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Jonjee Hi-Tech (600872.CH)

Condiment Business Grows Steadily with the Initially Set-up

National Layout
China | Food | Company Update

Investment Summary

The Result Remains High While the Growth Rate Slows Down in H2

In 2018, JonjeE Hi-Tech recorded a revenue of RMB4,166 million, up by 15.4% yoy; a net
profit attribute to shareholders of listed companies of RMB607 million, up by 34%, which
was sharply slowed down compared with 61% in the H1 of last year. The shipment was
decreased due to the relatively high base in the third quarter of last year and the typhoon in
the third quarter of this year, which resulted in the flat net profit in the third quarter. The
annual EPS was RMBO0.76, and the result was slightly (5.6%) worse than our expectation. The
weighted return on equity was 18.07%, up by 2.86 ppts yoy. The dividend per share was
RMBO0.23, with a dividend payout rate 30%.

Condiment Business Grows Steadily and Oyster Sauce and Cooking Wine Business Make
highlight Achievements

The result of the Company’s condiment sector maintained a steady growth, the annual
revenue of Meiweixian was RMB3.85 billion, up by 10% yoy. Among the different product
lines, the performance of two main categories of soy sauce and chicken powder grew
steadily; among the small category of products, the sales of cooking oil grew rapidly, the
oyster sauce and cooking wine business made achievements. The revenue of soy sauce
increased by 8% to RMB2.59 billion, its sales volume increased 7.8%, and its unit price
increased slightly. The revenue of chicken powder reached RMB440 million, up by 7.24% yoy,
the sales volume increased by 7.27% yoy, and its unit price remained basically the same. The
revenue of cooking oil increased by 16% to RMB320 million, the sales volume increased by
23% annually, and its unit price decreased. The revenue of oyster sauce increased sharply by
42% to RMB140 million, the sales volume increased by 39%, and its unit price increased
slightly. The revenue of cooking wine and its sales volume increased sharply by 69% and 75%
to RMB58 million and 9,986 tons, respectively.

During the period, the sales of the Company’s commercial housing increased by RMB74
million, leading to an increase of 1.5 times to the revenue of real estate and service
industries to RMB126 million, which also increased its performance.

Expense Rate and Cost Rate Increase and Decrease and the Whole Situation Remains
Unchanged

In 2018, the Company's gross margin dropped slightly by 0.16 ppts to 39.1%, mainly due to
the rapid growth of products with low gross margin such as oyster sauce, cooking oil,
cooking wine and the increase of raw material prices. Due to the small scale, the gross
margin of oyster sauce, sauce, vinegar and cooking wine was only half of that of Haitian
Food. With the continuously production of new capacity in Yangxi Base, and the gradually
emerged scale effect, the overall gross margin of condiment business will be expected to
increase in the future.

The sales expense rate dropped by 1.46 ppts, mainly due to the slowdown in the growth of
freight and business expenses and the reduction in advertising costs. The administration
expense rate was basically flat, and the financial expense rate decreased by 0.37 ppts,
mainly because the Company repaid part of some bank loans and the loan interest
expenditure decreased accordingly. The Company restrained the impact caused by cost
increasing to some extent by controlling cost and improving production efficiency.
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KEY FINANCIALS

CNY mn FY16 FY17 FY18E FY19E
Net Sales 3158 3609 4280 4897
Net Profit 363 453 643 779
EPS, CNY 045 057 081 0.98
P/E, x 61.6 493 347 287
BVPS, CNY 351 394 457 531
P/BV, x 80 71 61 53
DPS (CNY) 0.14 018 024 030
Div. Yield (%) 0.5% 0.6% 09% 1.1%

Source: Company reports, Phillip Securities Est.
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Steady Progress Has Been Made in the Construction of Channels and National
Layout Has Taken Shape

During the period, the Company continued to vigorously expand its sales channels, 18
blank prefecture-level cities and 178 distributors (90 in the H1 and 88 in the H2) were
newly added. The total number of distributors reached 864, the development rate of
prefecture-level cities was 77%, and the preliminary layout of export channels was
completed. From the perspective of regional market development, in 2018, the
revenue of condiments in the east, south, Midwest and north regions increased by
10%, 8%,12% and 18%, respectively. The growth of revenue in the Midwest and north
regions was relatively high, and the growth of gross margin was steady, conforming
the Company’s regional development strategy of “steadily developing the southeast,
focusing on the development of the north and the middle, accelerating the
development of the southwest, and gradually promoting the development of the
Northwest”. It is expected that the Company will have about 1,000 distributors by the
end of 2019, and the distributors will preliminarily be distributed in all prefecture-
level cities.

Investment Thesis

According to the annual report, 90,000 square meters of commercial housing in the
real estate business of the Company will be sold in 2019, the inventory reached
23,000 square meters, and it's expected that the performance will be continuously
increased. At present, the Company is striving to stand out from the second echelon
of the industry and move closer to the first echelon, striving to record a sales revenue
of more than RMB10 billion by 2023.We believe that China’s condiment industry is
entering a new stage featuring steady growth, restructuring, large-scale and high-
quality. The Company's brand advantages are strong. Coupled with the expansion of
capacity scale and pipeline and capital support, the Company will continue to be
beneficial from consumption upgrading in the future.

We expected diluted EPS of the Company to RMB 0.93 and 1.14 of 2019/2020. And
we accordingly gave the target price to 37.3, respectively 40/33x P/E for 2019/2020.
"Cautiously Accumulate" rating maintained. (Closing price as at 16 April 2019)

PE BAND

Source: Wind, Bloomberg, Phillip Securities Hong Kong Research

Risk

Price war among peers
Raw material price increase
New business risk
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Financials

FYE DEC FY16 FY17 FY18 FY19F FY20F FY21F
Valuation Ratios

P/E (X), adj. 75.2 60.2 449 36.7 29.9 24.0
P/B (X) 9.7 8.7 7.6 6.5 5.6 4.8
Dividend payout ratio(%) 30.8% 31.6% 30.2% 31.1% 31.5% 31.6%
Dividend Yield (%) 0.4% 0.5% 0.7% 0.8% 1.1% 1.3%

Per share data (RMB)

EPS, (Basic) 0.45 0.57 0.76 0.93 1.14 1.42
EPS, (Diluted) 0.45 0.57 0.76 0.93 1.14 1.42
DPS 0.14 0.18 0.23 0.29 0.36 0.45
BVPS 351 3.94 4.52 5.22 6.08 7.14

Growth & Margins (%)

Growth

Revenue 14.5% 14.3% 15.4% 16.6% 18.6% 18.1%
EBIT 45.9% 26.5% 27.0% 19.3% 21.7% 23.5%
Net Income, adj. 45.8% 24.9% 34.0% 22.2% 22.7% 24.6%
Margins

Gross margin 35.4% 37.9% 37.4% 37.9% 38.6% 39.8%
EBIT margin 16.8% 18.6% 20.5% 20.9% 21.5% 22.5%
Net Profit Margin 11.5% 12.6% 14.6% 15.3% 15.8% 16.7%
Key Ratios

ROE 13.6% 15.3% 18.0% 19.1% 20.2% 21.5%

Income Statement (RMB mn)

Revenue 3158 3609 4166 4857 5762 6803
Gross profit 1117 1369 1560 1839 2222 2705
EBIT 531 671 853 1017 1238 1529
Profit before tax 487 609 793 965 1184 1469
Tax 76 98 111 137 168 209
Profit for the period 411 511 681 828 1016 1260
Minority interests 48 58 74 86 105 125
Total capital share 797 797 797 797 797 797
Net profit 363 453 607 742 911 1135
Source: PSR

(Financial figuresas at 16 April 2019)
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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.
© 2019 Phillip Securities (Hong Kong) Limited
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