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Shuhua Sports (605299 cH)

Initiating coverage: a leader in fitness equipment industry;
National Fitness Program brings new opportunities

From a low-margin OEM/ODM-based model, Shuhua Sports made a
breakthrough by developing house brand products that have increased its
brand premium. We believe that future demand growth would propel its
house brands, along with an R&D and innovations focus and quality
customer resources, and help the company increase market share. We
initiate coverage with a BUY call and a target price of RMB25.50.

A leading provider of sports and health solutions in China

Its main products are fitness equipment and display racks under its own brands as well
as OEM/ODM services for overseas brands. Shuhua is building up its own brands. Its
fitness equipment brands, including Shuhua and Bokang, have clear market positioning.
In revenue terms, Shuhua focuses on the production and sale of fitness equipment,
supplemented by display racks. In 2020, fithess equipment revenue accounted for 82.8%
of total revenue. Application scenarios comprise indoor fitness equipment and outdoor
products, including treadmills and strength-training equipment.

Policy favors sports industry growth; potential room for product manufacturing

In recent years, China’s Sports Power Construction Program, 14th Five-Year Plan,
National Fitness Program 2021-25 and other planning initiatives have supported the
development of multiple sports industry segments. Levels of per-capita disposable
income and national fithess awareness are both increasing gradually, which benefits the
upstream sports goods manufacturing industry. Demand and development prospects
would also rise, along with growth in sports stadium services, sports training and so on.

Shuhai’s core competitive advantages

1) The Shuhua brand is a strong one empowered further by the company’s Olympics IP.
2) Its R&D team continues to grow and cross-industry cooperation has brought new
technology possibilities.

3) It has a country-wide marketing network, which integrates the development of multiple
forms and channels.

Shuhua benefits from enormous industry potential due to national policies
Market: The fitness business penetration of the Chinese population is only 4.98%; an
increase in penetration in the future would increase market potential. Simultaneous policy
measures would also tilt resources toward new incremental market demand.
Company: Shuhua’s revenue has grown steadily with good cash flow. 2017/18/19/20
revenue were RMB1.13bn/1.18bn/1.33bn/1.48bn, up 6.4/4.4/12.8/11.3% yoy. The ratio
of net cash flow from operating activities to net profit in 2018-20 was greater than 1,
reflecting good sales payment collection capability.

Valuation and risks

From a low-margin OEM/ODM-based model, Shuhua Sports made a breakthrough by
developing house brand products that have increased its brand premium. We believe
that future demand growth would drive its house brands, R&D and innovations focus,
and quality customer resources to help the company increase market share. We expect
net profit of RMB170m/210m/240m in 2021/22/23E. We are optimistic about Shuhua’s
future potential as a leading fitness equipment manufacturer and assign a 50x PE with a
corresponding target market cap of RMB10.5bn in 2022E. We initiate coverage with a
BUY rating and a target price of RMB25.50. Risks include: high customer concentration
risk in the display rack segment; accounts receivable risks; and revenue fluctuations in
the outdoor sports segment.

TFI Asset Management Limited is a division of TF Group, which does and seeks to do business with companies covered in its research reports. As a result,
investors should be aware that the TF| Asset Management Limited may have a conflict of interest that could affect the objectivity of this report. Investors should
consider this report as only a single factor in making their investment decision. Please read the disclosures and disclaimer at the end of report.
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Initiation of coverage

BUY"

Target price: RMB25.50
Share price (6 Sep): RMB23.55
Up/downside 8.3%
Company information

52wk High (09/06/2021) 23.55
52wk Low (12/15/2020) 8.72
P/E (Trailing 12m) 68.64
Dividend Yield 1.27
Price to Book Ratio 7.90
Price to Sales Ratio 6.06
EV / Trail 12M EBITDA 39.34
Shares Outstanding (m) 411.5
Market Cap (RMBm) 8,810.2

Source: Wind

Financial summary (RMB)
21E 22E  23E

Revenue (m) 1,781 2,120 2,437
YoY Growth (%) 19.99 19.04 14.99
EBITDA (m) 256 318 373
Net profit (m) 167 206 244
YoY Growth (%) 2226 2274 18.77
EPS (price/share) 041 050 0.59
P/E Ratio (x) 50.16 40.87 34.41

Price to Book Ratio (x) 597 549 511
Price to Sales Ratio (x) 472 396 345
EV/EBITDA (x) 31.77 2553 2167

Source: Tianfeng Securities estimate

Share price performance
120%
100%

& & § § &

Shuhua Sports
—— SWS Household Light Industry
——CSI300

Source: BigData

TFI Asset Management Limited would like to
acknowledge the contribution and support
provided by Liu Zhang Ming (X7 %)
and WU Li (£), employee of Tianfeng
Securities Co., Ltd.

The target price of Shuhua Sports (605299 CH) is
forecasted by TFI Asset Management Limited based
on current information. The target price may fluctuate
with reference to market fluctuations or other relevant
factors. TFl Asset Management Limited may release
publications which are inconsistent with the opinions,
speculations, and predictions contained herein.

* Note: The investment ratings given by TFI Asset
Management Limited may have taken reference to
the research report previously issued by other entities
of the TF Group. For details, please contact us at
research_tfi@tfisec.com.
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(CE No.: ASF056)
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A T 2018 2019 2020 2021E 2022E 2023E
ENIEITON 11820091 13337142 14840671 17807200 21197826 24374322
ELILION 11820091 13337142 14840671 17807200 21197826 24374322
Yoy 4.44% 12.83% 11.27% 19.99% 19.04% 14.99%
5378

HAET B 5727345 6234490 9625405 11550486 13629574  160,828.97
YoY 1247% 8.85% 54.39% 20.00% 18.00% 18.00%
FAMEE 2051676 2465101 2664598 27,7182 3519401 3695371
YoY -29.55% 20.15% 8.09% 4.00% 27.00% 5.00%
R Fi 3892932 4383998 2275205 3185287 3721575 4242595
YoY 21.06% 1261% -48.10% 40.00% 16.84% 14.00%
Hofts 1,481.39 2,535.53 2,754.63 3,002.54 327277 3,534.59
YoY 52.03% 71.16% 8.64% 9.00% 9.00% 8.00%
VAR T A 7 A 4R 11758.62 14696.35 1369506 167438829 205514702 244004698

FORAUE: Wind, R RUESF7C BT

SFHEG TIOR3 170k, SEILHE 77 11 0 MESERELA OEM/ODM o IRRE RIS, o
SRR o ERORIS B AT A R IR R, S A ERLBER IR %
R UK B 73 2 R AR T S . AT AT 21-23 4 05 BE Ry
17124124 A058; ATHENEPN UM BHBIER, [EMBESR, ARAT RS
BATHE K, RATRBOEIRI . AP LT ELAT, % T2 20224 50 fi it
FRRTFE Y 105 1276, XHRLE R 25.5 76, BMUCE#HLT “XN” WL

et | pEwy | Do | Bf | PEtm = i
(BA7) | 2021-09-03 | 2021-09-03 | 2019A 2020A 2021E 2022E 2019A 2020A 2021E 2022E
2899 | FERER 19 16.07 43.86 0.42 0.33 0.55 0.63 38 49 29 25
600158 | siAF= 1l 1M 11.54 746.56 0.12 0.21 013 0.21 99 55 89 56
TYE 13.81 395.21 0.27 0.27 0.34 0.42 68.70 51.82 59.13 40.59

e BFITEAE D Wind — 500
BRI : Wind, RRIEZFHFLT
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BRVEEPETERER R B . 2017-2020 & 22 % & &b i N b6l 4 51 R
28%/33%/33%/15%, 2017-2019 Fi 1L K& 081558 93.84%/ 94.80%/ 96.16%. # Fif
ATV AR ARG B A 7] P2 Sl AR IR 5 R, Bt A\ B WCHT R R R

MR R R . 2017-2020 4EK, A H) S RK 2 U'i@muﬁ/\%u#j 26,401.55 Ji G-
23,652.71 Ji7t. 30,589.80 JijiAl 22,682.06 Jijt, HIMENE RGN 38.39%.
36.22%. 41.19%H1 32.20% . % = ) i g 2 TﬁEi*JJuW&WA

EI BN F BN S KB . 2017-2020 = 4B 42k U A2 B8 29,120.66 737G -

20,516.76 Ji7G. 24,651.01 JiGH1 26,645.98 JiiG, 2017-2020 W A[H LLIG K 27.06%. -

29.55%-+ 20.15%7%1 8.09% . ZIUKAZEIZWAETTHS W E R L AT R TR . FR
H &80 /NN BIR R, R 2 AR S RE R, bR R A5 P IR 3 B
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Balance Sheet (RMBm) 2019 2020 2021E 2022E 2023E  Income statement (RMBm) 2019 2020 2021E  2022E  2023E
Cash and Cash Equivalents 150.81 426.00 234.69 241.99 272.82 Revenue 1,333.71 1,484.07 1,780.72 2,119.78 2,437.43
Trade, Notes and Other receivables 344.41 295.17 529.40 432.63 662.47 Cost of Sales 787.13 1,032.97 1,235.28 1,452.77 1,649.89
Prepayments 24.52 19.05 46.89 23.08 55.97 Business Taxes and Surcharges 16.93 19.50 23.11 27.42 31.73
Inventories 202.06 290.57 306.33 393.56 399.42 Operating Expenses 22390 108.66 147.80 177.00  208.40
Other Current assets 20.79 95.72 44.70 61.93 72.03  Administrative Expenses 89.78 9945 12533 14478  166.23
Total Current Assets 742,58 1,126.51 1,162.01 1,153.19  1,462.71 R&D Expenses 28.71 32.90 36.55 46.64 57.28
Long-Term Equity Investments 0.00 0.00 0.00 0.00 0.00 Financial Expense 13.63 13.66 2.55 13.54 12.68
Non-Current Assets 677.60 714.20 703.12 71212 720.17  Impairment Losses (5.20) (4.34) (3.40) (4.31) (4.02)
Construction-In-Progress 7.63 0.00 36.00 69.60 71.76  Gain/(loss) of Fair Value Change 0.00 0.00 0.00 0.00 0.00
Intangible Assets 105.62 102.87 99.06 95.26 91.46 Net Investment Income (0.10) 1.99 0.95 0.95 1.30
Other Current assets 61.83 70.81 53.28 55.80 55.59  Other Current assets (5.36) (1.54) (6.36) (4.42) 4.11)
Total Non-Current Assets 852.67 887.88 891.47 932.78 938.97 Operating income 18429 180.80 218.92 26542  318.05
Total Assets 1,595.25 2,014.39  2,053.48 2,085.97 2,401.68 Non-Operating Revenue 4.28 0.71 3.31 277 2.26
Short-Term Loan 256.63 228.18 0.00 0.00 0.00 Non-Operating Expenses 3.7 3.56 3.47 3.58 3.54
Trade Payables and Other Payables 152.16 234.25 217.91 307.23 298.61  Profit Before Tax 184,86 177.95 218.75 264.61  316.77
Other Current assets 210.24 186.99 352.77 173.72 384.66 Income Taxes 37.90 41.00 51.32 59.10 72.68
Total Current Liabilities 619.04 649.43 570.68 480.95 683.27  Net Profit 146.96  136.95 167.44 20551  244.09
Long-Term Loan 23.57 0.00 0.00 0.00 0.00 Net Profit Attributable to NCI 0.00 0.00 0.00 0.00 0.00
Bonds Payable 0.00 0.00 0.00 0.00 0.00 Net Profit Attributable to The Parent ~ 146.96  136.95 167.44  205.51  244.09
Other Current assets 75.57 72.70 74.93 74.40 74.01 EPS (RMB) 0.36 0.33 0.41 0.50 0.59
Total Non-Current Liabilities 99.14 72.70 74.93 74.40 74.01
Total Liabilities 718.18 72213 645.61 555.35 757.28
Non-Controlling Interest 0.00 0.00 0.00 0.00 0.00 Financial ratio 2019 2020 2021E  2022E  2023E
Share Capital 361.50 411.50 411.50 411.50 41150 Growth
Capital Reserves 87.32 350.46 351.11 350.68 350.75 Revenue 12.83% 11.27% 19.99% 19.04% 14.99%
Retained Earnings 513.66 878.60 996.37  1,119.12  1,232.90 Operating income 15.95%  -1.90% 21.09% 21.24% 19.83%
Other Current assets (85.40)  (348.30)  (351.11)  (350.68)  (350.75) Net Profit Attributable to The Parent 2498% -6.81% 22.26% 22.74% 18.77%
Total Equity 877.07 1,292.26 1,407.87 1,530.62  1,644.40 Profitability
Total Equity and Liabilities 1,595.25 2,014.39  2,053.48 2,085.97  2,401.68 Gross Profit Margin 40.98% 30.40% 30.63% 3147% 32.31%
Net Profit Margin 11.02%  923%  940%  9.70% 10.01%
ROE 16.76% 10.60% 11.89% 13.43% 14.84%
ROIC 1717% 15.71% 16.56% 19.03%  20.52%
Cash Flow Statement (RMBm) 2019 2020 2021E 2022E 2023E  Solvency
Net Profit 46.68 57.86 38.88 41.20 43.60 Debt to Asset Ratio 45.02% 35.85% 31.44% 26.62% 31.53%
Depreciation & Amortization 14.05 14.11 2.55 13.54 12.68  Net Debt Ratio 15.65% -15.31% -15.35% -15.23% -16.04%
Financial Expense 0.10 (1.99) (0.95) (0.95) (1.30)  Current Ratio 1.20 1.73 2.04 2.40 214
Investment Gain/(Loss) (39.61) (7.83) (75.54) (67.32) (76.79)  Quick Ratio 0.87 1.29 1.50 1.58 1.56
Change of Working Capital 14.62 (50.68) 0.00 0.00 0.00 Operation
Others 182.80 148.42 132.38 191.99 222.28 Receivable Turnover Ratio 4.28 4.64 4.32 4.41 4.45
Cash Flows from Operating Activities 71.35 81.16 57.78 80.53 50.39 Inventory Turnover Ratio 6.98 6.03 5.97 6.06 6.15
CapEx 0.00 0.00 0.00 0.00 0.00 Asset Turnover Ratio 0.87 0.82 0.88 1.02 1.09
Long Term Investments (148.51)  (205.08)  (117.47)  (159.15) (99.16)  Indicator Per Share
Other Current assets (77.16)  (123.92) (59.70) (78.62) (48.77) EPS 0.36 0.33 0.41 0.50 0.59
Cash Flows from Investing Activities 288.06 228.18 18.57 8.81 9.13  Operating Cash Flow Per Share 0.44 0.36 0.32 0.47 0.54
Proceeds from Issuance of Debt 8.53 319.98 16.18 6.28 7.64  Net Asset Per Share 213 3.14 3.42 3.72 4.00
Proceeds from Issuance of Equity (407.14)  (295.82)  (298.73)  (121.15)  (159.44) Valuation
Other Current assets (110.55) 252.35 (263.99) (106.06)  (142.68) PE 57.15 61.33 50.16 40.87 34.41
Cash flows from financing activities 0.00 0.00 0.00 0.00 0.00 PB 9.58 6.50 5.97 5.49 5.1
Impact of FX (4.91) 276.85  (191.31) 7.30 30.83 EV/EBITDA 0.00 17.51 31.77 25.53 21.67
Net increase (decrease) in cash, 46.68 57.86 38.88 41.20 4360 EV/EBIT 0.00 2148 37.46 29.34 24.54

cash equivalents and restricted cash

Source: Company data, Tianfeng Securities estimate
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Disclaimer

Analyst Statement

Each research analyst identified in this publication certifies that all of the views expressed in this publication by such analyst accurately reflect the personal views of each such analyst about the
subject securities and issuers. In addition, each research analyst identified in this publication certifies that no part of the analyst's compensation was, is or will be, directly or indirectly related to
the specific investment recommendations or views expressed in this publication, nor is it tied to any specific investment banking transactions performed by Tianfeng Securities Co., Ltd or any
other affiliates and subsidiaries globally.

General Disclosures

The term "TF Group" used in this publication refers to Tianfeng Securities Co., Ltd. and its affiliates and subsidiaries globally, including TFI Asset Management Limited (CE No.: ASF056). This
publication and all materials contained in it has been prepared by the TF Group and, if applicable, with the contributions of one or more TF Group entities whose employees are specified on
page 1 or identified elsewhere in the publication.

The contents contained in this publication is confidential and only for the use of clients of TF Group. TF Group will not deem a recipient as its client by reason only of their receiving this publication.
Information herein has been obtained from sources believed to be reliable, but TF Group does not warrant its accuracy or completeness. The information and opinions contained herein are
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Special Disclosures

TF Group has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its research business. TF Group’s analysts and other employees who
are involved in the preparation and dissemination of research publications operate and have a management reporting line independent of TF Group’s Investment Banking business. Information
barrier procedures are in place between the Investment Banking, proprietary trading, and research businesses to ensure that any confidential and/or price sensitive information is handled in an
appropriate manner.

The analysts and/or Research Support named in the publications, as well as TF Group’s salespeople, traders, and other professionals, may have, from time to time, discussed with our clients,
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Other Jurisdictions: The distribution of research publications in other jurisdictions may be restricted by law and such reports will be made available in other jurisdictions pursuant to the
applicable laws and regulations in those particular jurisdictions. The research publications are not directed to, or intended for distribution to or use by, any person or entity that is a citizen or
resident of or located in any locality, state, country or other jurisdictions where such distribution, publication, availability or use would be contrary to law or regulation.

Ratings Definitions

| tment Ratings

Category Description Ratings System

Stock investment ratings within 6 months from the report issuance date, Buy Expected relative return over stock price above 20%
increase or decrease relative to the Index of the  Accumulate Expected relative return over stock price between 10% and 20%
jurisdiction of the Stock in the same period Neutral Expected relative return over stock price between -10% and 10%

Sell Expected relative return over stock price below -10%

Industry investment ratings within 6 months from the report issuance date, Outperform Expected increase of industry index over 5%
increase or decrease relative to the Index of the ~ Neutral Expected increase of industry index between -5% and 5%
jurisdiction of the Industry in the same period Underperform Expected increase of industry index below -5%

Jurisdicti Index Used for Ratings Definitions

China Mainland CSI1300 Index

China-Hong Kong Hang Seng Index

China-Marco Hang Seng Index

USA Standard & Poor’s 500 Index

If not specifically stated otherwise the “yuan” mentioned in our report refers to RMB.
Copyright of the publications belong to TF Group. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited without TF Group’s written permission.
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TFI Asset Management Limited
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