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Xtep International (01368.HK)

Professional sports brands maintain rapid growth,
gross profit margin improved
China | Consumer | Sportswear

Xtep International principally engages in the design, development, manufacturing, sales,
marketing and brand management of sports products covering footwear, apparel and
accessories for adults and children. With a diverse brand portfolio encompassing the core
Xtep brand, Saucony and Merrell to strategically target the mass market, athleisure and
professional sports segments, has an extensive global distribution network and more than
8,600 stores in Asia-Pacific, North America and EMEA.

Net Profit increased by 13.0% in 1H, and gross profit margin improved

1H2024FY, Xtep’s revenue increased by 10.4% to RMB7203 million, meet market
expectations, and ahead of peers. Profit attributable to ordinary equity holders grew 13.0%
to RMB752 million. Basic EPS was RMB29.7 cents (1H2023FY:RMB26.4 cents). The interim
dividend is HK15.6 cents (1H2023FY: HK13.7 cents, the additional special dividend is HK44.7
cents per share. If the interim dividend is taken into account, the total dividend per share will
be HK60.3 cents.

Overall gross profit margin increased to 3.1 percentage points to 46.0%. This improvement
was mainly driven by the higher contribution from the direct-to-consumer (DTC) model, which
carries higher gross margins. Notably, there was an increased contribution from e-commerce
in the Mass Market segment and a higher revenue contribution from the Athleisure and
Professional Sports segments, both of which have a higher proportion of DTC operations.
Selling and distribution expenses amounted to RMB1692 million, representing 23.5% of the
total revenue (1H2023FY: RMB1510 million, representing 23.2% of the total revenue). The
increase was mainly attributed to higher advertising and promotional costs. General and
administrative expenses amounted to RMB802 million, representing 11.1% of the total
revenue (1H2023FY: RMB636 million, representing 9.8% of the total revenue). Operating
profit increased by 10.9% to RMB1094 million, operating profit margin improved slightly to
15.2% from 15.1%.

For the six months ended 30 June 2024, inventories turnover days decreased by 7 days to 100
days (1H2023FY: 107 days). Trade receivables turnover days increased by 8 days to 100 days
(1H2023FY: 92 days). Trade payables turnover days decreased by 1 day to 110 days
(1H2023FY: 111 days). The overall working capital turnover days remained stable at 90 days
(1H2023FY: 88 days).

Professional sports brands maintain rapid growth

By brand nature, revenue from the mass market segment increased by 6.6% to RMB5789
million, accounting for 80.4% of the total revenue, and the segment operating profit increased
by 7.6% to RMB1190 million; Revenue in the athleisure segment grew by 9.7% to RMB822
million, accounting for 11.4% of the total revenue, and the segment operating losses RMB99.2
million, compared to a loss of RMB66.3 million in RMB66.3 million in 1H2023FY; The
professional sports segment saw significant growth of 72.2%, with revenue rising to RMB593
million, segment operating rising by 75.5% to RMB23.3 million.
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KEY FINANCIALS

CNY mn FY22 FY23 FY24E FY25E
Revenue 12,930 14,346 15,044 15,889
Net profit 922 1,030 1,167 1,372
Reported EPS 0.37 0.41 0.46 0.54
P/E ratio, x 13.90 12.85 11.38 9.72
Dividend Yield, % 3.5% 3.8% 11.9% 5.0%
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Eliminate the losses, focus on running

On January 1 2024, Xtep completed the acquisition of Wolverine Group's interests in
certain joint venture entities associated with the Merrell and Saucony brands and their
subsidiaries. all Merrell and Saucony operating entities in Greater China are now
wholly-owned by Xtep. Additionally, Xtep sold KP Global, which held the American
sports brands K-Swiss and Palladium, to the major shareholder, the Ding family, for
$151 million. The sale was accompanied by a special dividend distribution of the same
amount to shareholders, equivalent to HK$0.447 per share. Since 2019, the two brands
have continuously incurred losses, totaling over US$100 million. In the first three
months of this year, they recorded an additional loss of approximately US$9 million,
and the annual loss is expected to be similar to last year’s. This restructuring is
expected to eliminate the losses KP Global brought to Xtep, improving its profitability
over the next two years and beyond. The business structure will be streamlined, with
a focus on running.

Company valuation

Macroeconomic challenges are making Chinese consumers more price-conscious.
Xtep's main brand offers high-value professional running products, giving it strong core
competitiveness as a mass-market brand. Notably, China plans to introduce new fiscal
stimulus measures, including issuing approximately 2 trillion in special government
bonds to address deflationary pressures and slow economic growth. The Ministry of
Finance intends to issue a trillion in special bonds, primarily to stimulate consumption.
Moreover, with increasing public participation in sports and national policies
promoting sports development, consumer enthusiasm for sports is expected to grow.
We maintain a cautiously optimistic outlook for the medium-term prospects of China's
sports goods industry. We expect FY2024E-FY2025E EPS to be RMBO0.46 and RMB0.54
respectively, with PT of HKD8.20, implies a FY2024E P/E of 16.3x (~2-yrs historical
average + 1 standard deviation). Our investment rating is “Buy”.

Risk factors

1) Consumer demand recovery is slower than expected; 2) Slowdown in domestic
sports apparel consumption expenditure; 3) Intensified competition in the industry;
and 4) Slower-than-expected in new brands development.
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Financial
C: lidated & of Profit or Loss C lidated S t of Financial Position
Dec Y/E, RMB mn FY21 FY22 FY23 FY24E FY25E Dec Y/E, RMB mn FY21 FY22 FY23 FY24E FY25E
Revenue 10,013 12,930 14,346 15,044 15,889 Non Current Asset
COGS (5,835) (7.639) (8,296) (8,282)  (8,652) PPE 1,119 1,368 1,592 1,805 2,030
Gross Profit 4,178 5,292 6,050 6,762 7,237 Others 3,064 2,788 3,689 3,709 3,756
Selling expenses (1,891) (2,690) (3,369) (3,659)  (3,798) Total Non Current Assets 4,183 4,155 5,281 5,514 5,786
General & Admin exp (1,189)  (1,454) (1,540) (1,769)  (1,855) Current Asset
Qthers 299 317 439 409 445 Inventory 1,497 2,287 1,794 2,302 2,272
Operating Profit 1,396 1,464 1,580 1,742 2,029 Trade and other receivables 3,528 4,213 4,975 5,042 5,472
Finance costs (63) (91) (145) (149) (161) Bank balance and cash 3,930 3,414 3,295 2,472 1,651
Share of (losses)/profits of asso./IV (46) (12) 15 27 37 Others 1,477 2,424 1,981 2,395 2,759
Profit before tax 1,287 1,361 1,449 1,620 1,905 Total Current Assets 10,432 12,338 12,044 12,211 12,153
Income tax (397) (449) (416) (465) (547) Total Assets 14,615 16494 17,325 17,726 17,940
Shareholders Net profit 908 922 1,030 1,167 1,372 Non Current Liabilities
Reported EPS 0.36 0.37 0.41 0.46 0.54 Interest-bearing Borrowings 1,375 193 1,691 1,436 1,669
Reported EPS, Diluted 0.36 0.36 0.40 0.44 0.50 Other Non-current Liabilities 1,205 1,349 860 872 899
DPS 0.21 0.18 0.20 0.62 0.26 Total Non-current Liabi 2,580 1,542 2,552 2,308 2,568
Current Liabilities
Trade payables 2,352 2,772 2,531 2,778 2,713
Others 1,701 3,873 3,320 3,064 3,310
Key Financial Data Total Current Liabilities 4,053 6,645 5,851 5,843 6,023
Dec Y/E FY21 FY22 FY23 FY24E FY25E Equity
1 Ratio Shareholders' equity 7,929 8,244 8,863 9,527 9,315
P/S ratio, x 1.20 1.02 0.96 0.93 0.90 Nen-controlling interests 53 63 61 48 34
P/E ratio, x 12.89 13.90 12.85 11.38 9.72 Total equity 7,982 8,307 8,923 9,575 9,349
Dividend Yield, % 4.4% 3.5% 3.8% 11.9% 5.0% Total Lial ies and Equity 14,615 16,494 17,325 17,726 17,940

Per share data (RMB)

EPS 0.36 0.37 0.41 0.46 0.54 Consolidated Statement of Cash Flow
BVPS 3.10 3.19 3.36 3.56 3.42 Dec Y/E, RMB mn FY21 Fr22 FY23  FY24E_ FY25E
DPS (HKD) 0.25 0.20 0.22 0.68 0.29 CFO
Profit before income tax 1,287 1,361 1,449 1,620 1,905
Growth & Margin D&A add-back 73 119 147 131 164
Growth Others (212) (230) (320) (318) (398)
Revenue Growth 225%  291%  10.9% 2.9% 5.6% Net (inc)/dec working capital To@an)” (e78)”  (21) (328) (464)
Gross Profit Growth 30.6%  267%  14.3%  11.8% 7.0% Met cash flow from operating activities 701 572 1255 1,105 1,208
Operating Profit Growth 52.1% 4.9% 7.9% 10.3% 16.5% CFl
Net Profit Growth 77.1% 15%  118%  133%  175% Purchase of PP&E (414) (365  (389)  (344) (390
Margin Others 86 (508) (527) (414) (338)
Gross Profit Margin 41.7%  409%  42.2%  44.9% 45.5% Net cash flow from investing activities (329) (873) (915) (758) (728)
Operating Profit Margin 13.9% 11.3% 11.0% 11.6% 12.8% CFF
Net Profit Margin 9.1% 74% 7.2% 7.8% 2.6% Dividends paid (356)  (S50)  (469)  (503)  (1,584)
Others 453 314 7 (667) 283
Key Ratios Net cash flows from financing activities 9% (236) (461)  (1,170)  (1,301)
ROE 120%  114%  120%  12.7%  146% Net Change in Cash 469 (537)  (122)  (823)  (s21)
ROA 6.7% 5.9% 6.1% 6.7% 7.7% Cash and CE at Y/E 3,930 3,414 3,295 2,472 1,651

Current Price as of: 18 October
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 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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