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Strong domestic sales growth and promising prospects

Hong Kong | Consumption| Company report

Buy
CMP: HKD 7.43
Summary of Investment (Closing price as at 23 Feb 2018)
- Interim net profit fell by 10% yoy, with short-term pressure on gross margin; TARGET: HKD 9.18 (23.6%)
- Strong sales growth in Chinese market, and gradual improvement in European and  compANY DATA
American markets; 0/S SHARES (MN) : 3829
MARKET CAP (HKD MN) : 28447
o ) 52 - WK HI/LO (HKD): 8.62/4.74
Historical P/E valuation
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Investment Rating KEY FINANCIALS
HKDmn FY16 FY17 FY18E FY19E
Revenue 7382 7841 9448 11400
. . . Net Profit 1327 1752 1757 2077
Recently, the Company has acquired two target companies, namely Jiangsu Yulong and P/Ex 214 162 162 137
Jiangsu Delancey. Upon the completion of the acquisition, the Company will effectively EPS, HKD 035 0.46 046 054
enhance the production capacity and productivity in respect of the business of iron frame  pg & 60 4.9 42 36
and functional sofa in China. We are optimistic about the Company’s endogenous growth in  Bvps, HKD 1.23 1.51 1.75 2.07
the Chinese market. Driven by product price increases, capacity expansion and cost control,  ROE, % 282 303 262 262

the overall gross margin is expected to stabilize and rise. It is estimated that the net profits  source: Company reports, Phillip Securities Est.
attributable to the parent company for 2018-2019 will reach HKD1757 million and HKD2077
million, respectively; EPS will be 0.46 and 0.54, respectively, equivalent to PE 16.2 and 13.7,  Research Analyst

respectively. The rating of "Buy" is given. (Closing price as at 23 Feb 2018) n’asggz\ia;;:9n94oo-1o7)

wangyannan@phillip.com.cn
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Interim net profit fell by 10% yoy

Man Wah Holdings recorded a revenue of HK $4.62 billion in H1 of FY2018, an
increase of 28.8% over the same period of last year. Net profit attributable to the
listed company was HK $793 million, down by 10.3% yoy. Specifically, the revenue
from the sales of sofas and accessory products was HK $3,369 million (+ 13.1%),
accounting for 72.8% of the total. The retail business of sofa and related products
contributed to revenue of HK $446 million (+ 26.2%), accounting for 9.7% of the total.
Revenue of other products recorded RMB420 million (+ 62.1%), accounting for 9.1%.
Home Group business recorded a revenue of RMB391 million, accounting for 8.5%.

Gross margin was affected by rising raw material csts

In terms of profitability, the overall gross margin was 38.3%, down by 4.4pct yoy. The
decrease in gross margin was partly due to the large increase in the price of raw
materials, and, on the other hand, was caused by the merger of the business of the
Home Group. The gross margin of the Home Group was approximately 23.6%.
Excluding the impact of merger, the gross margin of the Group was approximately
39.7%. In response to the rising cost of raw materials, the Company raised the prices
of its products in the market of mainland China by 8%, in which the price of
functional sofas rose by about 8% and non-functional sofas and bedding products
increased by 5%.

During the period, the expense ratio was 19.83%, up by 1.06pct yoy, of which, the
administration expense rate slightly decreased to 4.27% and the selling expense ratio
increased by 1.26% to 15.26% yoy. It was mainly due to the merger of Home Group
business and rising ocean freight costs. The financial expense ratio rose slightly to
0.2%. In addition, foreign exchange gains and losses during the period dropped from
HK $+84 million in the same period of previous year to HK $ -30 million. In summary,
the rising cost of raw materials, the rising expense ratio and the exchange losses
eventually dragged down the net profit growth.

Performance of Manwah
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Strong sales growth in Chinese market

During the period, the wholesale business achieved a substantial growth in Chinese
market with an increase of 40.2% yoy to HK $1,285 million with a gross margin
basically unchanged. The number of outlets increased from 1,504 in March 2017 to
1,630 with an increase of 8.4%. The average sales volume increased by 16.1% yoy,
and the operating efficiency improved significantly. The future growth in the Chinese
market, on one hand, comes from the Company’s continuous efforts to expand
online and offline distribution channels. In the future, the offline outlets will have a
broad space for expansion, while online e-commerce platforms still boast good
growth potential; on the other hand, the current functional sofa witnessed a period
of rapid development, and the Company is expected to further enhance market share
through its brands and channels.

Segment market performance(HKD:mn)
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Exports in European and American markets graduallyimproved

Revenue in North America market grew by 2.1% yoy to RMB1,756 million, with gross
margin dropping 5.3pct, while revenue in Europe and other markets dropped by 2.6%
to RMB329 million, with gross margin decreasing 4.9pct. In the North American
market, the Company achieved a monthly improvement in sales growth by enriching
product lines, strengthening sales team building and expanding new customers. In
addition, the Company has embarked on an expansion project to boost production
capacity in the European market, and put wood processing plants into operation
recently, which are expected to significantly reduce the cost of raw materials. In our
opinion, the collaborative advantages brought by the acquisition of Home Group will
help the Company continue to explore the European market and the Chinese market.

Risk Warnings
Market competition is intensified;

Gross margin goes downward;

Sales growth is less than expected;
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Financials

FYE FY15 FY16 FY17E FY18E FY19E

Valuation Ratios

Price Earnings(P/E) 26.5 21.4 16.2 16.2 13.7

Price to Book(P/B) 6.5 6.0 4.9 4.2 3.6

Per share data(HKD)

EPS,Adjusted 0.28 0.35 0.46 0.46 0.54

Book Value Per Share 1.15 1.23 1.51 1.75 2.07

Dividends Per Share 0.19 0.18 0.22 0.22 0.26

Growth & Margins(%)

Growth

Revenue 9.4% 11.7% 6.2% 20.5% 20.7%

Operatingincome 16.9% 35.1% 29.9% 6.0% 20.5%

Net profit 10.0% 23.4% 32.0% 0.3% 18.3%

Margins

Gross profit margin 36.1% 40.0% 42.3% 39.4% 39.6%

Operating profit margin 15.4% 18.6% 22.7% 20.0% 20.0%

Netincome margin 16.3% 18.0% 22.3% 18.6% 18.2%

Key Ratios

ROE(%) 24.5% 28.2% 30.3% 26.2% 26.2%

ROA(%) 17.6% 22.6% 27.3% 22.7% 22.8%

Income Statement(HKD mn)

Revenue 6,606 7,382 7,841 9,448 11,400
- Cost of Goods Sold 4,222 4,432 4,521 5,722 6,884

Gross Income 2,384 2,950 3,320 3,726 4,516
- Operating Expenses 1,369 1,580 1,539 1,838 2,242

Operating Income 1,015 1,371 1,781 1,888 2,275

- Net Non-Operating Losses (Gains) (244) (119) (271) (120) (108)

Pretax Income 1,259 1,490 2,052 2,008 2,383
- Income Tax Expense 175 150 293 241 293

Net profit 1,075 1,327 1,752 1,757 2,077

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 23 Feb 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

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.
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