
EQUITY RESEARCH 

 

Page | 1 | PHILLIPCAPITAL HONGKONG RESEARCH 

Sanhua (002050 CH) 

Negative Factors Are Gradually Dissipating and Profitability 
Is Expected to Recover from the Beginning of the Fourth 
Quarter  
China | Automobile Components | Company Report 

 

 
 

19 November 2021 

 

Investment Summary 
 
Company Profile 
Sanhua is the world's largest manufacturer of HVACR controls and components, focusing on 
heat management business with heat pump technology as the core. It operates the 
domestic and commercial air conditioning business as well as automotive heat management 
fields, establishing a leading position in the industry. The products of the Company such as 
electronic expansion valves of air conditioning, four-way reversing valves, solenoid valves, 
micro-channel heat exchangers, automotive electronic expansion valves, new energy vehicle 
heat management integrated components and omega pumps have the highest market share 
across the world. The market proportion of service valves, thermostatic expansion valves for 
vehicles and receivers rank top among the world. 
 
Downstream Demand Continues Increasing, but the Raw Material Price Increases Lead to 
Slight Decline in Gross Margin 
In recent years, the Company's downstream industry demand has been increasing, driving 
the Company's revenue to achieve continuous steady and rapid growth. According to the 
Company's 2021 Q3 report disclosed, in the first three quarters, Sanhua recorded a revenue 
of RMB11.72 billion, up 36.39% yoy; a net profit attributable to shareholders of the listed 
company of RMB1,293 million, up 18.4% yoy; a net profit attributable to the parent 
company excluding non-recurring items of RMB1,166 million, up 21.87% yoy. Among them, 
in the third quarter, it recorded a revenue of RMB4,046 million, up 23.53% yoy, a net profit 
attributable to shareholders of the listed company of RMB469 million, up 4.57% yoy; a net 
profit attributable to the parent company excluding non-recurring items of RMB447 million, 
up 19.12% yoy. 
 
In terms of segment business, the revenue of refrigeration and air-conditioning electrical 
components business was RMB2.82 billion, up 7.6% yoy, with a net profit of RMB330 million, 
down 10.8% yoy; the new energy business maintained high prosperity, driving the 
Company's auto components business to record a revenue of RMB1.22 billion, up 88% yoy, 
with a net profit of RMB140 million, up 67.2% yoy. 
 
In terms of profitability, the Company's gross margin was negatively impacted to some 
extent due to the continued price hike of bulk raw materials such as copper and aluminum 
in 2021 and the lag in price adjustment by downstream customers. The gross margin for the 
first three quarters was 27.16%, down 1.5 ppts yoy. Specially, the gross margin for the third 
quarter was 27.46%, down 2.68 ppts yoy and up 0.64 ppts qoq. 
 
Under cost pressure, the Company's period expenses were well controlled, with a period 
expense ratio of 14.02% in the third quarter, down by 1.69 ppts yoy, of which the selling, 
management, R&D and finance expense ratios were 5.24%, 5.24%, 4.12% and -0.58%, 
respectively, a change of +1.16, -0.39, +0.27 and -2.72 ppts yoy; the net margin was 11.75%, 
-2.2 ppts yoy and +0.67 ppts qoq. The increase in R&D expenses was due to an increase in 
R&D staff salaries, the decrease in finance expenses was mainly due to an increase in 
interest income, and the increase in selling expenses was mainly due to an increase in 
shipping costs. 
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CMP CNY 23.77 
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KEY FINANCIALS 

CNY mn FY20 FY21E FY22E FY23E 

Net Sales 12110  15832  18670  22917  

Net Profit 1462  1823  2518  3039  

EPS, CNY 0.41 0.51 0.70 0.85 

P/E, x 58.4  46.8  33.9  28.1  

BVPS, CNY 2.80 3.11 3.51 3.95 

P/BV, x 8.5  7.7  6.8  6.0  
DPS (CNY) 0.35 0.21 0.30 0.40 
Div. Yield (%) 1.5% 0.9% 1.3% 1.7% 

Source: Company reports, Phillip Securities Est. 
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Negative Factors Are Gradually Dissipating and Profitability Is Expected to Recover 
from the Beginning of the Fourth Quarter 
According to industry data, China produced 120 million residential air conditioners in 
the first three quarters of 2021, up 8% yoy, reflecting that industry demand has 
resumed positive yoy growth due to downstream inventory replenishment, and is 
expected to maintain growth in the fourth quarter. With the popular application of 
high-end home appliances and the rapid advancement of commercial refrigeration 
business (2025 revenue target of RMB4 billion, a CAGR of more than 30%), HVACR 
electrical component business is expected to achieve higher growth in the future. 
 
In addition, the arrival of the peak season of automobile sales at the end of the year, 
coupled with the gradual improvement of the chip shortage, will promote the rapid 
growth of the Company's auto components business revenue in the fourth quarter, 
and the Company is expected to will record a revenue of RMB5 billion in the auto 
components segment in 2021. At the same time, among the Company's main 
customers, the expansion of the vehicle production capacity of Tesla, BYD and other 
enterprises will support the Company's future performance growth. 
 
In terms of costs, the prices of bulk raw materials have fallen in the fourth quarter 
and the Company's profitability is expected to recover.. 
 
 

Investment Thesis 
Sanhua is the leading company of refrigeration parts and components with obvious 
technical advantages in its products. The thermal management of new energy 
vehicles, dishwashers and cold-chain logistics are all promising business areas in line 
with the general direction of social development in the future. We expect that the 
Company's home appliance business will benefit from the market share increase year 
by year. There is a broad market for the thermal management of new energy vehicles 
in the future. 
As for valuation, taking into account the negative impact of the increase in raw 
material prices and the increase in ocean freight, we adjusted the company’s 
2021/2022 earnings per share to 0.51/0.70 yuan (previously 0.58/0.70 yuan), and 
introduced a 2023 earnings per share forecast ( 0.85 yuan), a year-on-year increase of 
25%/38%/21%,. And we accordingly gave the target price to RMB28.8, respectively 
57/41/34x P/E for 2021/2022/2023. "BUY" rating. (Closing price as at 17 November) 
 
 

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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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.   

©  2021 Phillip Securities (Hong Kong) Limited 

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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