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Jiangsu Hengli Hydraulic (601100 CH) o el R

Earnings impressive but we are now more conservative on valuation BUY (Maintain)

Target Price: RMB95.00
Hengli’s net profit in 2020 came in at RMB2.25bn (+74% YoY) which is close to (Previous TP RMBM&?’O)
the high end of the profit range stated in the profit alert. Besides, net profit in Up/DownS{de. +16%
Current Price: RMB82.12

1Q21 surged 126% YoY to RMB783mn, in line with our expectation. While the
results are brilliant, the revenue guidance of 15% in 2021E is conservative in our
view. We slightly revise up our earnings forecast in 2021E2/22E by 1%/2% but
trim our TP to RMB95 from RMB143 (based on 43x 2021E P/E, down from 65Xx).
Our lower target valuation is to reflect a potential slowdown of excavator demand
in the near term, as preliminary industry figures suggest that excavator sales
growth in Apr is expected to slow to 10% for the industry as whole, versus 60%
in Mar.

China Capital Goods

Wayne Fung, CFA
(852) 3900 0826
waynefung@cmbi.com.hk
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B Earnings hlgh_llght in 2020. Hgngll s ne@ profit in 2020 surged .74/0 YoY_ to MK Cap (RMB mn) 107.196
RMB2.25bn, driven by 45% YoY increase in revenue, gross margin expansion Avg 3 mths t/o (RMB mn) 816
by 6.3ppt YoY to 44.1% and operating leverage. In 4Q20, net profit surged 52w High/Low (RMB) 137.66/45.39
106% YoY to RMB782mn. Gross margin in 4Q20 reached an impressive level ;g;?'c:s‘g‘:ggmi':;es (i) £30o
of 48% (+7.3ppt YoY). Hengli proposed final dividend of RMBO.6 per share, '
implying 34.7% payout ratio. Shareholding Structure

. . . . . WANG'’s famil 71.0%

B Solid market share gain on hydraulic cylinder for excavator. Hydraulic CCASS (HongyKong) 10.0%
cylinder sales volume grew 45% YoY to 706k units in 2020. We estimate Others 19.0%
Hengli achieved 54% market share (+3ppt YoY). Gross margin of hydraulic Source: Company data
cylinder (including non-standardized products) expanded 7.4ppt YoY to 46.8%. Share Performance

B Explosive growth of pump and valve + strong gross margin expansion. AEEGE - REEDNE

% YoY to 137k units in 2020 S Que AT
Sales volume of pump a.nd. valves .surged 103% YoY to units in . 3-mth 29.0% 22.2%
The segment gross margin impressively expanded 14.4ppt YoY to 52.3%. We 6-mth 28.4% 18.0%
expect pump and valve will continue to serve as important drivers go forward. SOUIEES (79I 2=

B Earnings highlight in 1Q21. Net profit surged 126% YoY to RMB783mn, 12-mth Price Performance
driven by 109% YoY increase in revenue and 3.2ppt gross margin expansion G O )

.- . 140.0 —_— rebase
(to 41%). Net profit in 1Q21 accounted for 27% of our full year estimates (run 1200
rate in 1Q20: 15%). 1000
. . P . 80.0

B Key risks: (1) Slowdown of construction activities; (2) risk of overseas 60.0

expansion; (3) increase in raw materials cost. 40,0
20.0
Earn I ngs Su mmar 0.(21/2‘()20 7/2620 10/2‘020 1/2621
(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB mn) 5,414 7,855 9,298 10,650 11,779 Source: Bloomberg
YoY growth (%) 28.6 45.1 18.4 14.5 10.6 )
Net income (RMB mn) 1,296 2,254 2,897 3,452 4,006 Auditor: RSM
EPS (RMB) 0.99 1.73 2.22 2.64 3.07 _ _ _
YoY growth (%) 54.9 73.9 28.5 19.2 16.1 1 gh'f;a é?onstﬂtlctlonl 'Vé%%;lgeg
ector — Excavator sales + 0 YO
Consensus EPS (RMB) NA NA 2.15 2.59 NA in Mar; BUY SANY Heavy & Hengli
EV/EBITDA (x) 63.5 35.2 30.8 26.6 23.6 —9 Apr2021
P/E (x) 82.7 47.6 37.0 311 26.8 2. Jiangsu Henglii Hydraulic (601100
P/B (x) 19.2 14.7 11.4 9.0 7.3 CH) — 2020E earnings above
Yield (%) 05 0.7 0.9 1.1 1.3 expectations; Solid structural growth
() story — 22 Jan 2021
ROEd(f;)/ S 25.6 35.0 34.6 324 30.2 3. Jiangsu Hengli Hydraulic (601100
Net debt / equity (%) Net cash Net cash Net cash Net cash Net cash CH) — Solid share gain story for both
Source: Company data, Bloomberg, CMBIS estimates short and long-term; Raise earnings
est. & TP — 11 Dec 2020
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: 2020 results highlights

YEDec 31(RMB mn) 2019 2020 Change (YoY)
Total revenue 5,414 7,855 45.1%
Cost of sales (3,369) (4,391) 30.3%
Gross profit 2,045 3,464 69.4%
Surcharge (52) (72) 38.9%
S&D expenses (111) (107) -4.0%
Administrative expenses (435) (509) 16.9%
Asset impairment (52) (90) 73.7%
EBIT 1,395 2,687 92.7%
Net finance income/(cost) 31 (151) n/a

Finance income 187 223 19.2%

Finance expenses (156) (375) 139.8%
Other gains/(losses) 67 74 9.7%
Share of profit of JV and associates 0 0 n/a
Pretax profit 1,493 2,609 74.8%
Income tax (195) (348) 78.7%
After tax profit 1,298 2,261 74.2%
Mi (2) (7) 278.2%
Net profit 1,296 2,254 73.9%

D&A 264 311 17.7%

EBITDA 1,659 2,997 80.7%
Source: Company data, CMBIS
Figure 2: 1Q21 results highlights
(RMB mn) 1Q20 1Q21 Change YoY 2Q19 2Q20 Change YoY 3Q19 3Q20 Change YoY 4Q19 4Q20 Change YoY
Total revenue 1,369 2,857 108.7% 1,224 2,087 70.5% 1,041 1,867 79.4% 1,580 2,532 60.2%
Cost of sales (850) (1,684) 98.1% (736)  (1,159) 57.6% (674)  (1,065) 58.0% 937)  (1,317) 40.6%
Gross profit 518 1,172 126.2% 488 928 90.0% 367 803 118.7% 644 1,215 88.8%
Other income (13) (30) 121.6% (11) (23 111.3% (12) (14 15.2% (14) (22) 53.9%
S&D expenses (26) (30) 12.2% (29) (29) 0.7% (31) (39) 23.5% (32) (14) 57.1%
Administrative expenses 97)  (168) 72.8% (113) (108) -4.3% (104) (115) 10.0% (123) (188) 53.3%
Asset impairment (18) (23) 22.7% 8 (24) n/a 1) 0 n/a 37) 47) 25.1%
EBIT 363 922 154.2% 344 744 116.5% 218 635 191.1% 437 945 116.0%
Net finance income/(cost) 37 ) n/a 50 3) n/a 43 (85) n/a 27) (101) 279.1%
Other gains/(loss) 18 18 2.7% 12 18 50.6% 32 28 -12.6% 10 10 -2.0%
Profit of JV & associates 0 0 n/a 0 0 n/a 0 0 n/a 0 0 n/a
Pretax profit 418 937 124.2% 405 759 87.2% 294 579 97.0% 421 853 102.8%
Income tax (70)  (153) 118.0% (60) (118) 97.2% (47) (91) 94.3% (41) (68) 65.1%
After tax profit 348 784 125.4% 345 641 85.5% 247 487 97.6% 380 785 106.9%
Mi (&3] @ 77.4% (&3] @) n/a ) [6N) n/a 1) 4 617.5%
Net profit 347 783 125.5% 345 639 85.4% 246 486 97.3% 379 782 106.2%
Key ratios ppt ppt ppt ppt
Gross margin 37.9%  41.0% 3.2 39.9%  44.5% 4.6 35.3%  43.0% 7.7 40.7%  48.0% 7.3
S&D expense ratio 1.9%  1.0% 0.9 2.4% 1.4% -1.0 3.0% 2.0% 0.9 2.0% 0.5% 1.5
Adminstrative and R&D exp ratio 7.1% 5.9% -1.2 9.2% 5.2% -4.1 10.0% 6.2% -3.9 7.8% 7.4% -0.3
Effective tax rate 16.8%  16.4% 0.5 14.8%  15.6% 0.8 16.0%  15.8% 0.2 9.8% 7.9% -1.8

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 3: Change in key assumptions

Old New Change

(RMB mn) 2021E 2022E 2021E 2022E 2021E 2022E

Revenue

Hydraulic cyclinder for excavator 3,566 3,851 3,566 3,851 0.0% 0.0%

Specialised hydraulic cyclinder for heawy equpment 1,958 2,129 1,563 1,720 -20.1% -19.2%

Hydraulic pump and valve 2,520 3,276 2,923 3,654 16.0% 11.5%

Hydraulic system 250 280 212 237 -15.2% -15.2%

Component 782 899 1,015 1,167 29.8% 29.8%

Revenue (hydraulic business) 9,076 10,435 9,279 10,629 2.2% 1.9%

Other business 19 21 19 21 0.7% 0.7%

Total revenue 9,094 10,456 9,298 10,650 2.2% 1.9%

Gross margin

Hydraulic cyclinder for excavator 44.7% 44.5% 44.7% 44.5% 0.0 0.0

Specialised hydraulic cyclinder for heavy equpment 41.0% 41.0% 41.0% 41.0% 0.0 0.0

Hydraulic pump and valve 44.0% 44.0% 46.0% 45.0% 2.0 1.0

Hydraulic system 34.0% 34.0% 35.0% 35.0% 1.0 1.0

Component 33.0% 33.0% 20.0% 25.0% -13.0 -8.0

Gross margin (hydraulic business) 42.4% 42.4% 41.6% 41.8% -0.8 -0.6

Other business 66.0% 66.0% 66.0% 66.0% 0.0 0.0

Average gross margin 42.5% 42.4% 41.6% 41.8% -0.8 -0.6

Change (ppt)

S&D expense ratio -1.9% -1.9% -1.2% -1.1% 0.7 0.8

Admin expense and R&D ratio -6.2% -6.0% -6.2% -6.0% 0.0 0.0

Net profit 2,868 3,387 2,897 3,452 1.0% 1.9%

Source: Company data, CMBIS estimates

Figure 5: CMBIS excavator sales projection

Figure 4: Excavator monthly sales volume (industry) (industry)
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Note: Estimated figure for Apr 2021 Source: Company data, CMBIS estimates

Source: CCMA, CMBIS estimates

Figure 6: Hengli’s market share in hydraulic cylinder
for excavator

Figure 7: Hengli’s revenue breakdown
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Source: Company data, CMBIS estimates Source: Company data, CMBIS estimates
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Figure 8: Hengli’s revenue of pump & valves Figure 9: Revenue breakdown by region
RMB mn 100% .
5,000 300% 90% . I I I I I
4,500 80%
4,000 250% 70%
199%
3,500 200% 60%
0,
3,000 143% 50%
2,500 150% 40%
2,000 30%
0,
1,500 100% S0
1,000 50  25%  25%  50% 10%
500 0%
0 0% 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
2017 2018 2019 2020 2021E 2022F .
Hydraulic pump and valve  ====Growth (YoY) RHS China mOverseas
Source: Company data, CMBIS estimates Source: Company data, CMBIS
Valuation

We continue to like Hengli’s structural growth story as (1) the competitive landscape is
favourable for Hengli to achieve further import substitution across different products; (2)
Hengli’'s growth has become more structural than cyclical. That said, we trim our TP to
RMB95 from RMB143 as we revise down our target P/E to 43x, making it in line with the
historical average (previously 65x 2021E P/E). Preliminary figures suggest that excavator
sales growth in Apr slowed to 10% for the industry as whole, versus 60% in Mar. Our more
conservative multiple is to reflect the potential slowdown of excavator demand in the near
term following the peak season in 1Q21.

Figure 10: Hengli’s P/E band Figure 11: Hengli’s P/B band
140 4 ) 61x 120 l’ 17.5x
100 4 13.5x
9.5x
40 5.5x

Source: Bloomberg, Company data, CMBIS estimates Source: Bloomberg, Company data, CMBIS estimates
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Income statement

Cash flow summary

YE 31 Dec (RMB mn) FYI9A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Total revenue 5,414 7,855 9,298 10,650 11,779 Pretax profit 1,493 2,609 3,415 4,070 4,723
Cost of sales (3,369) (4,391) (5,429) (6,198) (6,769) Finance cost (33) 146 43 39 39
Gross profit 2,045 3,464 3,869 4,452 5,010 Profitorloss of associates 0 0 0 0 0
Surcharge (52) (72) (93) (106) (118) Loss/(gain) on disposal 1 1 0 0 0
S&D expenses (111) (107) (112) (117) (130) Depreciation & amortization 264 311 338 369 394
Administrative expenses (435) (509) (576) (639) (695) Income tax paid (375) (714) (512) (610) (708)
Asset impairment (52) (90) 0 0 0 Change in working capital 66 (849) 29 (466) (268)
EBIT 1,395 2,687 3,088 3,589 4,068 Others 253 488 0 0 0
Net finance income/(cost) 31 (151) 234 374 537 Cash flow from operation 1,660 1,981 3,312 3,402 4,179
Finance income 187 223 276 413 576 Net capex on PP&E (434) (380) (500) (500) (400)
Finance expenses (156) (375) (43) (39) (39) Investment in JV/associates 0 0 0 0 0
Other gains/(losses) 67 74 93 106 118 Investment in subsidiaries 0 0 0 0 0
Profit of JV and associates 0 0 0 0 0 Investment in intangibles @) (@9 (200 (200 (20
Pretax profit 1,493 2,609 3,415 4,070 4,723 Dividend received 0 0 0 0 0
Income tax (195) (348) (512) (610) (708) Others (14) (264) 0 0 0
After tax profit 1,298 2,261 2,903 3,459 4,015 Cash flow from investing (452) (663) (520) (520) (420)
Ml 2) @) (6) (@) (8) Equity financing/(repurchase) 0 0 0 0 0
Net profit 1,296 2,254 2,897 3,452 4,006 Netbank borrowings (100) (361) (150) 0 0
Dividend paid (265) (529) (783) (1,014 (1,208
D&A 264 311 338 369 394 Interest paid (107) (40) (43) (39 (39
EBITDA 1,659 2,997 3,426 3,958 4,462 Others 18 112 0 0 0
Cash flow from financing (454) (818) (976) (1,053 (1,247
Change in cash 754 499 1,816 1,829 2,512
Cash at beginning of the year 1,571 2,343 2,777 4,593 6,422
Exchange and others 18 (66) 0 0 0
Cash at the end of the year 2,343 2,777 4,593 6,422 8,934
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 2,935 3,025 3,207 3,358 3,384 Sales mix (%)
PP&E 2,364 2,432 2,608 2,753 2,774 Cylinder for excavator 40% 40% 38% 36% 33%
JV/associates 0 0 0 0 0 Cylinder for heavy equipment 25% 17% 17% 16% 15%
Goodwill 0 0 0 0 0 Hydraulic pump and valve 21% 30% 31% 34% 39%
Intangible assets 273 280 286 292 297 Hydraulic system 3% 2% 2% 2% 2%
AFS investments 0 0 0 0 0 Component 9% 11% 11% 11% 11%
Others 257 261 261 261 261 Other business 0% 0% 0% 0% 0%
Deferred tax assets 41 52 52 52 52 Total revenue 100% 100% 100% 100% 100%
Current assets 5492 7,595 9,501 12,082 14,832 Profit & loss ratio (%)
Inventories 997 1,217 1,520 1,537 1,838 Gross margin 37.8 441 416 418 425
Trade and bill receivables 1,639 2,705 2,492 3,227 3,163 EBIT margin 258 34.2 332 337 345
Prepayment 98 164 164 164 164 Net profit margin 240 288 312 325 341
Others 414 733 733 733 733 Growth (%)
Pledged deposits 0 0 0 0 0 Revenue 286 451 184 145 10.6
Cash 2,343 2,777 4,593 6,422 8,934 Gross profit 32.7 694 117 151 126
Current liabilities 2,170 2,590 2,608 2,895 2,865 EBIT 58.7 927 149 162 134
Trade and bill payables 791 1,131 1,249 1536 1,506 Net profit 549 739 285 192 16.1
Bank borrowings 937 554 454 454 454 Balance sheet ratio
Tax payable 62 119 119 119 119 Current ratio (x) 2.5 2.9 3.6 4.2 5.2
Advance from customers 192 108 108 108 108 Receivable turnover days 100 101 102 98 99
Others 188 677 677 677 677 Inventory turnover days 111 92 92 90 91
Non-current liabilities 643 679 629 629 629 Payable turnover days 80 80 80 82 82
Bank borrowings 200 370 320 320 320 Net debt / total equity (%) Net cash Net cash Netcash Netcash Netcash
Deferred tax liabilities 70 108 108 108 108 Profitability (%)
Deferred income 223 200 200 200 200 ROA 165 237 248 245 238
Others 150 0 0 0 0 ROE 256 350 346 324 302
Equity 5,614 7,352 9,471 11,917 14,723 Per share data
Shareholders' equity 5,584 7,314 9,427 11,866 14,664 EPS (RMB) 099 173 222 264 3.07
MI 30 38 44 51 59 BVPS (RMB) 428 560 7.22 9.09 11.23
DPS (RMB) 0.41 060 0.78 093 1.07
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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