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Company Report

XTEP INTERNATIONAL(1368.HK)

Recent sharp rally lead to ST pressure, upgrade to "Neutral"

Xtep announced 1H2013 results. Highlights: as at 30th June, 2013, 1)

net cash increased 6.1% from the end of 2012; 2) inventory
decreased by about RMB100mn from the end of 2012, while
inventory to sale ratio improved to 5.1x; 3) the No. of Xtep stores
decreased only by 75 to a total of 7,435. The net closure was the
smallest in the industry. We think the outstanding results were
mainly due to 1) effective internal execution; 2) certain degree of
self-production, to the benefit of flexible deployment of production
plans; and 3) clear market positioning, increasing brand awareness
from entertainment marketing and enhanced professional
sportswear image from marathon event campaigns.

1H2013 results in line with expectation. Total revenue decreased
19.5% to RMB2.1bn. GP margin remained relatively stable, only
dropping 0.7pct to 40.2%, mainly due to the decrease in wholesale
discount from 60% off down to 62% off. NP margin dropped 1.7pct to
16.2% due to the increase of effective tax rate, which was mainly due to
1) the expiry of preferential tax exemption of subsidiaries; 2)
underprovision of income tax from the past period; 3) the withholding tax
rate of 2.5% for dividends. Basic EPS was RMBO0.16. The company
proposed interim dividend of HK$0.10 per share, equivalent to a 50.8%
dividend payout ratio.

Retails are slowly improving. The company's sales order from 1Q14
Trade Fair recorded high single digit decrease from a year earlier, which
was better than 4Q13. SSSG was flat in 2Q13 and July as in 1Q13,
implying no more deterioration in retails. Average discount rate was 30%
off, with 10% off for new products and up to 50% off for off-season
products. Inventory improved continuously, with inventory to sale ratio
dropping to 5.1x (1Q13: 5.5x). If the ratio reaches 4.5-5x in 4Q13, and
SSSG turns to positive in 4Q13-1Q14, we will see an inflection point for
sales order to take place in 3Q14 Trade Fair.

Recent sharp rally may lead to short-term pressure, upgrade to
"Neutral". We expect 2013-2015E EPS to be RMBO0.27, RMB0.27 and
RMBO0.29. As at 30" June, 2013, the company holds cash and cash
equivalents of RMB2.8bn, with net cash per share of RMB1.28. Based on
5-yr average P/E of 6.5x and 2013E EPS of RMBO0.27, we derived share
price (excluding net cash per share) of HK$2.19. By adding back
HK$1.81 of 2013E net cash per share, we have 1-yr TP of HK$4.00.
Maintain “Neutral” rating.
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Key data

HSI Index 21895.40
HSCEI Index 9967.77
S/O(mn) 2176.32
S/O (HKS$)(mn) 2176.54
Mkt cap (HK$) (mn) 8489
BVPS(HKD) 1.96

Major shareholder Holding (%)

Quncheng 60
Free float 39
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Financials Source: Bloomberag
RMB mn 2011 2012 2013E 2014E 2015E Related research
Revenue 5,540 5,550 4,483 4,606 5,011 1.Slow growth in both sales order
Growth (%) 24.3% 0.2%  -19.2% 2.7% 8.8% & SSS, rating cut-20120323
Gross margin 408%  40.7%  40.0%  40.2%  40.3% 2-Slash 2012-2014  eaming

) estimation, reiterate
Net income 965 807 579 608 666 “Underperform’-20120821
Growth (%) 18.6% -16.4% -28.2% 5.0% 9.5% 3.2013 adjustment year, expect
Basic EPS (RMB) 0.44 0.37 0.27 0.27 0.29 sharp decline in sales &
Growth (%) 18.6%  -16.4%  -28.2% 2.0% 8.0  Profit-20130319
DPS (RMB) 0.21 0.23 0.13 0.14 0.15
P/E (x) 7.09 8.48 11.81 11.57 10.71
Source: Company data, CMS (HK) estimate
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B F| TR BEAEE

ARTEEAL 2011 2012 2013E  2014E 2015E #AtRiR: #iE

AR BN 5540 5550 4,483 4,606 5011 ABXIRE

Rl g & 243%  0.2% -19.2%  2.7% = 8.8% 1. iTHAITEHAR B E Kk
EFES 40.8%  40.7%  40.0%  40.2%  40.3% KA, TFiRETTA-20120323
DA 2.. Kt@TFA 2012-2014 & A
r?ﬂ/uﬁ / 965 807 579 608 666 ' Uit wm Ao 20120821
[g] Hﬁi%?‘k 186% '164% '282% 50% 95% 3 2013 _ﬁ:_,i)g]%éﬁr_, ’%ﬁ% ﬁ‘”ﬁ])]ﬂ ]-g] kb
BB A (L) 0.44 0.37 0.27 0.27 0.29 k% TFH%-20130319

R Hbg & 18.6% -16.4% -28.2%  2.0%  8.0%

FIRIEA)(T) 0.21 0.23 0.13 0.14 0.15

2 F (X) 7.09 848 11.81 1157 10.71
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1. 45EBF ST
AR TR 19.5%% 21.0 1074, 4255 E%s, FFEHRKT
% 21.2%% 20.4 1270, %R T LFFi7 8487 HoLGTH4E5]: 1Q2013
Rl H T 15-20%; 2Q2013 F) bt T 4 15-20%; -F34 1H2013 F b F &
20% A A); Foph = (LIRS E Fo s F )L E = & £ 5) R K M8 K
176.6% % 6140 7 L, B A& mKattsHILE = Sub) 54 A K,
WET Feedi e, RIT THA LA, AT S4B TR 2012 F
F 4149 0.9% L F £ 2.9%.
EANEEARGHFRLE, ARRTHEOTAGHEE 402%. FTHEE
B maE) CGEF) AZANTE, WA I 4 FRIKE 38 .
RRFE, TEEHTA BRI TR 24 M E 552 9.0%. TRRE
AN R THEHED), MARFKRETETFFH T _BLES
HehiEH L, B THFG T ST4FRAREFFAR —TIEENR
H. RLZATFR S 0.7 AN B a5 E 2.3%, T2 TRAE S
e AR |,
FAEERR TR 1.7 A8 45455 16.2%, £2FAHZHEMK 2012
o 4169 22. 7% K 1@ EIF £ 28.6%. ALE LR & F 1)F 8] #9482 AL
gk, AL FTIFAN 2012 EFH04 20.5%45F £ 24.7%; 2)its
1A NPT AFALRIR SRR, T 660 7 LHALT, 3Anh AALE 1.4 4
Bk )RAIEE R TR b 2.5%. EFHILT, 28] 698 BAHLE
h 26-27%.
B BT AR ALE TR B 547
P Ag#t 1H2012  1H2013 (+1-)
b BT A AL 124 118 -6.4%
it 4E 18] 3K B R R (R AR AR &) 0 7 6.9%
i IEHLIR 14 12 -2.0%
%t 138 136 -1.5%
A BAHLE 1H2012  1H2013 (+/-)
4k BT AFHL 20.5% 24.7% 4.2%
A2 H 18] R G TR (R RIKE) -0.1% 1.4% 1.5%
i JEHLIR 2.3% 2.5% 0.2%
%t 28.6% 22.7% 5.9%
Forbdoim: Aa for
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SFERAKRBA A 0.27 4. 0.27 TA= 0.29 . ik 2013 46 A 30
B, 28 HANERINEF N 28.0 100, HBRAENAELH 1.28 .
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Uik 5000 5836 6,147 6,630 7,169 EikA 5540 5550 4,483 4,606 5,011
Ve 672 583 471 444 446 TARAK (3,282) (3,293) (2,688) (2,755) (2,990)
Rl E & 1,205 1,036 829 780 782 A4 2258 2258 1,795 1851 2,021
YR &S 533 421 370 389 406 HEA 16 68 67 68 73
N4 2590 3,680 4,476 5017 5535 Z4EAK (734)  (739) (623)  (640) (696)
H A 0 116 0 0 0 4FEIFL (321)  (455) (394)  (404) (440)
RSN F~ 495 663 949 1,100 1,303 HugEeH A 0 0 0 0 0
B 2%~ 257 387 604 760 968 B AE 1,219 1,131 846 874 958
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XA Wi 0 0 60 60 60 RFLETAIE 1,211 1,106 805 822 900
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JELAT IR K 499 483 391 398 429 HREREAREAF (L) 044 037 027 027 029
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48 g K 492 511 500 500 500
=) 182 156 118 112 122 EBMEE
k#%fE 184 783 a1 417 409 | 2011 2012 2013E  2014E 2015E
i 3EALEK 69 133 101 117 109 HFRkE
H A 184 783 516 532 524 EAfn 24% 0% -19% 3% 9%
R At 1584 2220 1,618 1,653 1,700 i ikA)iE 25% 7% -25% 3% 10%
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1k % 3888 4,255 5459 6,058 6,753 FKA|aEAH
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REREER 21 A
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B 492 553  (245) 0 0 ffarE
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T RR: ~a kA BRELS (F5)
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