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TMT, Semiconductors, Consumer, Healthcare (Eric Li)
This month | released reports of Hengan (1044.HK).

For the year ended 31 December 2023 (FY2023), Hengan's revenue increased by 5.1% to
RMB23,768mn, above market expectation. During the year, operating profit increased
significantly by 38.6% to RMB3,978mn (FY2022: RMB2,869mn). Although the
depreciation of the Renminbi against the US dollar and the HK dollar during the year
resulted in an operating foreign exchange loss after tax of RMB150mn, the loss was
significantly reduced by about 83.6% compared with the operating FX loss before tax of
RMB901mn in 2022. Therefore, profit attributable to shareholders of the Company was
RMB2,801mn (FY2022: RMB1,925mn), representing a significant yoy increase of 45.5%.
Excluding the operating FX loss after tax, profit attributable to shareholders of the
Company increased by 4.3% yoy, mainly reflecting the improvement in the company's
gross profit margin as a result of the decline in the cost of wood pulp and upgrades of
products. Basic EPS was RMB2.415 (FY2022: RMB1.657), with full-year dividend
RMB1.40 per share, unchanged yoy.

During the year under review, raw material prices dropped in the second half of the year,
leading to intensified market promotions and price competition. The decline in the price
of wood pulp, the main raw material for tissue paper, in the second half of the year
compared to the first half of the year, coupled with the robust growth in the company's
upgraded products and premium product series resulted in a significant improvement in
the gross profit of the tissue paper business. FY2023, the company's overall gross profit
increased by 4.2% to RMB8,011mn (FY2022:RMB7,689mn). Although the gross profit
margin was under pressure in the 1HFY2023, the overall gross profit margin for the full
year still recorded at 33.7% (FY2022: 34.0%), almost consistent with last year. Gross
profit the 2HFY2023 even significantly improved to 36.5% (2HFY2022: 32.8%). It is
expected that in 2024, premium high margin products will continue to experience
significant growth, leading to a continuous improvement in the gross profit margin.

Despite a challenging operating environment, Hengan leverages its strong
comprehensive competitive advantages and effective profit-focused sales strategies to
continue expanding its market share and further solidify its robust business resilience.
The company's three core business segments—tissue paper, sanitary napkins, and
diapers—have maintained steady growth in revenue over the past two years. The
decline in raw material prices in the second half of last year intensified industry
marketing and price competition. However, the company prudently allocated
promotional resources and continued to record significant growth in high-end, high-
margin products. Gross profit margins are expected to remain stable. Hengan maintains
a healthy financial condition with a significant improvement in its debt ratio to 69.8%,
placing it in a net cash position.
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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.
© 2024 Phillip Securities (Hong Kong) Limited
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