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Investment Summary Buy

CMP HKD58.25
(Closing price at 19/6/2019)
TARGET HKD 84.3(+28.6%)

Revenue in FY2018 recorded a 13.5% increase, é@with our expectations. The
management’s overall revenue and paper towel Bssgrewth guidelines for FY2019
are high single digits and the sanitary napkin business in line with titeistry level.
We expect it can achieve the target and maint@reipectation of a 10% growth rate,
mainly driven by the tissue and sanitary napkinrmess.Due to high wood pulp price

and the depreciation of RMB, gross profit margithlig 3.6 ppt y.o.y. to 38.2%. The COMPANY DATA

price of wood pulp has declined since the fourtartgr of last year. We expect the OIS SHARES (MN) 1189
adjustment to continue. In addition, Hengan wilhboue to optimize its product mix and MARKET CAP (HKDMN) : 69239
increase the proportion of sales of high-margirdpots. We expect he gross profit 52 — WK LO/HI (HKD): 51.8/79.05

margin will improve in FY2019.

SHARE HOLDING PATTERN » %

Director Hui Lin Chit 20.09
Director Szeman Bok 19.43

During FY2018, Hengan strengthened its brand pramaifforts, resulting in an
increase in selling and distribution costs and adstrative expenses, but in terms of the
percentage of total revenue fell by 2 ppt y.0.y160%. The decrease was mainly
attributable to the implementation of “small sak@sm operation model” which enhancedbRICE PERFORMANCE » %

the sales efficiency. We expect that this percentei) further improve this year as the M 3M 1Y
effectiveness of this model further strengthened. :ngan -15:;3 -1120(-5%7 -Zi-g

Hengan's annual revenue increased by 13.5% yooBMB 20.51 billion. Profit PRICE VS. HS|
attributable to shareholders was 0.2% to RMB 3illi®i, and the final dividend was g
1.2 per share, together with interim dividend, payatio was 69.8%.

The increase in revenue in 2018 was mainly driwethb 18.8% increase in the largest "/
tissue business. It was mainly benefited from thelksales team operation model “"f'\\_‘"f‘""‘n _ :
strategy that improved sales of tissue paper fradittonal and modern channels, rapid i VN AT ) Ng' b
growth of sales from e-commerce channels, anditreased market share. In the secor / "’””‘f““‘ﬂn r”"'w HM
half of the year, the tissue business achievedrkenshare of 22%, which was higher Wl By W s
than last year's 19 to 20%, and it was still thekeigleader. As of the end of last year, W
the production capacity was 1.42 million tons. Tilenagement team states that it will J
consider the pace of adding production capacitgicg to the market conditions and

sales performance.
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Source: Phillip Securities (HK) Research

. . . . . KEY FINANCIALS
For the sanitary napkin business, it grew by 6.D%e to the relatively saturated market, sye mn FYiz  FY18 FY19E FY2E
Hgngan |r_1tends to position the business as ferm@pal care prod_uct. Hengan NetSales 1808 2051 2256¢  2450¢
originally intended to launch new product categogach as cosmetics, makeup remover . 7. 80C 4401 dosC
and masks last year. As R&D and registration stittds to take time, it is expected to e 7™

launched as soon as this year. If it can be sutdigssaunched, we believe it willadd ~ EPS:RMB 3132 3.7 4.2

another driver for revenue growth. PER, x 208208 177 187
g\l\//IFI;S 13.¢ 14.1 154 16.7
The e-commerce business maintained rapid growtby§% over the previous year. E-p/gy 4 A€ 46 43 3.9

commerce’s contribution to total sales revenue 3d8gpt to 14.4% in which the sales ofgroe, s 233% 22.4% 24.1% 25.0%
tissue paper segment continued to benefit fromahil growth of e-commerce channel. go;ce: company reports, Phillip Securities Est.
According to the management team, it will contitmexpand the coverage of e-

commerce channels, launch online exclusive prodsatsh as online combination Tracy Ku (2277 6516)

products, and engage in online promotions. Withintiirovement in sales, supply and ~ tracyku@phillip.com.hk

logistics and distribution, we expect that e-contaesales and profit will continue to

increase in 2019. We maintain Hengan's Buy ratiitly avtarget P/E of 20.2x and a

target price of 84.3. (current price as of June2Dd.9)
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Investment Thesis, Valuation & Risk

Our valuation model suggests a target price of HK&4.3 We maintain
Hengan's Buy rating with a target P/E of 20.2x andrget price of 84.3.The risks
that need to be watched include top-line growtle raissing from expectation,
wood pulp prices fluctuating sharply, industry catifion increasing significantly,
and Ameba units missing sales targatrrent price as of 9June, 2019)

Figure: Historical P/E ratios
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GENEELMEDLENC N Company report

Financials

FYE 2017 2018 2019E 2020E 2021E
\Valuation Ratios

Price to Earnings (P/E) 20.§ 20.§ 17.7 15.7 14.1
Price to Book (P/B) 4.8 4.6 4.3 3.9 3.6
Per Share Data (RMB)

EPS 3.1 3.2 3.7 4.2 4.6
Book Value Per Share 13.6 14.1 15.4 16.7 18.1
Dividend Per Share 2.1 2.2 2.6 2.9 3.2
Growth (%)

Revenue NA 13.5% 10.09 9.0% 8.09
Operating Income NA 3.09 14.39 11.4% 10.6%
Net Profi NA 0.29 15.89 12.5% 11.5%
Margins (%)

Gross Profit Margin 41.8% 38.2% 39.29 39.7% 40.2%
Operating Profit Margin 29.2% 26.5% 27.59 28.1% 28.8%
Net Profit Margir 21.0% 18.6% 19.59 20.2% 20.8%
Key Ratios

ROE (%) 23.3% 22.4% 24.19 25.0% 25.7%
ROA (%) 9.8% 8.3¢ 9.09 9.3% 9.69
Income Statement (RME

Revenue 1808( 20514 22564 2459¢ 26564
- Cost of Goods Sold -1052¢ -1267¢ -1372( -14837 -1588¢
Gross Income 7554 7836 8844 9764 1067¢
-Operation Expenses -3424 -346¢ -3703 -3913 -4093
Operating Income 5274 5424 6205 6913 76471
Pretax Income 4961 4904 568( 6384 71272
- Minority Interest 7 7 8 1Q 11
Net Profit 3794 380( 4401 495( 551§

Source: Company, Phillip Securities (HK) Researstingates
Exchange rate assumption is 0.8882
(Financial figures as at 19th June 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 +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider izde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Researdt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzer®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapint. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosiuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatimcluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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