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Jiangsu Hengli Hydraulic
(601100.SH)

Accelerating to substitute self-produced valves for imported products

27-May-19
Key Financial Indicators

FY 2018A 2019E 2020E 2021E
Revenue (Mn/CNY) 4211 5298 6097 6721
YoY (%) 50.6% 25.8% 15.1% 10.2%
Net Profit (Mn/CNY) 837 1175 1459 1673
YoY (%) 119.1% 40.4% 24.1% 14.7%
Gross Margin (%) 36.6% 38.1% 39.0% 39.7%
Net Profit Margin (%) 19.9% 22.2% 23.9% 24.9%
ROE (%) 18.4% 20.5% 21.4% 20.7%
EPS (CNY) 0.95 1.33 1.65 1.90
OCFPS (CNY) 0.91 1.26 161 2.04

Company Profile

Jiangsu Hengli Hydraulic Co Ltd develops, manufactures and sells high pressure tank, hydraulic
components and hydraulic systems. The Company's main products include fuel tanks and non-
standard cylinders for heavy equipment. (Source: Bloomberg)

Investment Highlights

Jiangsu Hengli Hydraulic (the company) is mainly engaged in the manufacture and sales of hydraulic
companents and systems and has clear development strategies.

As a leading manufacturer providing excavator cylinders, the company takes up more-than-50% share
market in domestic excavator cylinder market, and supplies products to Caterpillar. Hengli Hydraulic
expanded its businesses from excavator cylinders to special-purpose cylinders which have a wider
market, and the latter become a major growth point for the company.

Besides, Hengli Hydraulic has tapped the market of high-end valves (two times larger than the market
of high-pressure cylinders), and set up a long-term growth point through new product R&D ranging
from mobile valves to industrial valves.

The years of 2019~2020 will see the company accelerate its market share growth in the excavator
valves industry.

The company took over a decade (from 1999 to 2009) to improve its market share of excavator
cylinders to above 10%; after that, it spent only five years further increasing its market share to above
50%. In terms of excavator valves, the company took five years (2013~2018) to raise its market share
to above 10%, implying that its products have been teste by the market and may accelerate to
substitute for imported valves. We estimate the company’s revenue collected from valves sales to be
CNY 1.5/2.2 bn for year 19/20.

Earnings forecast and investment recommendation
Given strong downstream demand and the company’s top position in the industry, we revised up the
estimated net profit to CNY 1.18/1.46/1.67 bn and the estimated EPS to CNY 1.33/1.65/1.90 for year

19/20/21. We maintain “Buy” rating for the company.

Potential risks: falling prosperity of downstream industries; slower-than-expected progress of new
product promotion



IESTAIRE COMPANY RESEARCH

LUk 77

INDUSTRIAL SECURITIES

Appendix

Balance Sheet Mn/CNY Income Statement Mn/CNY
FY 2018A 2019E 2020E 2021E FY 2018A 2019E 2020E 2021E
Current Assets 4443 6142 7503 9032 Operating Income 4211 5298 6097 6721
Cash and Cash Equivalent 1571 2437 3272 4485 Operating Expense 2671 3280 3719 4056
Trading Financial Assets 0 0 0 0 Business Tax and Surcharges 43 69 82 91
Account Receivables 544 1032 1304 1503 Selling Expense 115 125 138 147
Other Receivables 19 21 24 27 Administration Expense 385 418 460 491
Inventory 1050 1217 1308 1315 Financial Expense -30 3 35 26
Non-current Asset 2828 2804 2682 2452 Asset Impairment 119 110 45 48
Available-for-sale Financial Assets 10 11 11 11 Change in Fair Value 0 0 0 0
Long-term Equity Investment 0 0 0 0 Investment Income 18 15 20 25
Investment Real Estate 0 0 0 0 Operating Profit 961 1337 1667 1915
Fixed Assets 2233 2117 2028 1905 Non-business Income 3 30 30 30
Construction in Progress 128 197 174 67 Non-business Expense 0 0 0 0
Oil and Gas Assets 0 0 0 0 Total Profit 963 1366 1696 1945
Intangible Assets 279 279 279 279 Income Tax 126 191 237 272
Total Assets 7271 8947 10185 11484 Net Profit 837 1175 1459 1673
Current Liabilities 1981 2576 2691 2752 Minority Interest Income 0 0 0 0
Short-term Loans 851 820 750 650 Net Profit Attributable to Parent Company 837 1175 1459 1673
Notes Payable 0 426 446 487 EPS(CNY) 0.95 133 1.65 1.90
Account Payable 691 836 963 1044

Others 440 494 532 571 Key Financial Ratios

Non-current Liabilities 715 621 638 641 FY 2018A 2019€ 2020E 2021
Long-term Loans 353 354 354 354 Growth

Others 361 266 283 286 Increase Rate of Business Revenue 50.7% 25.8% 15.1% 10.2%
Total Liabilities 2696 3196 3329 3393 Increase Rate of Business Profit 119.0% 39.1% 24.7% 14.9%
Share Capital 882 882 882 882 Net Profit Growth Rate 119.1% 40.4% 24.1% 14.7%
Capital Reserve 1834 1834 1834 1834

Undistributed Profit 1576 2640 3606 4679 Profitability

Minority Interest 28 28 28 28 Gross Margin Rate 36.6% 38.1% 39.0% 39.7%
Total Shareholders’ Equity 4575 5750 6856 8091 Net Profit Margin 19.9% 22.2% 23.9% 24.9%
Total Liabilities and Equity 7271 8947 10185 11484 ROE 18.4% 20.5% 21.4% 20.7%
Cash Flow Statement Mn/CNY Solvency

FY 2018A 2019E 2020E 2021E Asset-liability Ratio 37.1% 35.7% 32.7% 29.5%
Net Profit 837 1175 1459 1673 Current Ratio 2.24 2.38 2.79 3.28
Depreciation and Amortization 232 249 264 281 Quick Ratio 1.67 1.88 2.26 2.77
Property Depreciation Preparation 119 50 30 12

Amortization of Intangible Assets 13 2 2 2 Operation Capacity

Loss from Fair Value Change 0 0 0 0 Asset Turnover Ratio 62.7% 65.3% 63.7% 62.0%
Financial Expense -32 3 35 26 AR Turnover Ratio 803.2% 625.1% 484.9% 445.8%
Investment Loss -18 -15 -20 -25

Minority Interest Income 0 0 0 0 Stock Info(CNY)

Change in Working Capitals -345 -309 -358 -157 EPS 0.95 1.33 1.65 1.90
Cash Flows from Operating Activities 799 1108 1421 1803 OCFPS 0.91 1.26 1.61 2.04
Cash Flows from Investment Activities -281 -183 -133 -28 NAVPS 5.16 6.49 7.74 9.14
Cash Flows from Financing Activities -152 -59 -453 -561

Net Change in Cash 424 866 834 1214 Valuation Ratio

Beginning Balance of Cash 1025 1571 2437 3272 PE 31.3 22.3 18.0 15.7
Ending Balance of Cash 1449 2437 3272 4485 PB 5.8 46 38 33
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Introduction of Share Investment Rating

Industry Investment Rating

When measuring the difference between the markup of the industry index and that of the market’s benchmarks (Shanghai Composite Index/Shenzhen Component Index)
within twelve months after the release of the report, we define the terms as follows:

> Overweight: Industry performs better than that of the whole market;

> Neutral: Industry performs about the same as that of the whole market;

> Underweight: Industry performs worse than that of the whole market

Company Investment Rating

When measuring the difference between the markup of the company stock price and that of the market’s benchmarks (Shanghai Composite Index/Shenzhen Component Index)
within twelve months after the release of this report, we define the terms as follows:

> Buy: With a markup more than 15% better than that of the market;

> Outperform: With a markup 5% to 15% better than that of the market;

> Neutral: ~ With a markup less than 5% better or worse than that of the market;

> Underperform: ~ With a markup more than 5% worse than that of the market.

Information Disclosure

The Industrial Securities Co., Ltd. fulfills its duty of disclosure within its sphere of knowledge. The clients may visit the column of Insider Trading Prevention and Control at
www.xyzg.com.cn for the arrangement of the quiet period and the affiliates’ shareholdings.

Important statement

The information contained in this report is derived from public information. We do not warrant the accuracy and completeness of such information, nor do we guarantee that
the information and recommendations contained will never change. We have tried our best to be objective and fair about the content of this report. The opinions,
conclusions and recommendations in the article do not constitute any bid or offer price for the target securities. Our company and the author are not responsible for any
investment decision made by the investor.

Analyst Certification

We are conferred the Professional Quality of Securities Investment Consultant Industry by the Securities Association of China and have registered as the Securities Analysts.
We hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only legitimate information is used in this
report. We hereby certify that the views expressed in this report accurately reflect our personal views about any or all of the subject securities or issuers referred to herein.
We have never been, are not, and will not be compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclaimer

Industrial Securities Co., Ltd. (hereinafter referred to as the ‘Company’) is a qualified securities investment consulting institute approved by the China Securities Regulatory
Commission.

The report is to be used solely by the clients of the Company. The Company will not treat unauthorized receivers of this report as its clients. The clients understand that the
text message reminder and telephone recommendation are no more than a brief communication of research opinions, which are subject to the complete report released on
the Company’s website (http://www.xyzg.com.cn). The clients may ask for follow-up explanations if they so wish.

Based on different assumptions or standards and with different analytical approaches, the Company’s salespersons, traders and other professionals may express views,
written or oral, towards market trend and securities trading which are inconsistent with opinions and recommendations contained herein. The views in this report are subject
to change, and the

Company has no obligation to update its information with all receivers of the report.

The Company’s asset management department, proprietary business department and other investment-related departments may make independent investment decisions
based on investment that are inconsistent with opinions and recommendations contained herein.

The report is based on public information; however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The materials contained
herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the sale or purchase of any securities. The clients should make investment
decisions independently and solely at their own risks.

Under the legal framework, the Company may take positions in and trade stocks of the companies referred to herein, which may receive investment banking services from the
Company. The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions
solely on the report.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this report
where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report and reserves all rights related to this report. Unless otherwise indicated in writing, all the copyrights of all the materials
herein belong to the Company. In the absence of any prior authorization by the Company in writing, no part of this report shall be copied, photocopied, replicated or
redistributed to any other person in any form by any means, or be used in any other ways which will infringe upon the copyrights of the Company. No one shall have the right

to redistribute the report at any circumstances without the prior consent of the Company.



