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Jiangsu Hengli Hydraulic (601100 CH)

3Q19 profit slightly below estimate but recovery seen in Oct

Hengli’'s net profit in 3Q19 dropped ~4% YoY to RMB246mn, dragged by a
decline in the sales volume of hydraulic cylinders which also resulted in a lower
gross margin. While the result is slightly below expectations, we believe the
weakness was temporary as the capacity utilization rate recovered to 100% in
Oct based on our understanding. We believe any share price weakness today
offers entry opportunity. We continue to like Hengli for its import substitution
growth story on hydraulic cylinder, pump and valve, which we believe is structural
in nature. Stock is trading at 28x 2019E P/E.

B Key highlights on 3Q19 results. Revenue slightly grew 4.5% YoY to
RMB1.04bn in 3Q19, which was due to a 30% YoY sales volume decline of
hydraulic cylinder for medium-size excavators. This also led to a contraction
of 3.3ppt YoY on blended gross margin to 35.3%. Besides, R&D expense
increased 36% YoY to RMB60.8mn. That said, the R&D spending growth is
understandable as several tranches of new products are under development.
All these resulted in a 3.8% YoY decline in net profit to RMB246mnn.

B 9M19 net profit accounted for 75% of consensus earnings. Revenue and
net profit grew 21% YoY and 27% YoY, respectively, to RMB3.8bn and
RMB917mn, driven by (1) 15% YoY revenue growth of hydraulic cylinder for
excavator, (2) 8% YoY increase in non-standardized hydraulic cylinder for
heavy equipment; (3) 86% YoY increase in hydraulic pump and valve.
Operating cash flow surged 216% YoY to RMB1.17bn, higher than the net
profit. Based on our check, the Company is running at full utilization rate with
two shifts per day in Oct, due to order recovery. We expect earnings growth
to resume in 4Q19E.

B Keyrisks: (1) weakness in demand for excavators; (2) increase in component
cost.

Earnings Summary

(YE 31 Dec) FY16A FY17A FY18A
Revenue (RMB mn) 1,370 2,795 4,211

YoY growth (%) 26.0 104.0 50.6
Net income (RMB mn) 70 382 837
EPS (RMB) 0.08 0.43 0.95

YoY growth (%) 10.8 442.9 119.1
EV/EBITDA (x) 214.1 52.6 31.3
P/E (x) 490.9 90.4 41.3
P/B (x) 9.9 9.0 7.6
Yield (%) 0.1 0.4 0.8
ROE (%) 2.0 10.4 19.9
Net gearing (%) 3.3 5.0 Net cash

Source: Company data, CMBIS estimates
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Stock Data

Mkt Cap (RMB mn) 34,539
Avg 3 mths t/o (RMB mn) 155
52w High/Low (RMB) 42.00/17.55
Total Issued Shares (mn) 882
Source: Bloomberg

Shareholding Structure

WANG's family 71.0%
CCASS (Hong Kong) 6.5%
Deutsche Bank AG 2.2%
Free float 20.3%

Source: Company data

Share Performance
Absolute Relative

1-mth -1.5% -3.4%
3-mth +26.9% +24.7%
6-mth +36.6% +35.3%

Source: Bloomberg
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Figure 1: Key highlights of 3Q19 results

(RMB mn) 1Q18 1Q19 Change YoY 2Q18 2Q19 Change YoY 3Q18 3Q19 Change YoY
Total revenue 970 1,569 61.6% 1,194 1,224 2.6% 996 1,041 4.5%
Cost of sales (641) (1,023) 59.7% (775) (736) -5.0% (611) (674) 10.3%
Gross profit 330 546 65.5% 419 488 16.6% 385 367 -4.6%
Other income (10) (15) 46.7% (13) (11) -20.2% (10) 12) 27.5%
S&D expenses (23) (19) -17.0% (25) (29) 15.5% (38) (31) -18.7%
Administrative expenses (74) (95) 28.3% (86) (113) 32.1% (98) (104) 6.8%
Asset impairment 8) (21) 171.1% ?3) 8 n/a ) @) -45.2%
EBIT 214 395 84.3% 292 344 17.8% 237 218 -8.1%
Net finance income/(cost) (49) (35) -27.7% 45 50 11.3% 47 43 -8.5%
Other gains/(loss) 15 13 -13.6% 21 12 -45.2% 22 32 47.0%
Share of profit of JV and associates 0 0 n/a 0 0 n/a 0 0 n/a
Pretax profit 181 373 106.3% 358 405 13.3% 307 294 -4.2%
Income tax (24) 47) 94.2% (50) (60) 19.5% (50) 47) -6.6%
After tax profit 157 327 108.2% 308 345 12.2% 256 247 -3.7%
MI 0) ©) 384.4% @ @ -33.2% ©) ) 21.8%
Net profit 157 326 108.0% 307 345 12.4% 256 246 -3.8%

Source: Company data, CMBIS
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in this report.
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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.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in
the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or
its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
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reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.
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