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Investment Summary  
 
-Intensity of competitive rivalry within the restaurant industry is extremely high, 
we are not very optimistic about the firm’s long-term prospects. 
 
-The valuation is attractive, and the group has a stable cash flow. 
 
-After cooperating with delivery service mobile applications, the takeaway delivery 
service can be a new potential growth engine. 

 
Company Overview 
 
Ajisen (China) Holdings Limited is a casual restaurant chain operator in China and 
Hong Kong. The company has established in 1996, mainly selling Japanese ramen 
and Japanese-style dishes under the Ajisen brand in China and Hong Kong. By 
incorporating Chinese people’s culinary preferences and the essence of the Chinese 
cuisine, the Group has carefully developed over one hundred types of Japanese-style 
ramen and dishes that cater for the Chinese people’s palate. All restaurants are not 
only selling Japanese ramen, as well as many Chinese cuisine influenced noodles 
and rice dishes. 
 
According to the 2016 interim result, the Group’s revenue decreased to 
approximately HK$1,395.39 million, representing a decrease of 11.1% compared 
with the corresponding period in 2015. The gross profit of the Group reached 
approximately HK$987.89million, representing a decrease of approximately 9.8% 
for the same period in 2015. The net profit increased to approximately HK$671.15 
million, which represents an increase of approximately 506.2% for the same period 
in 2015. The significant increase in net profit is mainly because the Group has 
recognized a fair value gain on financial asset (Baidu Takeout Delivery) designated 
as at FVTPL of approximately HK$745,938,000 in the 1H FY2016. For the period, 
the gross profit margin increased to approximately 70.8% from approximately 
69.8% thanks to the stability in raw material costs and the value added tax reform 
in China. Not only did the property rentals and related expenses decreased by about 
6.5%, the staff costs also decreased by about 12.5% for the period. 
 
Overall, the performance of the core business is not optimistic. The revenue of the 
whole industry has grown up 6.6% YoY, but the revenue of firm has been deceased 
by 11.1%. This is mainly due to many new competitors entered into the restaurant 
industry. However, the increase of new competitors is slowing down. According to 
the data from the website (www.dianping.com), growths of catering industry in the 
first-tier cities (Beijing, Shanghai, Guangzhou and Shenzhen) were within 10% in 
the first half of 2016, far below that of 50% growth throughout last year. As at 30 
June 2016, the Group’s operates 662 Ajisen chain restaurants, apparently focuses on 
streamlining the existing stores, adopts a prudent strategy in opening new stores. In 
2015, the Group focus on promoting its takeaway service, the number of restaurants 
offering takeaway service increased to 396 from 52 in 2014, and the number is 
expected to increase to 500 in 2016. In addition, the Group participated in the 
investment of the “Baidu Takeout Delivery” and became its shareholder. 
 

Accumulate 
CMP HKD3.09 
(Closing price at 21 FEB 2017) 
TARGET HKD3.41 (+10.36%) 
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52 - WK HI/LO (HKD): 4.05/ 2.72 
  
  
  
 
SHARE HOLDING PATTERN，，，， % 
Poon Wai 45.85 
Invesco Hong Kong Limited 9.84 
  
 
PRICE PERFORMANCE，，，， % 

1M 3M 1Y 
Ajisen (China) -0.65 -8.88 +2.67 
HSI +5.41 +7.98 +25.26 
 
PRICE VS. HSI 

 
Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
HKD mn FY14 FY15 FY16E FY17E 
EPS, HKD 0.25 0.21 0.44 0.21 

PE, x 32.04 23.40 16.55 14.98 

BVPS, HKD 3.00 3.09 3.01 3.65 

P/BV, x 2.68 1.91 1.14 0.83 

ROE, %  8.71 8.30 6.82 6.5 

Debt/Equity (%) 3.99  20.25   
Source: Company reports, Phillip Securities Est. 
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Ajisen (China)’s Porter Five Forces Analysis 
 
By incorporating Chinese people’s culinary preferences and the essence of the 
Chinese cuisine, the Group has carefully developed over one hundred types of 
Japanese-style ramen and dishes that cater for the Chinese people’s palate.  
 
All restaurants are not only selling Japanese ramen, but also many Chinese 
noodle soups and rice dishes: 

 
 
1. Competitive Rivalry (Extremely Strong Force) 
 
Ajisen faces extremely tough competition because the restaurant market is 
already saturated in China and Hong Kong. The restaurant industry has many 
firms of various sizes, such as global chains like McDonald’s, KFC, and local 
middle/small sized restaurants. Also, most medium and large firms 
aggressively market their products. In addition, the group’s customers had 
low switching costs, which means that they can easily transfer to other 
restaurants. And also, many branded Japanese Ramen restaurants such as 
Ippudo or Butao are expanding in China and Hong Kong in recently years. 
Many wealthy customers rather choose Ippudo or Butao. Thus, this element 
of the Five Forces analysis of Ajisen(China) shows that competition is the 
most significant external forces for the business. 
 
2. Threat of New Entrants (Strong Force) 
The threat of new entrants is strong, since entry barriers within the industry 
is low. The moderate capital costs of establishing a new restaurant makes it 
easy for small or medium-sized firms to entry the industry. However, the 
group has a relative well-known brand, it is not easy for new competitors to 
replicate. However, the brand image advantage has become significantly 
weaker after the 2011 scandal. Back in 2011, the company was accused of 
lying about the ingredients it used in its soups.Thus, this element of the Five 
Forces analysis shows that the threat of new entrants is a considerable issue 
for the group. 
 
3. Threat of Substitutes (Strong Force) 
The threat of substitutes is high, there are many substitutes to Ajisen’s 
products, such as products from small local noodle shops to high end 
Japanese ramen restaurants such as Ippudo and Butao. And also, Consumers 
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can cook their food at home. Because of the low switching costs, consumers 
can easily move from ajisen toward other restaurants. 
 
4. Bargaining Power of Customers (Strong Force) 
The bargaining power of customer is strong as well, because of the low 
switching costs, consumers can easily move from Ajisen toward other 
restaurants. Moreover, nowadays customers are well informed about the 
quality and price because of the internet.  
 
5. Bargaining Power of Suppliers (moderate force) 
The Bargaining Power of Suppliers is moderate. The Group continued to 
increase the proportion of the direct procurement, and maintained its close 
partnership with large suppliers of meat products, such as Shuanghui and 
Yurun. In 2015, the proportion of the direct procurement of raw materials 
within the Group had reached 73%. In addition, the Group has also invested 
in an egg supplier in 2015. 
 
6. Conclusion 
Overall, the competition within the restaurant industry is extremely tough, 
we are not optimistic about the long-term prospects. The biggest competitive 
advantage we reckon is the central kitchens. By making full use of the six 
central kitchens, and the modern food processing technique, the Group 
standardized all products on a ready-made basis, thus promoted the 
production efficiency, maintained consistent taste of all products and further 
assured food safety. However, the advantage of the Japanese ramen brand 
image has become significant weaker after the 2011 scandal. Because back in 
2011, the company was accused of lying about the ingredients it used in its 
soups, resulting in a huge negative impact on the brand image.  
 
 
Peer Comparison 
 
Ticker P/E P/B P/S Dvd Yld(%) ROE(%) 

538 HK 15.47 0.91 1.16 5.70 6.82 

52 HK 18.41 5.64 1.49 3.03 31.25 

573 HK 12.52 1.20 0.48 5.71 9.56 

1314 HK 27.13 1.68 1.12 2.37 5.97 

341 HK 28.85 4.85 2.03 2.99 16.19 

YUMC US 19.26 4.21 1.42 0.00 23.36 
Source: Bloomberg, Phillip Securities (HK) Research 
 
The table in above shows the peer comparison of the group. From the PB 
point of view, the group is the cheapest within its peers, and the group is also 
the second cheapest in term of PE. Moreover, the firm also provides a fat 
dividend yield of 5.7%. On the other hand, the earning power of the firm is 
significant lower than the industry leader YUMC (Yum China) and 341 (cafe 
de coral), since the ROE of firm is only 6.82%, significantly lower than YUMC 
and 341. Overall, in terms of PE and PB, the group’s valuation is more 
attractive than its peers, but its earning power is also significantly weaker.  
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The Valuation is attractive 
 
First of all, to examine whether the stock is undervalued, historical PE band 
could be useful. 
 
The chart below shows 8 years of PE ratio of the stock, the statistic started on 
2/7/2008, with 2 standard deviations. 
 
 

 
Source: Bloomberg, Phillip Securities (HK) Research 
 
 
From the chart above, we can see that the valuation is actually appealing. 
Approximately, the average 8 years PE ratio is 27.14x, one standard deviation 
below is 17.8x, and the stock trades well below 17.8x. 
 
During the 2008 financial crisis, the stock was trading at similar PE ratio, 
however, the current market sentiment is significant better than 2008.  
 
From the chart, we also can see the PE ratio dropped significantly after the 
2011 scandal. Back in 2011, the company was accused of lying about the 
ingredients it used in its soups. Not only did the revenue drop, the market 
expectation dropped a lot further.  
 
We also prepared a PB chart for the stock in below: 
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Source: Wind, Phillip Securities (HK) Research 
 
From the chart in below, we can see that the PB ratio is almost the lowest 
since it listed. Before 2015, the stock has never traded below its book value. 
On the other hand, we also need to examine the earning power. 
 

 
Source: Bloomberg, Phillip Securities (HK) Research 
 
From the bar chart in above, we can see that the ROE of the firm is only 6.82% 
for the FY2015, which is lower than the histroical average. Howoever, the 
group has never suffered operating loss, ROE figures were positive in all 
financial years.  
 
The group has a stable cash flow 
For the restaurant industry, the cash flow can be the most crucial part. 
 
In Millions of HKD 
except Per Share FY 2012 FY 2013 FY 2014 FY 2015 Last 12M 

Free Cash Flow/Share 0.12 0.17 0.27 0.27 0.26 

Cash From Operations 340.3 478.9 495.6 447.2 426.1 

Capital Expenditures -216.7 -290.9 -199.0 -155.3 -141.9 

Free Cash Flow 123.6 188.1 296.6 291.9 284.1 
Source: Bloomberg, Company reports, Phillip Securities (HK) Research 
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From the table above, the group has a stable operating cash flow of 426.1 
Million HKD in last 12 financial months, which represents a 5% decrease over 
the whole FY2015. But the capital expenditure was also decreased by about 
8.63%, to only 141.9 million HKD. The free cash flow per share is still 0.26, 
which is almost identical to the FY2014 and FY2015.  
 
Moreover, to find out whether the stock is undervalued, we used a simple 
Discounted Cash Flow Model for evaluating the intrinsic value. 
 
Our DCF model suggest an intrinsic value of HKD 3.70 under normal 
assumption, corresponding to 17.62 FY17 PE, corresponding to 14.81 FY17 
PE. The calculated free cash flow for the year 1 is 291.864 Million HKD. We 
conservatively assumed the perpetual growth rate is 0. The cost of debt is 
2.13% as well as an effective tax rate of 16.97%, according to the company 
report. The risk free rate that the model use is 3.24%, which is the 10 years 
china government bond yield. The 10 years monthly Beta of 538 is 0.982, 
market return is 7.16%, which is the 21 years HIS market return. Resulted 
that the calculated cost of equity is 7.10%. Base on the debt to equity ratio, 
the WACC that the model use is 6.20%. As a result, our model calculated that 
the intrinsic value of the stock is HKD 3.70 per share. Since the current price 
is about 20% lower than the intrinsic value, it is reasonable to say that the 
stock is undervalued, meaning the downsize risk could be limited.  
 
Delivery service can be a new potential growth engine 
As a response to the development trend of the industry, the Group has 
stepped up its efforts in the promotion of takeaway services in restaurants 
across China. In 2015, the Group focused on promoting its takeaway service. 
The number of restaurants offering takeaway service increased to 396 from 
52 in 2014, and the number is expected to increase to 500 in 2016. And the 
firm has established cooperation with a number of takeaway service mobile 
applications, including “Baidu Takeout Delivery”, “Ele.me”, and “Meituan”. In 
addition, the Group also invested in the “Baidu Takeout Delivery” and became 
its shareholder. The group also believed that after the outburst of catering 
take-out took place in 2015, the situation of three takeout platforms (Ele.me, 
Meituan and Baidu Takeout Delivery) has established and the campaign for 
subsidies has faded away. After cooperating with three major delivery service 
mobile applications, the takeout delivery service possibly to be a new 
potential growth engine.  
 
Valuation 
 
Taking all the points mentioned above into consideration, Ajisen(China) 
holdings 's target price is therefore $3.41, with accumulate rating assigned, 
represents 7.75x FY16 PE and 16.24x FY17 PE. 
 
Risks 
 
-Even more extremely tough competition within the industry, could have a 
huge impact on the revenue of the group. 
 
-Property rentals and related expenses could increase significantly, could 
result a significant increase for the firm’s costs. 
 
-Delivery service unable to become a new profit growth engines, the long-
term prospects of the firm could turn out more unfavorable. 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
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.   

© 2017 Phillip Securities (Hong Kong) Limited 
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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 
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