Company Note

ch ] $R 57 [

CHINA GALAXY INTERNATIONAL

DOWNGRADE

Food & Beverages | China | October 30, 2019

o

I China
HOL D (previously ADD)

Consensus ratings*: Buy 29 Hold1 Sell 2

Current price: Rmb102.3
Target price: A 4 Rmb108.0
Previous target: Rmb127.0
Up/downside: 5.6%
CGl / Consensus: -17.4%
Reuters: 002304.S52
Bloomberg: 002304 CH
Market cap: US$21,820m
Rmb154,165m

Average daily turnover: US$106.7m
Rmb766.6m

Current shares o/s: 1,507m
Free float: 21.5%

*Source: Bloomberg

Key changes in this note
» FY19F/20F/21F EPS was cut by
9.7%/5.9%/0.9%

—Price Close —Relative to SHCOMP (RHS)

2 Mu.u.mu |||\|\I|“H\|\I\HI “m.\.immh i

108-18 18-19 58-19 88-19

Source: Bloomberg

Price performance M 3M 12M
Absolute (%) 1.6 -145 20.6
Relative (%) -2.8 -14 6.1
Major shareholders % held
Jiangsu Yanghe Group 34.2
Jiangsu Blue Alliance Co.Ltd 21.4

Analysts

Lei Yang

T (86) 21 6162 9676

E yanglei@chinastock.com.hk
Sun Feifei

T (86) 21 6162 5750

E sunfeifei@chinastock.com.hk

Jiangsu Yanghe Brewery

Short-term pain for long-term growth

m Yanghe’s 3Q19 sales declined 21% yoy to Rmb5bn, and its net profit dropped 23%
yoy to Rmb1.6bn, weaker than the market and our expectations.

m Yanghe’s distribution network has faced challenges since 2Q19, but we expect the
company to overcome these issues and return to normal growth in 2H20F.

m Downgrade to Hold with a DCF-based TP of Rmb108.

High channel inventory negatively impacted 3Q19 sales

Yanghe reported lackluster 9M19 sales growth of 0.6% yoy to Rmb21bn, with net profit
up 2% yoy to Rmb7bn, below our expectations. In 3Q19, sales declined by 21% yoy, and
net profit dropped by 23% yoy, mainly because Yanghe partially stopped shipments to
distributors to digest high channel inventory in 3Q19. According to Yanghe management,
channel inventory gradually fell to about 2.5 months at the end of 3Q19 from a peak of
four months in 2Q19. Management expects this to revert to the normal level of 1.5
months by the year end. Advance payment from customers decreased 29% yoy to
Rm2bn at the end of 3Q19.

Still in recovery mode

Yanghe reduced its sales rebate to distributors earlier this year, which made its
distributors’ profit margins lower than those of its peers, such as King's Luck and
Wouliangye, and reduced distributors’ motivation. Yanghe took action to overcome the
current challenges with its distribution network in 3Q19. It reduced shipments to
distributors to clean up channel inventory and improved its relationship with its
distributors. Yanghe also started strengthening management of its sales team of over
7,000. In July 2019, Yanghe recruited Mr Liu Hua Xiang to return as Vice President. Mr
Liu was in charge of Yanghe’s sales and marketing department for many years, so he
has plenty of experience dealing with distributors. In 3Q19, the Company’s S&D
expenses ratio increased by 5.1%pts yoy to 17.6% from 12.6%. We expect Yanghe to
make further efforts to increase the retail price of its core brand Blue Dream and forecast
that the S&D expenses ratio will expand by 1.6%pts yoy to 12.2% in FY20F from 11.5%
in FY19F. We expect Yanghe to overcome the distribution network concerns in 2H20F.

Share repurchase expected to increase management motivation
Yanghe announced that it would spend Rmb1-Rmb1.5bn on a share buy-back plan
during the next 12 months, with a cap repurchase price of Rmb135 per share. Based on
this price, Yanghe will buy back 0.7% of the total issued shares in the next 12 months.
These shares will be used for a share option program for key employees in the future.
The current management team’s equity interest was less than 1% of total shares as at
the end of 1H19. We expect share option plan for key employees to benefit Yanghe’s
long-term development.

Downgrade to Hold with a DCF-based TP of Rmb108

We revised down our FY19F-21F EPS by 10%/6%/1%, reflecting Yanghe’s weaker-than-
expected sales performance, because if the short-term challenges with its distribution
network. In the longer term, we think Yanghe’s diversified premium product portfolio and
well-built distribution network will help the company back to healthy growth as it regains
market confidence in the brand. Downside risks include 1) a longer-than-expected time to
improve its relationship with its distributors; and 2) more intense market competition,
particular in Yanghe’s home market — Jiangsu province. Positive catalysts include 1)
stronger growth in the new markets, and 2) a quicker-than-expected solution to
distribution problem.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue (Rmbm) 19,918 24,160 24,655 26,971 29,918
Operating EBITDA (Rmbm) 9,530 11,507 11,720 12,660 13,852
Net Profit (Rmbm) 6,627 8,115 8,312 9,128 10,130
Core EPS (Rmb) 4.43 5.41 5.54 6.08 6.75
Core EPS Growth 12.5% 22.1% 2.4% 9.8% 10.9%
FD Core P/E (x) 23.08 18.91 18.46 16.81 15.16
DPS (Rmb) 2.55 3.20 3.28 3.60 3.99
Dividend Yield 2.49% 3.13% 3.20% 3.52% 3.90%
EV/EBITDA (x) 15.99 13.08 12.45 11.17 9.85
P/FCFE (x) 56.60 27.01 16.36 16.32 14.77
Net Gearing (5.9%) (10.8%) (22.1%) (30.8%) (38.5%)
P/BV (x) 5.22 4.58 4.15 3.73 3.35
ROE 24.0% 25.8% 23.6% 23.4% 23.3%
% Change In Core EPS Estimates

CGl/consensus EPS (x) 0.91 0.88 0.86
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Short term pain for long-term
growth

Figure 1: Yanghe’s quarterly financial performance

Q118 Q218 Q318 Q418 Q119 Q219 Q319 yoy FY18  FY19F yoy 9mM18  9M19 yoy
Total Revenue 9,538 5,005 6,423 3,194| 10,890 5,109 5,099 -21%| 24,160 24,655 2%| 20966 21,098 1%
YoY (%) 26% 27% 20% 5% 14% 2% -21% 21% 2% 24% 0.6%
Cost of Goods sold 2,405 -1,740  -1,509 700| -3,017 -1,631  -1,329 -12%| 6353  -6,409 1%| 5653 5977 6%
Sale tax & additional -1,546 572 -1,253 399 |  -1,552 583 676 -46%| -3,770  -3,847 2%| -3371  -2,811 -17%
Gross profit 5,587 2,693 3,661 2,096 6,320 2,895 3,095 -15%| 14,037 14,398 3%| 11,941 12,310 3%
Other income 184 253 284 285 278 231 291 2% 1,006 1,119 11% 722 799 11%
Sale and distribution expense -602 -571 -809 -579 -697 -673 -900 11% -2,561 -2,832 11% -1,982 -2,270 15%
General Administrative expense -472 -408 -438 -414 -547 -417 -430 2% -1,732 -1,743 1% -1,318 -1,394 6%
Operating profit 4,697 1,967 2,699 1,387 5354 2,035 2,056 -24%| 10,750 10,942 2%| 9,362 9,445 1%
Net profit 3,475 1,530 2,034 1,076 4,021 1,561 1,565 -23%| 8,115 8,312 2%| 7,039 7,146 2%
YoY (%) 27% 31% 22% 3% 16% 2% -23% 22% 2% 26% 2%
Margins ppt chg ppt chg ppt chg
Gross profit margin excl: sales tax(%) 74.8%  652%  76.5% 781%|  723%  68.1%  73.9% 2.6%  737%  74.0% 03%| 73.0%  71.7% -1.4%
Sales tax 16.2%  114%  19.5% 12.5%|  142%  114%  13.2% 6.3%  15.6%  15.6% 0.0%| 161%  13.3% -2.8%
S&D expense ratio 63%  114%  12.6% 18.1% 6.4%  132%  17.6% 51%|  10.6%  11.5% 0.9% 9.5%  10.8% 1.3%
G&A expense ratio 4.9% 8.2% 6.8% 13.0% 5.0% 8.2% 8.4% 1.6% 7.2% 7.1% -0.1% 6.3% 6.6% 0.3%
Operating profit margin (%) 49.2%  393%  42.0% 43.4%|  492%  398%  40.3% -17%|  445%  44.4% 0.1%|  447%  44.8% 0.1%
Net profit margin (%) 36.4%  30.6%  317% 33.7%| 369% 306%  30.7% -1.0%|  336%  33.7% 0.1%| 33.6%  33.9% 0.3%
Figure 2: Earnings revision
FY19F FY20F FY21F

(Rmb m) Oold New Change Old New Change old New Change

Sales 26,766 24,655 -7.9%| 29,937 26,971 -9.9%| 33,490 29,918 -10.7%

Sales growth 10.8% 2.0% -8.7% 11.8% 9.4% -2.5% 11.9% 10.9% -0.9%

GPM 74.4% 74.0% -0.4% 75.1% 74.4% -0.7% 75.5% 74.9% -0.6%

OPM 44.8% 44.4% -0.4% 45.9% 43.9% -2.0% 45.4% 43.5% -1.9%

Net profit 9,102 8,312 -8.7% 10,536 9,128 -13.4% 11,788 10,130 -14.1%

Net profit growth 12.2% 2.4% -9.7% 15.8% 9.8% -5.9% 11.9% 11.0% -0.9%
Figure 3: DCF valuation
(Rmb, m) FY19F FY20F FY21F FY22F FY23F FY24F FY25F FY26F FY27F FY28F FY29F
Recur operating income 10,942 11,850 13,010 14,269 15,507 16,775 18,062 19,357 20,648 21,922 23,164
Taxes -2,790 -3,064 -3,400 -3,586 -3,897 -4,216 -4,539 -4,864 -5,189 -5,509 -5,821
Operating income, tax-affected 8,152 8,786 9,610 10,683 11,610 12,559 13,523 14,493 15,459 16,413 17,343
Add: Depreciation & amortisation 778 810 842 921 998 1,078 1,158 1,238 1,317 1,395 1,471
Add Changes in Working capital 834 6 -36 -40 -79 -123 -173 -230 -291 -358 -430
Less Capital Expenditure -500 -500 -500 -547 -593 -640 -688 -735 -783 -829 -874
Free Cash Flow to firm 9,264 9,102 9,915 11,017 11,937 12,874 13,819 14,766 15,703 16,621 17,510
YoY growth -3% -2% 9% 11% 8% 8% 7% 7% 6% 6% 5%

Key assumptions

NPV of FY19-23F Cash flow 33,055 Company 2yrs average beta 0.9
NPV of FY24-29F Cash Flow 41,919 Risk free rate 3.4%
NPV of Terminal Value 84,428 Risk premium 8.3%
Enterprise Value 159,401 Cost of equity 11.1%
Add Net cash/(Net Debt) 3,615 Cost of Debt 4.3%
Less Minority 20 Debt % 0.0%
Equity value of firm 163,037 Tax rate 25.0%
Share outstanding (m) 1,507 WACC 11.1%
Target price (Rmb) 108 Terminal growth rate 3.0%
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Figure 4: Yanghe’s 12M forward P/E (x)

Figure 5: Yanghe’s 12M forward EV/EBITDA (x)yang

Current P/E (x): 17; Mean:19; +1STD: 23; -1STD: 14

Current EV/EBITDA (x): 11; Mean: 14; +1STD: 17; -1STD: 11

5 T T T T T T T T T T T T T T T T T T T T T T T T 5 T T T T T T T T T T T T T T T T T T T T
EEREEEEEEEEREREEEFEREEEE SeZgy¥zoIIasgennanaa
- - — — — — — — — — — —-
e 1 JM fOrward P/E(x)  ====Mean +Hlstd ====-1std e 1 )M forward EV/Ebitda = == - Mean +1std ====--1std
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Figure 6: Peer comparison
Company Name Bloomberg Recom Target Last Quoted Market cap P/E (x) P/BV (x) EV/EBITDA (x) ROE (%) Dividend Yield (%)
Ticker price price  currency

Local Local (US$, m) 2019F 2020F 2019F 2020F 2019F 2020F 2019F 2020F 2019F 2020F
Kweichow Moutai Co Ltd-A 600519 CH ADD 1328 1183.8 Rmb 210,770 34.4 29.0 10.8 8.9 21.8 18.4 345 33.7 15 1.8
Jiangsu Yanghe Brewery -A 002304 CH HOLD 108 102.3 Rmb 21,850 19.1 17.4 4.3 3.9 12.9 11.6 23.6 23.4 3.1 3.4
Wauliangye Yibin Co Ltd-A 000858 CH ADD 164 131.0 Rmb 72,043 29.6 245 7.0 6.1 19.8 16.3 25.3 26.8 1.7 2.0
Luzhou Laojiao Co Ltd-A 000568 CH ADD 122 85.8 Rmb 17,812 26.7 21.6 6.8 6.1 19.0 15.2 26.5 29.6 2.4 3.0
Chongqing Brewery Co-A 000568 CH NR NA 43.7 Rmb 2,996 38.9 37.4 16.2 15.0 26.9 24.2 43.9 42.7 2.0 2.1
Anhui Gujing Distillery Co-A 000596 CH NR NA 111.7 Rmb 6,984 253 20.3 5.7 4.6 15.1 12.2 235 24.0 1.2 15
Shanxi Xinghuacun Fen Wine-A 600809 CH NR NA 89.3 Rmb 11,033 39.9 32.0 9.9 8.1 25.2 20.7 25.7 26.0 11 1.4
Jiugui Liquor Co Ltd-A 000799 CH NR NA 32.8 Rmb 1,510 36.9 27.7 4.4 3.9 25.1 19.9 11.7 13.7 0.8 0.9
Beijing Shunxin Agricult-A 000860 CH NR NA 44.3 Rmb 4,653 28.6 21.8 3.9 34 17.9 14.4 13.2 15.2 11 15
Xinjiang Yilite Industry-A 600197 CH NR NA 15.7 Rmb 978 13.7 11.9 NA NA NA NA 16.1 16.8 NA NA
Hebei Hengshui Laobaigan-A 600559 CH NR NA 115 Rmb 1,463 17.4 13.8 3.2 29 12.3 10.8 12.4 13.6 1.5 1.9
Shede Spirits Co Ltd-A 600702 CH NR NA 30.7 Rmb 1,469 231 17.7 3.6 3.1 17.8 14.0 145 16.1 0.6 0.9
Sichuan Swellfun Co Ltd-A 600779 CH NR NA 52.8 Rmb 3,656 33.7 26.9 11.5 9.5 23.6 18.9 35.6 37.8 2.3 2.7
Anhui Yingjia Distillery C-A 603198 CH NR NA 21.1 Rmb 2,396 20.3 18.9 NA NA| NA NA| 16.6 15.1 NA NA|
Jiangsu King'S Luck Brewer-A 603369 CH NR NA 32.6 Rmb 5,795 28.0 22.6 5.6 4.7 19.5 15.4 20.0 21.1 1.1 1.4
Average in China domestic baijiu market 27.7 229 7.1 6.2 19.8 16.4 23.1 23.9 1.6 1.9
Budweiser Brewing Co Apac Lt 2319 HK NR NA 28.7 HK$ 48,393 50.1 38.5 3.2 3.1 219 19.6 9.0 9.7 1.0 1.3
Tsingtao Brewery Co Ltd-H 168 HK ADD 61.0 46.1 HK$ 8,556 26.0 238 29 2.8 11.9 10.7 10.9 11.4 1.0 11
China Resources Beer Holding 291 HK ADD 51.0 41.0 HK$ 16,965 38.0 31.0 5.9 5.4 23.8 19.3 16.1 18.0 0.7 1.0
Average in HK market 38.0 311 4.0 3.7 19.2 16.5 12.0 13.0 0.9 1.1
Diageo Plc DGE LN NR NA 3119.0 GBP 94,425 25.4 221 9.3 8.7 18.9 17.7 33.9 39.0 22 2.3
Anheuser-Busch Inbev Sa/Nv ABI BB NR NA 725 EUR 162,866 17.2 17.5 2.2 2.0 125 12.1 14.0 12.6 2.4 25
Ambev Sa ABEV3 BZ NR NA 17.6 BRL 69,178 23.1 20.8 4.6 4.4 12.3 11.4 20.6 22.0 3.4 4.4
Constellation Brands Inc-A STZ US NR NA 193.0 Us$ 37,064 21.0 224 3.2 3.0 17.2 17.5 20.2 13.3 15 15
Carlsberg As-B CARLB DC NR NA 954.6 DKK 21,510 235 213 33 3.2 11.5 10.9 139 15.0 21 2.3
Molson Coors Brewing Co -B TAP US NR NA 54.7 uss 11,904 12.3 12.3 0.8 0.8 9.3 9.3 6.9 6.7 3.6 4.2
Heineken Nv HEIA NA NR NA 90.6 EUR 58,051 20.8 19.3 33 3.1 11.9 11.4 15.9 15.8 1.9 2.0
Asahi Group Holdings Ltd 2502 JP NR NA 5430.0 JPY 24,128 16.5 14.3 2.0 1.8 111 10.1 12.8 12.8 20 22
Kirin Holdings Co Ltd 2503 JP NR NA 2324.0 JPY 19,518 274 14.6 2.2 21 12.8 10.3 8.7 14.4 2.7 29
Pernod Ricard Sa RIFP NR NA 161.3 EUR 47,603 25.6 231 2.7 25 17.6 16.1 10.8 11.0 1.7 21
United Spirits Ltd UNSP IN NR NA 612.0 INR 6,267 58.4 48.9 139 11.2 333 30.0 26.9 25.2 0.1 0.3
Brown-Forman Corp-Class B BF/B US NR NA 64.5 uss 30,236 37.7 35.8 18.9 16.7 27.4 26.3 56.3 49.3 1.0 1.1
Remy Cointreau RCO FP NR NA 118.4 EUR 6,602 36.5 32.2 4.0 4.0 223 19.9 11.3 12.6 15 15
Davide Campari-Milano Spa CPRIM NR NA 8.2 EUR 10,643 345 30.5 4.0 3.7 211 19.4 121 12.4 0.6 0.7
C&C Group Plc GCCID NR NA 4.1 EUR 1,402 15.9 135 2.2 2.0 13.2 11.6 14.9 14.3 3.7 4.2
Becle Sab De Cv CUERVO* MM NR NA 34.0 MXN 6,495 31.0 26.4 25 2.4 20.6 17.6 8.1 9.2 15 1.8
Sapporo Holdings Ltd 2501 JP NR NA 2721.0 JPY 1,970 248 22.0 13 12 11.4 10.8 5.3 5.9 15 1.6
Vina Concha Y Toro Sa CONCHACI NR NA 1404.0 CLP 1,438 20.1 16.5 1.7 1.6 13.2 11.3 8.7 9.9 1.8 22
Treasury Wine Estates Ltd TWE AU NR NA 17.4 AUD 8,590 28.3 23.9 3.4 3.2 17.2 14.6 12.4 14.0 2.3 2.7
Average in International market 26.3 23.0 4.5 4.1 16.6 15.2 16.5 16.6 2.0 2.2

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD Core EPS
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Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F

@ Rolling P/BV (x) (Ihs) ROE (rhs) @ 12-mth Fwd Rolling FD Core P/E (x) (Ihs)
FD Core EPS Growth (rhs)

Profit & Loss
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Net Revenues 20,578 25,166 25,773 28,090 31,037
Gross Profit 12,745 15,043 15,517 16,978 18,860
Operating EBITDA 9,530 11,507 11,720 12,660 13,852
Depreciation And Amortisation =727 -758 -778 -810 -842
Operating EBIT 8,803 10,749 10,942 11,850 13,010
Financial Income/(Expense) 34 65 143 324 502
Pretax Income/(Loss) from Assoc. 0 0 0 0 0
Non-Operating Income/(Expense) 11 26 18 18 18
Profit Before Tax (pre-El) 8,918 10,890 11,157 12,246 13,584
Exceptional Items
Pre-tax Profit 8,848 10,839 11,103 12,192 13,530
Taxation -2,229 -2,724 -2,790 -3,064 -3,400
Exceptional Income - post-tax
Profit After Tax 6,619 8,115 8,313 9,128 10,130
Minority Interests 8 -0 -0 -0 -0
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 6,627 8,115 8,312 9,128 10,130
Recurring Net Profit 6,680 8,154 8,353 9,169 10,170
Fully Diluted Recurring Net Profit 6,680 8,154 8,353 9,169 10,170
Cash Flow
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
EBITDA 9,530 11,507 11,720 12,660 13,852
Cash Flow from Invt. & Assoc.
Change In Working Capital 236 1,191 834 6 -36
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow -2,881 -3,641 -2,629 -2,721 -2,880
Net Interest (Paid)/Received 0 0 0 0 0
Tax Paid
Cashflow From Operations 6,885 9,057 9,924 9,944 10,935
Capex -4,161 -3,349 -500 -500 -500
Disposals Of FAs/subsidiaries
Acq. Of Subsidiaries/investments
Other Investing Cashflow
Cash Flow From Investing -4,161 -3,349 -500 -500 -500
Debt Raised/(repaid)
Proceeds From Issue Of Shares
Shares Repurchased
Dividends Paid -3,169 -3,843 -4,822 -4,940 -5,424
Preferred Dividends
Other Financing Cashflow -248 -0 0 0 0
Cash Flow From Financing -3,417 -3,843 -4,822 -4,940 -5,424
Total Cash Generated -693 1,865 4,602 4,504 5,011
Free Cashflow To Equity 2,724 5,707 9,424 9,444 10,435
Free Cashflow To Firm 2,724 5,707 9,424 9,444 10,435

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS... cont’'d

Balance Sheet
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Cash And Equivalents 1,751 3,615 8,217 12,722 17,733
Total Debtors 365 315 341 367 401
Inventories 12,862 13,892 12,834 13,301 13,935
Total Other Current Assets 13,549 18,052 18,052 18,052 18,052
Total Current Assets 28,527 35,875 39,444 44,442 50,121
Fixed Assets 8,250 7,834 7,610 7,354 7,066
Total Investments 2 9 9 9 9
Intangible Assets 1,930 2,058 2,004 1,950 1,896
Total Other Non-Current Assets 4,550 3,788 3,788 3,788 3,788
Total Non-current Assets 14,732 13,689 13,411 13,101 12,760
Short-term Debt
Current Portion of Long-Term Debt
Total Creditors 13,439 15,628 15,429 15,929 16,560
Other Current Liabilities
Total Current Liabilities 13,439 15,628 15,429 15,929 16,560
Total Long-term Debt 0 0 0 0 0
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 324 311 311 311 311
Total Non-current Liabilities 325 311 311 311 311
Total Provisions 0 0 0 0 0
Total Liabilities 13,763 15,939 15,741 16,240 16,871
Shareholders’ Equity 29,515 33,645 37,135 41,323 46,029
Minority Interests -20 -20 -20 -20 -20
Total Equity 29,495 33,625 37,115 41,303 46,009
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue Growth 15.9% 21.3% 2.0% 9.4% 10.9%
Operating EBITDA Growth 11.9% 20.7% 1.9% 8.0% 9.4%
Operating EBITDA Margin 47.8% 47.6% 47.5% 46.9% 46.3%
Net Cash Per Share (Rmb) 1.16 2.40 5.45 8.44 11.77
BVPS (Rmb) 19.59 22.33 24.64 27.42 30.54
Gross Interest Cover N/A N/A N/A N/A N/A
Effective Tax Rate 25.2% 25.1% 25.1% 25.1% 25.1%
Net Dividend Payout Ratio 57.4% 59.1% 59.0% 59.1% 59.1%
Accounts Receivables Days 3.52 3.54 3.61 3.40 3.37
Inventory Days 584.4 482.3 475.5 430.4 408.2
Accounts Payables Days 254.2 199.2 200.4 190.4 190.2
ROIC (%) 37.1% 38.5% 36.3% 40.8% 45.2%
ROCE (%) 32.1% 34.4% 31.5% 31.2% 31.1%
Return On Average Assets 16.2% 17.5% 16.1% 16.0% 16.1%
Key Drivers

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
ASP (% chg, main prod./serv.) 6.7% 20.5% 3.5% 7.0% 8.0%
Unit sales grth (%, main prod./serv.) 9.0% -0.9% -1.5% 2.5% 3.0%
Util. rate (%, main prod./serv.) N/A N/A N/A N/A N/A
ASP (% chg, 2ndary prod./serv.) N/A N/A N/A N/A N/A
Unit sales grth (%,2ndary prod/serv) N/A N/A N/A N/A N/A
Util. rate (%, 2ndary prod/serv) N/A N/A N/A N/A N/A
ASP (% chg, tertiary prod/serv) N/A N/A N/A N/A N/A
Unit sales grth (%,tertiary prod/serv) N/A N/A N/A N/A N/A
Util. rate (%, tertiary prod/serv) N/A N/A N/A N/A N/A
Unit raw mat ASP (%chg,main) N/A N/A N/A N/A N/A
Total Export Sales Growth (%) N/A N/A N/A N/A N/A
Export Sales/total Sales (%) N/A N/A N/A N/A N/A
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any jurisdiction
where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China Galaxy International Securities
(Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International Financial
Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly or implied) is made as
to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past performance should
not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. The
recipient of this report should understand and comprehend the investment objectives and its related risks, and where necessary consult their own independent
financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this report, such
views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings Limited, its subsidiaries and
associate companies (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy International and/or
the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report and its attachment/s and/or
any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy International
Financial Holdings Limited. China Galaxy International may have financial interests in relation to the subjected company(ies)’ securities in respect of which are
reviewed in this report, and such interests aggregate to an amount may equal to or less than 1% of the subjected company(ies)’ market capitalization unless specified
otherwise.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) mentioned in this
report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transactions with the
securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a position or holding, or other
material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

Galaxy International Securities may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of,
any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or investment services in relation
to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this report.

Furthermore, Galaxy International Securities may have received compensation for investment banking services from the company(ies) mentioned in this report within
the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

China Galaxy International has procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the
production of research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment banking
function of Galaxy International Securities and procedures are in place to ensure that confidential information held by either the research or investment banking
function is handled appropriately.

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered in this report:
(1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or her compensation was, is, or
will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and Futures
Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of this report; (2) will deal in
or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as an officer of any of the Hong Kong-listed
companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies covered in this report.

We are transferring the rating mechanism from “BUY, SELL, HOLD” to “ADD, REDUCE, HOLD”. Please refer to the definitions below.

Explanation on Equity Ratings

ADD :  The stock’s total return is expected to exceed 10% over the next 12 months.

REDUCE : The stock’s total return is expected to fall below 0% or more over the next 12 months.

HOLD : The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co., Limited.
China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




