 3.20 3.38 3.61 Dec Y/E, RMB mn Frig FY19 FY20 FY21E  FY22E
DPS (HKD) 0.076 0.108 - 0.133 0173 CFO
Profit before income tax 571 722 702 962 1,113
Growth & Margin D&A add-back 122 89 77 73 67
Growth Others 159 " 75" 27 43 8
Revenue Growth 0.6% 8.6% 9.0% 17.8% 15.4% Net (inc)/dec working capital (303) 79 (511) (281) (290)
Gross Profit Growth -2.3% 7.8%  -14.4% 23.2% 17.7% Net cash flow from operating activities 295 630 21 488 595
Operating Profit Growth 20.8% 13.4% 73% 20.8% 12.0% cFI
Net Profit Growth -33.5% 22.4% -4.0% 38.2% 15.4% Purchase of PP&E (33) (13) ul (8) (8)
Margin Others (788)" 1692 " 263 132 150
Gross Profit Margin 40.6% 40.3% 37.9% 39.6% 40.4% Net cash flow from investing activities (821) 1,679 255 124 142
Operating Profit Margin 15.1% 15.8% 16.0% 16.5% 16.0% CFF
Net Profit Margin 5.9% 7.7% 8.1% 9.5% 95% Net Borrowings 99 (1) 100 32 24
Others (43)” (541)" (342)  (1,916) (186)
Key Ratios Net cash flows from financing activities 55 (543) (243)  (1.883) (143)
ROE 5.3% 7.2% 6.4% 8.4% 9.1% Net Change in Cash (471) 1,766 33 (1,271) 595
ROA 2.6% 3.6% 3.5% 5.1% 5.9% Cash and CE at Y/E 1,651 3,422 3,451 2,181 2,775

Current Price as of: February 21

Source: PSHK Est.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time without
prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The fact
that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product described
in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication involve
significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all such risks
are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect
to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in this
report

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such
distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or licensing or
other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2022 Phillip Securities (Hong Kong) Limited
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