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Investment Summary

Company profile: Global Leader of Refrigeration Components

Zhejiang Sanhua Intelligent (Sanhua) is leading HVAC&R OEM manufacturer of controls and
components. The company's products mainly include:

1) 4-way reversing valves, electronic expansion valves, solenoid valves, micro-channel heat
exchangers and Omega pumps that are mainly applied in fields such as air-conditioning,
refrigerator, cold chain logistic and dish-washing machine.

2) Thermostatic expansion valves, receivers, electronic expansion valves and electronic
pumps that are mainly applied in thermal management of passenger vehicles such as
traditional fuel-fired vehicles, hybrid electric vehicles and electric vehicles.

Sanhua was founded in 1994 and was listed on the Shenzhen Stock Exchange in 2005. The
founder Zhang Daocai and his two sons, Zhang Yabo and Zhang Shaobo, are actual
controllers of the Company, hold approximate 60% of the Company's shares, with relatively
concentrated shares and stable shareholding structure. In 2012, the Company entered the
market of white goods components such as dish-washing machines, coffee makers and
washing machines through the acquisition of German Aweco. In 2015 and 2017, the
Company joined the micro-channel business and vehicle component business of the large
shareholder through private placement. Since then, the Company has developed domestic
and overseas markets (divided by region) and two sectors(divided by industry) of household
appliance components and thermal management of vehicles; The revenue of four business
units (divided by production)including refrigeration, micro channels, vehicle components
and Aweco respectively covered a proportion of 55%, 11%, 13% and 10% (data in 2018)

The development of over 30 years has made Sanhua lead the global market of HVAC&R
controls and components. The products of the Company such as electronic expansion valves,
4-way reversing valves, solenoid valves, micro-channel heat exchangers and Omega pumps
have the highest occupancy rate across the world. The market proportion of service valves,
thermostatic expansion valves for vehicles and receivers rank top among the world. The
global occupancy rate of electronic expansion valves, 4-way reversing valves, micro-channel
heat exchangers and service valves is 39%, 49%, 30% and 35%, respectively. At the same
time, the Company focuses on the R&D of air-conditioners of new energy vehicles and
products of thermal management and becomes the first Chinese company to receive the
PACEAWARD of Automotive News of America.

Overseas merger and acquisition and high-quality asset of large shareholders constantly
improve the overall product strength of the Company. Since the listing, the Company's result
has maintained steady, rapid growth. Its revenue increased from RMB133 million in 2002 to
RMB10.84 billion in 2018 with the annual compound growth rate of 31.6%. The net profit
rate increased from RMB16 million to RMB1.29 billion, with the compound growth rate of
31.3%. The Company's profitability is relatively strong with the current gross profit margin of
approximate 30%, net profit margin of 12%, ROE of 15% to 16% and asset-liability ratio of
37% only. The HVAC&R unit contributes most to gross profit and Aweco contributes the
least due to relatively high production cost in Europe.
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KEY FINANCIALS

CNY mn FY18 FY19E FY20E FY21E
Net Sales 10836 11323 12629 14842
Net Profit 1292 1421 1590 2064
EPS, CNY 061 054 058 0.75
P/E, x 309 346 328 252
BVPS, CNY 4.04 335 367 4.07
P/BV, x 4.7 5.6 5.1 4.6
DPS (CNY) 025 022 023 030
Div. Yield (%) 13% 12% 12% 1.6%

Source: Company reports, Phillip Securities Est.
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Globalization Layout with Increasing Overseas Proportion

Headquarters of the Company is located in Shaoxing, Zhejiang. But Sanhua
emphasizes the expansion in global map and establishes overseas factories in
America, Mexico, Poland and Thailand to cover the overseas market. The Company
has established stable partnerships with world-leaders refrigeration manufacturers
such as Panasonic, Daikin, Mitsubishi, Toshiba, Hitachi, Fujitsu, LG, Samsung, Carrier,
Trane, York, Gree, Midea, and Haier and has become the supplier of giants of
international vehicle and components such as Valeo, Mahle, Volkswagen, Mercedes-
Benz, BMW, Volvo, Tesla and GM.

The product competitiveness incurred from continuous research and development
and the expanding customer base lay a preferable foundation for the revenue growth
of the Company. What's more, thanks to the overseas production bases and network,
oversea orders keep rising and the yoy growth rate of revenue in recent years has
increased over 20% with the generally growing proportion of over 50% of overall
revenue.

Consolidated Position as Refrigeration Leader

The Company owns leading technology, market share and consolidated leading
position in refrigeration business. At present, the average ownership of air conditions
is 1.4 air conditioners per household in China's urban areas and approximately 0.6 in
rural areas. Compared with Japan, whose average ownership of air conditioners was
2.9, there is still a lot to improve in China's average ownership of air conditioners.
Moreover, the increasing penetration rate of variable frequency air conditioners and
central air conditioners will promote the demand for products of the Company. The
recovery of China's real estate cycle may drive consolidated growth in the Company's
refrigeration business from mid- and short-term perspectives.

Thermal management of new energy may turn into the new result growth engine
Sanhua is one of the domestic companies implementing thermal management of new
energy early. Its products have entered the supply chain of new energy vehicle
platform of the tier-1 vehicle factories in Europe and the United States such as
Volkswagen, Daimler, BMW, GM, Audi, Volvo, PSA, Jaguar and Land Rover. Its
domestic customers include vehicle factories such as Geely, BYD, SAIC and Weilai. At
present, The Company has over tens of billions of orders on hand. The Company is
the supplier of Tesla's Model3, providing electronic expansion valves, electronic oil
pumps, oil coolers, water-cooling plates and battery cooling fluid and supplying
approximately RMB1300 for each vehicle. Many overseas new energy manufacturers
will successively begin production from mid- and short-term perspectives. In the
future, the revenue of the Company's thermal management of new energy may
exceed the one in refrigeration, turning into a new result growth engine.

Profound potential in the business of dish-washing machine components of Aweco,
the subsidiary.

Aweco, with a history of 50 years, is the honoured component manufacturer in
Europe and has been reckoned as the tier-1 supplier of the core parts of dish-washing
machines by household appliance customers for a long time. The proportion of dish-
washing machine business is more than 80% and the Company's customers include
famous brands such as BSH, Whirlpool, Philips and Electrolux. The penetration rate of
dish-washing machines in China is less than 2%, which is far behind the 80% of
Europe, 50% of the United States and 8% of East Asia. With the transformation in
consumption concepts and the beginning of the aging society, the domestic industry
of dish-washing machines hold profound potentials that will directly benefit Aweco.
After the acquisition, the Company moved the factories in German to Poland and the
factories in Shanghai to Wuhu step by step. With the improved production capacity
and decreasing production cost, the profitability of Aweco will be generally
strengthened.
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Investment Thesis

Sanhua is the leading manufacturer of refrigeration components and owns significant
advantages. Thermal management of new energy vehicles, dish-washing machines
and cold chain logistics are broad markets meeting future social development. The
certainty of growth in the Company's future result is relatively high.

As for valuation, we expected diluted EPS of the Company to RMB0.54/0.58/0.75 of
2019/2020/2021. And we accordingly gave the target price to RMB22.4, respectively
41/39/30x P/E for 2019/2020/2021. "Accumulate" rating. (Closing price as at 16
March)

Forward P/E P/B trend

Source: Bloomberg, Company, Phillip Securities Hong Kong Research

Risk

Progress of new production line is below expectations

Electric vehicle sales fall short of expectations

Macroeconomic downturn affects product demand

Sharply rising raw material prices or sharply falling product prices
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Financials

FYE DEC FY17 FY18 FY19F FY20F FY21F
Valuation Ratios

P/E (X), adj. 314 30.9 34.6 328 25.2
P/B (X) 51 4.7 5.6 51 4.6
Dividend Yield (%) 0.5% 1.3% 1.2% 1.2% 1.6%
Per share data (RMB)

EPS, (Basic) 0.60 0.61 0.54 0.58 0.75
EPS, (Diluted) 0.60 0.61 0.54 0.58 0.75
DPS 0.10 0.25 0.22 0.23 0.30
BVPS 3.71 4.04 3.35 3.67 4.07
Growth & Margins (%)

Growth

Revenue 40.1% 13.1% 4.5% 11.5% 17.5%
EBIT 57.5% -6.5% 13.8% 7.6% 28.7%
Net Income, adj. 41.9% 4.5% 9.9% 11.9% 29.8%
Margins

Gross margin 31.2% 28.6% 28.8% 28.0% 29.1%
EBIT margin 16.7% 13.8% 15.0% 14.5% 15.9%
Net Profit Margin 12.9% 11.9% 12.5% 12.6% 13.9%
Key Ratios

ROE 18.7% 15.7% 14.7% 16.4% 19.3%

Income Statement (RMB mn)

Revenue 9581 10836 11323 12629 14842
Gross profit 2993 3098 3255 3531 4319
EBIT 1597 1494 1700 1828 2352
Profit before tax 1477 1539 1655 1795 2331
Tax 226 228 232 202 262
Profit for the period 1251 1311 1423 1593 2069
Minority interests 15 19 3 3 5
Total capital share 1802 2120 2607 2765 2765
Net profit 1236 1292 1421 1590 2064
Source: PSR

(Closing price as at 16 March)
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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.
© 2020 Phillip Securities (Hong Kong) Limited

Page | 5 | PHILLIPCAPITAL HONGKONG RESEAREH




F PhillipCapital

INITIATION REPORT

SINGAPORE
Phillip Securities Pte Ltd
250 North Bridge Road, #06-00 Raffles City Tower,
Singapore 179101
Tel : (65) 6533 6001 Fax: (65) 6535 3834
www.phillip.com.sg

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B, JI Jend Sudirman Kav 33A,
Jakarta 10220, Indonesia
Tel (62) 21 5790 0800 Fax: (62) 21 5790 0809
www.phillip.co.id

THAILAND
Phillip Securities (Thailand) Public Co. Ltd.
15th Floor, Vorawat Building, 849 Silom Road,
Silom, Bangrak, Bangkok 10500 Thailand
Tel (66) 2 2268 0999 Fax: (66) 2 2268 0921
www.phillip.co.th

UNITED STATES
Phillip Futures Inc.
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building
Chicago, IL 60604 USA
Tel (1) 312 356 9000 Fax: (1) 312 356 9005

Contact Information (Regional Member Companies)

MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3, Megan Avenue Il,
No. 12, Jalan Yap Kwan Seng, 50450 Kuala Lumpur
Tel (60) 3 2162 8841 Fax (60) 3 2166 5099
WWW.poems.com.my

CHINA
Phillip Financial Advisory (Shanghai) Co. Ltd.

No 436 Heng Feng Road, Green Tech Tower Unit 604

Shanghai 200 070
Tel (86) 21 5169 9400 Fax: (86) 21 6091 1155
www.phillip.com.cn

FRANCE
King & Shaxson Capital Ltd.
3rd Floor, 35 Rue de la Bienfaisance
75008 Paris France
Tel (33) 1 4563 3100 Fax : (33) 1 4563 6017
www.kingandshaxson.com

AUSTRALIA
PhillipCapital Australia
Level 10, 330 Collins Street
Melbourne VIC 3000
Tel (+61) 3 8633 9803 Fax (+61) 3 8633 9899
www.phillipcapital.com.au

HONG KONG
Phillip Securities (HK) Ltd
11/F United Centre 95 Queensway Hong Kong
Tel (852) 2277 6600 Fax: (852) 2868 5307
www.phillip.com.hk

JAPAN
Phillip Securities Japan, Ltd
4-2 Nihonbashi Kabutocho, Chuo-ku
Tokyo 103-0026
Tel: (81) 3 3666 2101 Fax: (81) 3 3664 0141
www.phillip.co.jp

INDIA
PhillipCapital (India) Private Limited
No. 1, 18th Floor, Urmi Estate, 95 Ganpatrao Kadam Marg,
Lower Parel West, Mumbai 400013
Tel: (9122) 2300 2999 Fax: (9122) 6667 9955
www.phillipcapital.in

UNITED KINGDOM
King & Shaxson Ltd.
6th Floor, Candlewick House, 120 Cannon Street
London, EC4N 6AS
Tel (44) 20 7929 5300 Fax: (44) 20 7283 6835
www.kingandshaxson.com

SRI LANKA
Asha Phillip Securities Limited
Level 4, Millennium House, 46/58 Navam Mawatha,
Colombo 2, Sri Lanka
Tel: (94) 11 2429 100 Fax: (94) 11 2429 199
www.ashaphillip.net/home.htm

Page | 6 | PHILLIPCAPITAL HONGKONG RESEAREH


http://www.phillip.com.sg/
http://www.poems.com.my/
http://www.phillip.co.jp/
http://www.phillip.co.id/
http://www.phillip.com.cn/
http://www.phillipcapital.in/
http://www.phillip.co.th/
http://www.kingandshaxson.com/
http://www.kingandshaxson.com/
http://www.phillipcapital.com.au/
http://www.ashaphillip.net/home.htm
http://www.phillip.com.hk/

