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2024 bringing numerous sports events, expect to stimulate a broader
participation in sports and increase consumer demand
China | Consumer | Sportswear

FY2023 results beat consensus

During 2023FY, 361 Degrees International Limited (361 Degrees) recorded a revenue of
RMB8,423.3mn, increasing 21.0% YoY. Profit attributable to the equity shareholders of the
Company was RMB961mn, representing a YoY increase of 28.7%. A total dividend of HK20.4
cents per ordinary share (equivalent to RMB18.7 cents), representing a dividend payout
ratio of 40.2%.

In terms of product segment, sales of the company’s two core product lines, namely
footwear and apparel, increased by 23.0% YoY and 9.8% YoY respectively. For the year under
review, the proportions of total revenue of footwear and apparel sales were slightly
increased from 41.0% to 41.7% YoY and slightly decreased from 35.2% to 31.9% YoY of the
total revenue respectively. This was mainly due to the increase in proportion of sales
revenue from 361 Degrees Kids from 20.7% to 23.2% of the total revenue for the year under
review, which in turn affected the proportion of sales of various products to total revenue.
The average wholesale price (AWP) of footwear and apparel edged up by 3.0% and 0.5%
year-on-year respectively. The increase in footwear’s and apparel’s AWP was mainly due to
the upward adjustments of the wholesale prices of the existing products across different
product lines in order to cover the increase in cost of production and reflect the continuous
brand image enhancement; the upgrade of product mix by launching a variety of new
products with a higher AWP; and the increase in proportion of sales revenue generated from
the e-commerce business which has a higher AWP than the sales made to distributors,
above reasons contributed to increase in AWP as compared to that of last year. In addition,
the sales volume of footwear and apparel products increased by 19.4% and 9.4% YoY,
respectively.

As to the accessories, the sales volume of the accessories rapidly increased by 63.4% and the
AWP of the accessories sharply decreased by 12.4% YoY. This was mainly attributable to the
change in the category structure of the accessories products by selling lower AWP products.
As a result, revenue from sales of accessories during the year increased by 43.0% YoY to
RMB137mn (FY2022: RMB95.718mn) and accounted for approximately 1.6% (FY2022: 1.4%)
of the total revenue of the company.

During the year, approximately 96% of the 2023’s spring, summer, fall and winter products
were delivered, and their respective revenue were recognised, and the remaining 4% of the
2023’s winter products were delivered at the beginning of 2024.

Gross profit margin and operational efficiency improved

Cost of sales comprised the cost of in-house production and outsourcing cost and it was
increased by 19.8% YoY to RMB4,961mn (FY2022: RMB4,140.2mn). During the year, the cost
of internal production increased by 5.4% YoY and the cost of outsourced products increased
by 26.9% YoY. Included in the cost of sales, there was an additional provision for slow-
moving inventories amounted to RMB5.89mn (FY2022: a writeback of provision for slow-
moving inventories of RMB3.417mn) during the year. The company has shifted more orders
for outsourced production during the year. As a result, the increase in the overall cost of
sales was less than the increase in revenue. The company recorded a gross profit of
RMB3,462mn (FY2022: RMB2,821mn), representing a YoY increase of 0.6 percentage points
in the gross profit margin to 41.1%. The gross profit margins of footwear, 361 Degrees Kids
and others products increased by 1.2, 0.9 and 12.1 percentage points YoY, respectively while
that of apparel and accessories slightly dropped by 1.1 and 1.3 percentage point YoY,
respectively.
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KEY FINANCIALS
CNY mn FY22 FY23 FY24E FY25E
Revenue 6,960.8 8,423.3 9,415.2 10,507.9
Net profit 747.1 961.4 1,016.4 1,093.7
Reported EPS 0.36 0.46 0.49 0.53
P/E ratio, x 8.7 7.0 6.6 6.1

Dividend Yield, %  0.0%

5.7% 6.1% 6.5%

Source: Company reports,
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Retail sales in the 2Q2024 saw 10% growth

For the 2Q2024, the retail sales (in terms of the retail value) of core branded
products recorded approximately 10% growth compared to the same period of 2023.
The retail sales (in terms of the retail value) of kids branded products recorded
approximately mid-teens growth compared to the same period of 2023. Meanwhile,
overall e-commerce products recorded approximately 30% to 35% growth compared
to the same period of 2023.

The retail sales of sports & entertainment products maintain high growth

According to data from the National Bureau of Statistics, in May, the total retail sales
of social consumer goods in the domestic market amounted to RMB3,921.1bn,
reflecting a YoY growth of 3.7%. Among these, the retail sales of consumer goods
excluding automobiles were RMB3,533.6bn, growing by 4.7% YoY. From January to
May, the total retail sales of social consumer goods reached RMB19,523.7bn, an
increase of 4.1% YoY. Of this total, the retail sales of consumer goods excluding
automobiles were RMB17,670.7bn, growing by 4.4% YoY. By location of the operating
units, in May, the retail sales of urban consumer goods were RMB3,411.1bn, an
increase of 3.7% YoY; while in rural areas, the retail sales were RMB510.0bn, growing
by 4.1%. From January to May, the retail sales of urban consumer goods reached
RMB16,941.8bn, growing by 4.0% YoY; while in rural areas, the retail sales were
RMB2,581.9bn, growing by 4.7% YoY. By type of consumption, in May, the retail sales
of goods were RMB3,493.7bn, an increase of 3.6% YoY; from January to May, the
retail sales of goods were RMB17,360.3bn, growing by 3.5% YoY. Among these, the
retail sales of sports & entertainment products in May were RMB11.8bn, growing by
20.2% YoY; from January to May, the retail sales of sports & entertainment products
were RMB52.5bn, growing by 15.2% YoY.

Company valuation

In recent years, as China's consumer preferences leaned towards specialisation,
diversification, and cost effectiveness, the company positions as a "professional,
youthful, and internationalised" brand. The company has built a diversified brand
matrix based on professional functions and its own-branded IP. With 2024 bringing
numerous international and domestic sports events, including the highly anticipated
Paris Olympics, which are expected to stimulate a broader participation in sports and
increase consumer demand. We expect 2024-2025 EPS to be RMBO0.49 and RMB0.53
respectively, with PT of HKD4.02, implies a FY2024E P/E of 7.47x (~2-yrs historical
average). Our investment rating is “Accumulate”.

Risk factors

1) Weak domestic growth and consumer spending (including online & lower-tier cities)
in sportsware; 2) Intensified competition in the industry; 3) the spread of COVID-19
variants affects the consumer spending; and 4) Slower-than-expected revenue
growth.
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Financial
Consolidated of Profit or Loss Consolidated of Financial Position
Dec Y/E, RMB mn FY21 Fr22 FY23 FY24E Fr2sE Dec V/E, RMB mn Fv21 FY22 FY23__ FY2E__ FY25E
Revenue 59335 69608 84233 94152 10,5079 Non Current Asset
coGs (34611)  (41402)  (4,9611)  (5469.6)  (6,181.1) PPE 822.6 7726 765.2 739.1 71256
Gross Profit 24724 28206 34622 39455 43269 Others 3321”7 3795 827 7241 765.6
Other net gain 309.2 281 1144 270.4 286.2 Total Non Current Assets 11547 11521 1,047.9  1,063.1 14781
Selling and distribution expenses (1140)  (14333)  (1,863.0)  (1,943.3)  (2,063.4) Current Asset
Administrative expenses (558.4)  (s414)  (630.0)  (774.2) (911.9) Inventory 8909 11825 13503  1,6208  2,127.8
R/ECL on Receivables (421)  (166.4) 5.2 (71.0) (97.8) Trade and other receivables 25274 29543 37845 44881 51530
Operating Profit 10831 10741 13835 14985 16378 Bank balance and cash 33390 38604 35965  4,183.6  4,643.2
Finance costs (36.8) (9.4) (20.2) (18.3) (23.0) Others 33263 32866 28860 24193 21304
Profit before tax 10451 10647 13634 14802 161438 Total Current Assets 10,0833 11,0838 11,617.3 12,7118 14,0545
Income tax (3029)  (2480)  (323.3)  (3749) (425.4) Total Assets 11,2380 12,4359 13,0653 14,1749 155326
Shareholders Net profit 601.7 747.4 914  1,0164  1,003.7 Non Current Liabi
Reported EPS 0.29 0.36 0.46 0.49 0.53 Deferred Tax Liabilities 13.7 124 82 116 14.9
DPS - - 0.187 0.197 0.212 Interest-bearing Borrowings - 100.0 24455 2914 255.8
Payout ratio 0.0% 0.0% 20.2% 40.0% 20.0% Other Non-current Liabilities 06 03 13 30 46
Total Non-current Liabilities 143 127 254.0 306.0 2754
Current Liabilities
Trade payables 20916 23268 25773 29577 36046
Key Financial Data Others " s7ea” 5787 sws 2695 2278
Dec Y/E FYz1 FY22 FY23 FY24E FY2se Total Current Liabilities 2,668.0 29055  3,0880 34272 40325
Valuation Ratio Equity
P/S ratio, x 10 0.9 0.8 0.7 0.6 Shareholders’ equity 71168 79435 90,0824 97121 10,399.2
P/E ratio, x 10.0 87 7.0 6.6 6.1 Non-controlling interests 14389 14741 640.8 729.8 8255
Dividend vield, % 0.0% 0.0% 5.7% 6.1% 6.5% Total equity 85557 94177 90,7232 104418 11,224.7
Total Liabilities and Equity 11,2380 12,4359 13,0653 14,1749 155326
Per share data (RMB)
EPS 0.29 0.36 0.46 0.49 053 Consolidated Statement of Cash Flow
BVPS 3.4 384 439 2.70 5.03 Dec Y/E, RMB mn FY21 Fv22 FY23  FY28E  FY25E
DPS (HKD) - - 020 0.22 0.23 cFo
Profit before income tax 10451 10647 13634 14802  1614.8
Growth & Margin D&A add-back 68.6 65.5 69.5 60.8 61.1
Growth Others " 281" 1ss8” (832)  (826)  (83.0)
Revenue Growth 15.7% 17.3% 21.0% 11.8% 11.6% Net (inc)/dec working capital (48L7)  (6202)  (678.8)  (593.7)  (525.0)
Gross Profit Growth 27.3% 14.1% 22.7% 14.0% 9.7% Net cash flow from operating a 361.2 3803 407.8 4943 647.5
Operating Profit Growth 31.7% -0.8% 28.8% 8.3% 9.3% cRl
Net Profit Growth 25.0% 24.2% 28.7% 5.7% 7.6% Purchase of PP&E (2.0)  (31.0)  (64.0)  (34.6)  (346)
Margin Others " 1,084.9 160 4807 4667 288.9
Gross Profit Margin 21.7% 20.5% 21.1% 41.9% 41.2% Net cash flow from investing activities 1,075.9 851 4168 4320 2543
Operating Profit Margin 18.3% 15.4% 16.4% 15.9% 15.6% CFF
Net Profit Margin 10.1% 10.7% 11.4% 10.8% 10.4% Net Borrowings (22) 837 01 169 (35.6)
Others " (1ss6.1)” (243)"  (s298)  (3867)  (406.5)
Key Ratios Net cash flows from financing activities (1,558.2) 594 (529.8)  (339.7)  (a42.)
ROE 8.8% 9.9% 11.3% 10.8% 10.9% Net Change in Cash (1211) 5249 2948 s87.1  459.7
ROA 5.3% 6.3% 7.5% 7.5% 7.4% Cash and CE at V/E 33390 38604 3,595  4,1836  4,643.2

Current Price as of: July 24

Source: PSHK Est.
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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.
© 2024 Phillip Securities (Hong Kong) Limited
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