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Dah Chong Hong (Reuters: 1828.HK, Bloomberg: 1828 HK)

HK$ in mn, year-end Dec FY12A FY13A FY14A FY15E FY16E
Revenue (HK$ mn) 48,014 42,261 46,489 49,941 53,699
Net Profit (HK$ mn) 1,046 901 750 862 1,057
EPS (HK$) 0.57 0.49 0.41 0.47 0.58
DPS (HK$) 0.21 0.18 0.15 0.18 0.21
Revenue growth (%) 4.1% (12.0%) 10.0% 7.4% 7.5%
EPS growth (%) (21.2%) (13.9%) (16.8%) 14.9% 22.3%
ROCE 8.0% 6.7% 6.1% 6.5% 7.4%
ROE 12.3% 10.1% 8.2% 9.0% 10.4%
P/E (x) 7.3 8.5 10.2 8.9 7.3
P/BV (x) 0.9 0.9 0.8 0.8 0.7
EV/EBITDA (x) 5.1 7.3 8.4 7.7 6.8
Dividend Yield 5.1% 4.4% 3.6% 4.2% 5.1%
Source: Company data, Bloomberg, J.P. Morgan estimates.

Company Data
Shares O/S (mn) 1,821
Market Cap (HK$ mn) 7,648
Market Cap ($ mn) 986
Price (HK$) 4.20
Date Of Price 02-Mar-15 
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Price Target End Date 31-Dec-15
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Dah Chong Hong (DCH) is a leading auto distributor in HK and 
China and also a major food distributor. The company reported FY14 
results with sales rising 10.0% Y/Y (slightly lower than JPM expectations
by 2.7%) and net profit declining 12% (8.2% lower than expectations), 
mainly dragged down by the motor business segment in PRC. We are 
maintaining our Neutral rating with a new Dec-15 PT of HK$4.3.

 Not out of the woods yet. The 2014 results were quite poor, mainly 
attributable to the poor demand in China for most of the year. Our auto 
team has already seen some recovery in auto demand and has been quite 
positive on demand for this CNY. We need to see more evidence of 
strong demand for DCH's China dealership business before becoming 
more positive on the company. We should see demand recovering at the 
OEM auto makers before sales and margins start to improve for DCH.

 Lower estimates and PT. We lower our FY15/16 sales estimates by 
4.0%/4.2% due to the lower than expected China auto sales in 
FY14. We cut our EBIT margins assumptions by 0.5% pt to 3.2% in 
FY15 compared to 3.0% in FY14 and our prev. estimate of 3.7% for 
FY15. Our PT is lowered to HK$4.3 due to the changes in earnings 
estimates.

 Valuation, price target and risks. Our new DCF-based Dec-15 PT of 
HK$4.3 implies a 12-month fwd P/E of 7.4. The key downside risk to 
our PT includes licensing restrictions on new cars in major cities and the 
key upside risk is a faster-than-expected recovery in the Chinese 
economy, boosting demand for passenger vehicles.
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Key catalysts for the stock price: Upside risks to our view: Downside risks to our view:

• Better monthly passenger vehicle 
sales numbers after the CNY holidays 
• Pickup in commercial vehicle sales 
over the next few months 
• Impact of new government licensing 
policies in major cities in 2015

• A faster-than-expected recovery in the economy in 
China boosting demand for passenger vehicles 
• A recovery on commercial vehicles as housing 
construction picks up
• Faster-than-expected rollout of new 4S outlets 

• The key downside risk to our PT include licensing 
restrictions on new cars in major cities 
• More sales disruptions for the Japanese auto business     
• Increasing competition from other domestic chain outlets 

Key financial metrics FY13 FY14 FY15E FY16E Valuation and price target basis

Revenues (LC) 42,261 46,489 49,941 53,699 Our Dec-15 price target is based on DCF valuation that assumes a beta of 
1.2. Accordingly, we assume a WACC of 11.4%. We estimate free cash flow 
until 2015 and assume a terminal growth rate of 3.0%. 

Revenue growth (%) -12.0% 10.0% 7.4% 7.5%

EBITDA (LC) 1,945 1,934 2,112 2,401 
EBITDA margin (%) 4.6% 4.2% 4.2% 4.5%

Tax rate (%) 27% 25% 25% 25%
Net profit (LC) 901 750 862 1,057 

EPS (LC) 0.494 0.411 0.472 0.577

EPS growth (%) -13.9% -16.8% 14.9% 22.3% EBIT margin trends

DPS (LC) 0.18 0.15 0.18 0.21
BVPS (LC) 4.94 5.36 5.42 5.78

Operating cash flow (LC mn) (278) (551) 1,250 1,455 
Free cash flow (LC mn) (950) (1,113) 902 1,155 

Interest cover (x) 8 7 6 7
Net margin (%) 2.1% 1.6% 1.7% 2.0%

Sales/assets (X) 1.98 2.05 2.05 2.09
Debt/equity (%) 79.2% 84.9% 83.4% 77.7%
Net debt/equity (%) 56.0% 70.2% 69.2% 62.9%

ROE (%) 10% 8% 9% 10%

Key model assumptions FY14 FY15E FY14E FY15E

Motor sales growth 4.6% 5.5% 5.3% 5.1%
Food sales growth 1.3% 1.6% 1.6% 1.5%

Motor GPM 26.5% 36.1% 33.6% 29.4%

Source: Company and J.P. Morgan estimates. Source: Company data, J.P. Morgan estimates. 

Sensitivity analysis EBITDA EPS JPMe vs. consensus, change in estimates

Sensitivity to FY15E FY16E FY15E FY16E EPS (LC) FY15E FY16E

Motor sales growth 2.2% 2.1% 5.3% 5.1% JPMe old          0.60            0.72 

Food sales growth 0.7% 0.6% 1.6% 1.5% JPMe new 0.47 0.58
Motor GPM 14.0% 12.2% 33.6% 29.4% % chg -22% -20%

Food GPM 14.0% 12.2% 33.6% 29.4% Consensus          0.55            0.62 

Source: J.P. Morgan estimates. Source: Bloomberg, J.P. Morgan estimates.

Peer comparison—Auto distribution 

Companies Ticker Price, LC
MCAP 

US$MM
Vol

US$MM
1W 

chg
3M 

chg
14E 

P/E (x)
15E 

P/E(x)
13E ROE 

(%)
13E P/B 

(x)
13E Yld 

(%)
DCH (N)* 1828 HK 4.64 (4.3) 881 0.8 (10.6) (2.8) 10.3 9.0 10.1 0.9 5.2
ZHENGTONG (OW) 1728 HK 4.08 (5.2) 1,163 1.2 (0.2) 9.1 6.9 5.7 12.9 1.5 2.4
BAOXIN AUTO (N) 1293 HK 5.16 (5.6) 1,619 1.5 0.0 (3.7) 9.2 8.1 20.6 3.1 3.0
Average (4.1) (2.9) 9.0 7.7 14.0 2.0 3.1 

Source: Bloomberg, J.P. Morgan estimates. (*) Under SMID-Caps team coverage. Share prices are as of Feb 27, 2015 
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Highlights from the analyst briefing

 Motor business in China. The business reported 11% increase in revenue 
but segment margin declined by 1% pt compared to FY13 due to larger discount 
on selling price and higher marketing and staff expenses at outlets (margins in 4Q 
were particularly low). For the PRC market, passenger cars reported 16.9% y/y 
increase, offsetting the 6.5% decline from commercial vehicles revenue. The 
company added 6 4S greenfields and acquired 2 new shops (GQ Honda and 
Taizhou), reaching 79 4S shops by end of 2014 (FY13: 75) and 82 at the end of 
Feb 2015. Management mention that shop expansion may be a little bit slower 
than previously planned given current market situation.

 Motor business in Hong Kong. The business reported 13.3% increase in 
revenue with segment margin up 0.2% p.t, mainly driven by the 53.9% revenue 
generated from commercial vehicle sales under HKSAR Gov's HK$11.4bn ex-
gratia payment scheme. Thus market share in Hong Kong rose by 1.8% pt in 
FY14 to 22.6%. 2H margin was less than 1H due to seasonal factors as there are 
higher SG&A costs associated with more promotional activities.

 Food business. Management mentioned that DCH will introduce more FMCG 
products for midstream distribution. They will also devote greater efforts for e-
commerce business to better utilize their warehouses and logistic assets. They 
have launched DCHnYou ecommerce initiative in 4Q14.

Results Summary

Interim results (HKDm) FY13 FY14A Growth FY14E Variance

Turnover 42,261 46,489 10.0% 47,778 -2.7%
Gross profit 4,872 5,254 7.8% 5,299 -0.9%
GPM 11.5% 11.3% 11.1%
EBIT 1451 1405 -3.2% 1,599 -12.1%
EBITM 3.4% 3.0% 3.3%
Net profit 934 822 -12.0% 895 -8.2%
EPS (HKD) 0.49              0.41 -16.6%   0.49 -16.4%

Source: J.P. Morgan estimates; Company data.

The company reported FY14 results with sales rising 10.0% Y/Y (slightly lower than 
JPM and consensus expectations by 2.7% and 1.0%) and net profit declining 12% 
(8.2% lower than expectations and 14.1% lower than consensus), which is mainly 
dragged down by the motor business segment in PRC. There are no reliable 1H14 
consensus estimates but our full-year 2014 net profit estimate is 6.5% below 
consensus.  

Net profits revised down 22% for FY15E and 20% for FY16E 

---------------- New ---------------- ------------- Old ---------------- ------------- Change -------------
Year to Dec (HKDm) FY15E FY16E FY15E FY16E FY15E FY16E
Turnover 49,941 53,699 52,005 56,032 -4.0% -4.2%
Gross profit 5,714 6,309 5,927 6,560 -3.6% -3.8%
EBIT 1,579 1,863 1,899 2,220 -16.8% -16.1%
Net profit 862 1,057 1,103 1,319 -21.9% -19.9%
EPS (HKD) 0.472 0.577 0.605 0.720 -21.9% -19.8%
Assumptions
Gross margin 11.4% 11.7% 11.4% 11.7% 0.0% 0.0%

Source: J.P. Morgan estimates
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We are lowering our FY15E and FY16E sales by 4.0% and 4.2%, respectively, to 
reflect a slower-than-expected recovery in China auto sales. We are lowering our 
FY15E and FY16E net profit by 21.9% and 19.9%, respectively, to reflect the 
tougher sales environment in China as indicated by the falling EBIT margin an 
uncertainty as to when margins may recover.

Our DCF-based Dec-15 share price target is set at HK$4.3 (previously Dec 14 PT of 
HK$5.0) due to the earnings estimates revisions.
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Valuation and share price analysis

DCF valuation

Our Dec-15 price target is based on a DCF valuation that assumes a market risk 
premium of 6.0% and a risk-free rate of 4.2% (yield on 10-year government notes in 
China). We assume a beta of 1.2. Accordingly, we assume a WACC of 11.4%. We 
estimate free cash flow until 2020 and assume a terminal growth rate of 3.0%. The 
terminal growth is based on the annual growth rate expected in 2020 (the final year 
of the estimate period) subject to a minimum of 3% and a maximum of 6%, 
depending on the nature of the industry and the level of maturity in China.

We also analyze the DCF price sensitivity to WACC and the terminal multiple.

Table 1: DCH—Base-case DCF analysis

HK$MM 2013E 2014E 2015E 2016E 2017E 2018E 2019E Terminal
Cash flow estimates
Sales 42,261 46,489 49,941 53,699 57,411 61,101 64,814 68,589 
EBIT 1,451 1,405 1,579 1,863 2,097 2,343 2,602 2,846 
NOPAT 956 1,000 1,151 1,355 1,524 1,701 1,888 2,063 
Capex, net (952) (596) (597) (548) (562) (542) (526) (495)
Depreciation 494 529 533 538 540 541 540 537 
Change in working capital (1,707) (2,145) (590) (634) (731) (695) (289) (381)
Free CF (excl. non-core)) (1,209) (1,213) 496 712 774 1,008 1,618 1,728 

DCF Parameters Assumptions
Liabilities as a % of EV 0% Terminal growth 3.0%
WACC 11.4% Risk-free rate 4.2%

Market risk 6.0%
Enterprise NPV (10E-16E) 15,845 Beta 1.2
+ Net cash (debt), current (7,187) Cost of debt 6.2%
- Minorities (Market value) (797)
+/- Other items 0 Implied exit P/E multiple (x) 12.3
= Equity value 7,862 
/ Number of shares 1,821 

= Equity value per share (HK$) 4.3 

Source Company data, J.P. Morgan estimates.

Table 2: DCH—Sensitivity analysis based on WACC and perpetual terminal growth rate

Terminal growth rate

4.3 1.5% 2% 2.5% 3.0% 3.5% 4.0% 4.5%

W
A

C
C

9.9% 4.8 5.3 5.8 6.4 7.1 7.9 8.9
10.4% 4.2 4.6 5.1 5.6 6.2 6.9 7.7
10.9% 3.7 4.1 4.5 4.9 5.4 6.0 6.7
11.4% 3.3 3.6 3.9 4.3 4.8 5.3 5.8
11.9% 2.9 3.1 3.4 3.8 4.2 4.6 5.1
12.4% 2.5 2.7 3.0 3.3 3.6 4.0 4.4
12.9% 2.1 2.4 2.6 2.9 3.2 3.5 3.9

Source: Company data, J.P. Morgan estimates.
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Financial analysis

Table 3: DCH—Revenue mix

HK$MM, year-end Dec 2012 2013 2014E 2015E 2016E

Sales of motor and motor related   38,611   32,627     36,012     38,548   41,331 
YoY 3.8% -15.5% 10.4% 7.0% 7.2%
% of total 80.4% 77.2% 77.5% 77.2% 77.0%
Sales of food and consumer     8,908     9,595     10,444     11,358   12,332 
YoY 5.6% 7.7% 8.8% 8.8% 8.6%
% of total 18.6% 22.7% 22.5% 22.7% 23.0%
Sales of logistics business        407         42           33           35         36 
YoY 18.7% -89.7% -21.4% 5.0% 5.0%
% of total 0.8% 0.1% 0.1% 0.1% 0.1%
Sales of other business 88 114 0 0 0
YoY -41.3% 30.0% -100.0% N.A N.A
% of total 0.2% 0.3% 0.0% 0.0% 0.0%
Total 48,014 42,261 46,489 49,941 53,699

Source: Company data, J.P. Morgan estimates.

Table 4: DCH—P&L statement 

HK$ MM, year-end March 2012 2013 2014 2015E 2016E 2017E
Total Revenues 48,014 42,261 46,489 49,941 53,699 57,411 
YoY change (%) 4.1% -12.0% 10.0% 7.4% 7.5% 6.9%
Cost of Goods Sold (42,411) (37,389) (41,235) (44,227) (47,390) (50,561)
YoY change (%) 3.6% -11.8% 10.3% 7.3% 7.2% 6.7%
Gross Profit 5,603 4,872 5,254 5,714 6,309 6,850 
YoY change (%) 8.5% -13.0% 7.8% 8.8% 10.4% 8.6%
Gross Margin 11.7% 11.5% 11.3% 11.4% 11.7% 11.9%
SGA (4,491) (4,242) (4,772) (5,126) (5,512) (5,893)
YoY change (%) 18.2% -5.5% 12.5% 7.4% 7.5% 6.9%
Other Income/(Expenses) 663 821 923 992 1,066 1,140 
Operating profit 1,775 1,451 1,405 1,579 1,863 2,097 

EBITDA 2,400 1,945 1,934 2,112 2,401 2,637 
EBITDA margin 5.0% 4.6% 4.2% 4.2% 4.5% 4.6%
Depreciation & Amortization (625) (494) (529) (533) (538) (540)
YoY change (%) 75.0% -20.9% 7.2% 0.7% 0.9% 0.4%
EBIT 1,775 1,451 1,405 1,579 1,863 2,097 
EBIT margin 3.7% 3.4% 3.0% 3.2% 3.5% 3.7%
Net Interest Expense (326) (234) (268) (334) (334) (334)
Exceptional item 66 33 (54) 0 0 0 
Associates 12 24 11 12 13 14 
Gains/losses 0 0 0 0 0 0 
Net Income Before Taxes 1,527 1,274 1,094 1,257 1,542 1,777 
YoY change (%) -18.1% -16.6% -14.1% 14.9% 22.7% 15.2%
Tax (516) (340) (272) (313) (383) (442)
Effective Tax rate 33.8% 26.7% 24.9% 24.9% 24.9% 24.9%
Minority Interests 35 (33) (72) (83) (101) (117)
Net Income 1,046 901 750 862 1,057 1,218 
YoY change (%) -21.0% -13.9% -16.8% 14.9% 22.7% 15.2%
Net margin 2.2% 2.1% 1.6% 1.7% 1.9% 2.1%

Source: Company data, J.P. Morgan estimates.
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Table 5: Interim estimates

HK$ MM, year-end March 1H13 2H13 1H14 2H14 1H15E 2H15E
Total Revenues 18,935 23,326 22,094 24,395 25,791 24,150
Gross Profit 2,343 2,529 2,659 2,595 3,142 2,572
EBIT 637 814 755 650 922 657
Net Income Before Taxes 554 720 612 482 734 523
Net Income 401 500 430 320 503 359
Diluted EPS (HK$)

0.220       0.27 0.236       0.18 0.276
            
0.20 

Ratios
Revenue split 44.8% 55.2% 47.5% 52.5% 51.6% 48.4%
GPM 12.4% 10.8% 12.0% 10.6% 12.2% 10.6%
EBIT margin 3.4% 3.5% 3.4% 2.7% 3.6% 2.7%
NPM 2.1% 2.1% 1.9% 1.3% 2.0% 1.5%
YoY
Revenue -19.9% -4.3% 16.7% 4.6% 16.7% -1.0%
GP -16.2% -9.9% 13.5% 2.6% 18.2% -0.9%
EBIT -33.3% -0.7% 18.5% -20.1% 22.1% 1.1%
NP -36.2% 19.9% 7.2% -36.0% 17.0% 12.1%

Source: Company data, J.P. Morgan estimates.

Table 6: DCH—Balance sheet

HK$ MM, year-end march 2012 2013 2014 2015E 2016E 2017E
Cash and Cash Equivalents 3,225 2,173 1,493 1,474 1,643 1,795 
Inventories 5,536 6,259 8,723 9,371 10,076 10,772 

Accounts receivable 5,464 6,483 6,668 7,163 7,702 8,235 
Other Current Assets 47 246 5 168 196 373 

Total Current Assets 14,956 15,161 16,889 18,176 19,618 21,175 

Intangible Assets 344 720 799 799 799 799 
Property and Equipment, Net 3,923 4,164 4,195 4,259 4,270 4,292 
Other Assets 1,767 1,581 1,748 1,750 1,752 1,754 

Non-Current assets 6,034 6,465 6,742 6,808 6,820 6,844 
Total Assets 20,990 21,626 23,631 24,984 26,438 28,019 

Accounts Payable 4,556 4,465 4,817 5,175 5,564 5,949 
Other Accrued Expenses 191 0 158 313 540 796 
Taxes Payable 219 121 166 207 277 336 
ST and current LT debts 3,471 5,608 5,402 6,542 6,542 6,542 

Total Current Liabilities 8,437 10,194 10,385 12,236 12,924 13,622 

Long-term Debt 2,938 1,816 3,259 2,119 2,119 2,119 
Other Noncurrent Liability 246 243 243 243 243 243 
Noncurrent liabilities 3,184 2,059 3,502 2,362 2,362 2,362 

Total Liabilities 11,621 12,253 13,868 14,598 15,286 15,984 

Share capital 273 275 1,477 1,477 1,477 1,477 
Reserves and Surplus 8,565 8,719 7,845 8,386 9,050 9,816 

Total Shareholders' Equity 8,838 8,994 9,763 9,863 10,527 11,293 
Minority Interest 531 379 441 524 625 742 
Total Shareholders' Equity 9,369 9,373 9,763 10,386 11,152 12,035 
Total Liabilities and Equity 20,990 21,626 23,631 24,984 26,438 28,019 

Source: Company data, J.P. Morgan estimates.
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Table 7: DCH—Cash flow statement

HK$ MM, year-end march 2012 2013 2014 2015E 2016E 2017E
EBIT 1,775 1,451 1,405 1,579 1,863 2,097 
Depreciation and Amortization 625 494 529 533 538 540 
Working Capital Changes (138) (1,707) (2,145) (590) (634) (731)
Tax Paid (498) (516) (340) (272) (313) (383)
Cash Flow From Operations 1,763 (512) (819) 916 1,121 1,189 

Capital expenditures (1,052) (952) (596) (597) (548) (562)
Investments and others (74) 104 (198) (37) (46) (54)
Net Interest (326) (234) (268) (334) (334) (334)
Cash Flow from Investing (1,452) (744) (708) (672) (641) (669)

Free Cash Flow 312 (1,360) (1,329) 281 526 574 

Dividends (441) (321) (308) (300) (357) (423)
Common issue 0 0 0 0 0 0 
Debt 500 1,637 1,237 0 0 0 
Other Financing 0 (692) 0 0 0 0 
Cash Flow from financing 59 624 1,040 (300) (357) (423)

Change in cash 371 (1,057) (680) (19) 169 151 
Cash beginning 2,854 3,225 2,173 1,493 1,474 1,643 
Foreign exchange changes 0 5 0 0 0 0 
Cash at end 3,225 2,173 1,493 1,474 1,643 1,795 

Source: Company data, J.P. Morgan estimates. 
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Investment Thesis, Valuation and Risks

Dah Chong Hong (Neutral; Price Target: HK$4.30)

Investment Thesis 

Nearly 60% of 2013 sales are related to auto sales in China and the health of this 
industry is the key determinant for the performance of DCH.  Controlling pollution is 
at the forefront of public policies and any new rules concerning limiting the number 
of new vehicles would be detrimental to the auto dealership industry in China.  DCH 
also intends to achieve growth in food distribution in the region as well as auto 
distribution outside of China. 

Valuation

Our Dec-15 price target is based on a DCF valuation that assumes a market risk 
premium of 6.0% and a risk-free rate of 4.2% (yield on 10-year government notes in 
China). We assume a beta of 1.2. Accordingly, we assume a WACC of 11.4%. We 
estimate free cash flow until 2015 and assume a terminal growth rate of 3.0%.

Risks to Rating and Price Target

The key downside risks to our PT include licensing restrictions on new cars in major 
cities as well as any further disruption to the sale of Japanese vehicles due to political 
tensions between the two countries.  The key upside risk includes a faster-than-
expected recovery in the economy in China boosting demand for passenger vehicles. 
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Dah Chong Hong: Summary of Financials
Income Statement Cash flow statement
HK$ in millions, year end Dec FY13 FY14 FY15E FY16E FY17E HK$ in millions, year end Dec FY13 FY14 FY15E FY16E FY17E

Revenues 42,261 46,489 49,941 53,699 57,411 EBIT 1,451 1,405 1,579 1,863 2,097
% change Y/Y (12.0%) 10.0% 7.4% 7.5% 6.9% Depr. & amortization 494 529 533 538 540

Gross Profit 5,366 5,783 6,247 6,847 7,390 Change in working capital (1,707) (2,145) (609) (634) (731)
% change Y/Y (13.8%) 7.8% 8.0% 9.6% 7.9% Taxes (516) (340) (272) (313) (383)

EBITDA 1,945 1,934 2,112 2,401 2,637 Cash flow from operations (278) (551) 1,231 1,455 1,523
% change Y/Y (19.0%) (0.5%) 9.2% 13.7% 9.8%

EBIT 1,451 1,405 1,579 1,863 2,097 Capex (952) (596) (597) (548) (562)
% change Y/Y (18.3%) (3.2%) 12.4% 18.0% 12.6% Net Interest (234) (268) (334) (334) (334)

EBIT Margin 3.4% 3.0% 3.2% 3.5% 3.7% Other (5) 253 (35) (44) (52)
Net Interest (234) (268) (334) (334) (334) Free cash flow (950) (1,113) 883 1,155 1,210
Earnings before tax 1,274 1,094 1,257 1,542 1,777

% change Y/Y (16.6%) (14.1%) 14.9% 22.7% 15.2% Equity raised/(repaid) 0 0 0 0 0
Tax (340) (272) (313) (383) (442) Debt raised/(repaid) 1,637 1,218 19 0 0

as % of EBT 26.7% 24.9% 24.9% 24.9% 24.9% Other (692) 130 0 0 0
Net income (reported) 901 750 862 1,057 1,218 Dividends paid (321) (308) (300) (357) (423)

% change Y/Y (13.9%) (16.8%) 14.9% 22.7% 15.2% Beginning cash 3,225 2,173 1,493 1,474 1,643
Shares outstanding 1,825 1,825 1,825 1,831 1,831 Ending cash 2,173 1,493 1,474 1,643 1,795
EPS (reported) 0.49 0.41 0.47 0.58 0.67 DPS 0.18 0.15 0.18 0.21 0.25

% change Y/Y (13.9%) (16.8%) 14.9% 22.3% 15.2%

Balance sheet Ratio Analysis
HK$ in millions, year end Dec FY13 FY14 FY15E FY16E FY17E HK$ in millions, year end Dec FY13 FY14 FY15E FY16E FY17E

Cash and cash equivalents 2,173 1,493 1,474 1,643 1,795 Gross margin 12.7% 12.4% 12.5% 12.8% 12.9%
Accounts receivable 6,483 6,668 7,163 7,702 8,235 EBITDA margin 4.6% 4.2% 4.2% 4.5% 4.6%
Inventories 6,259 8,723 9,371 10,076 10,772 Operating margin 3.4% 3.0% 3.2% 3.5% 3.7%
Others 246 5 168 196 373 Net margin 2.1% 1.6% 1.7% 2.0% 2.1%
Current assets 15,161 16,889 18,176 19,618 21,175

Sales per share growth (12.0%) 10.0% 7.4% 7.2% 6.9%
LT investments 0 0 0 0 0 Sales growth (12.0%) 10.0% 7.4% 7.5% 6.9%
Net fixed assets 4,164 4,195 4,259 4,270 4,292 Net profit growth (13.9%) (16.8%) 14.9% 22.7% 15.2%
Total Assets 21,626 23,631 24,984 26,438 28,019 EPS growth (13.9%) (16.8%) 14.9% 22.3% 15.2%
Liabilities Interest coverage (x) 8.3 7.2 6.3 7.2 7.9
Short-term loans 5,608 5,402 6,542 6,542 6,542
Payables 4,465 4,817 5,175 5,564 5,949
Others 121 166 519 818 1,131 Net debt to equity 56.0% 73.4% 69.2% 62.9% 57.1%
Total current liabilities 10,194 10,385 12,236 12,924 13,622 Working Capital to Sales 0.1 0.1 0.1 0.1 0.1
Long-term debt 1,816 3,259 2,119 2,119 2,119 Sales/assets 2.0 2.1 2.1 2.1 2.1
Other liabilities 243 224 243 243 243 Assets/equity 2.4 2.5 2.5 2.5 2.5
Total Liabilities 12,253 13,868 14,598 15,286 15,984 ROE 10.1% 8.2% 9.0% 10.4% 11.2%
Shareholders' equity 9,373 9,763 10,386 11,152 12,035 ROCE 6.7% 6.1% 6.5% 7.4% 8.1%
BVPS 4.94 5.12 5.42 5.78 6.20

Source: Company reports and J.P. Morgan estimates.
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Nord Anglia Education (NORD), PAX Global Technology Ltd (0327.HK), Shenzhou International (2313.HK), Skyworth Digital 
Holdings (0751.HK), TAL Education Group (XRS), TCL Multimedia (1070.HK), Techtronic Industries (0669.HK), Texhong Textile 
(2678.HK), VTech Holdings (0303.HK), Wasion Group Holdings Ltd (3393.HK), Xinyi Glass (0868.HK), Xinyi Solar (0968.HK), eHi 
Car Services Ltd (EHIC)

J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015
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J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%

JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%

*Percentage of investment banking clients in each rating category.
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table 
above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered 
companies, please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst 
or your J.P. Morgan representative, or email research.disclosure.inquiries@jpmorgan.com.

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based 
upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US 
affiliates of JPMS, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS, 
and may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public 
appearances, and trading securities held by a research analyst account.

Other Disclosures 

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing 
name for the U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries. 

All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is 
redistributed, e-mailed or made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales 
representative.

Options related research: If the information contained herein regards options related research, such information is available only to persons who have 
received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of Standardized Options, 
please contact your J.P. Morgan Representative or visit the OCC's website at http://www.optionsclearing.com/publications/risks/riskstoc.pdf 

Legal Entities Disclosures 
U.S.: JPMS is a member of NYSE, FINRA, SIPC and the NFA. JPMorgan Chase Bank, N.A. is a member of FDIC. U.K.: JPMorgan Chase N.A., London 
Branch, is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by 
the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from J.P. Morgan on 
request. J.P. Morgan Securities plc (JPMS plc) is a member of the London Stock Exchange and is authorised by the Prudential Regulation Authority and 
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered in England & Wales No. 2711006. Registered Office 25 
Bank Street, London, E14 5JP. South Africa: J.P. Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities 
Exchange and is regulated by the Financial Services Board. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong and/or J.P. Morgan Broking (Hong Kong) Limited (CE 
number AAB027) is regulated by the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, Seoul Branch, is 
regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (JPMAL) (ABN 52 002 888 011/AFS Licence No: 
238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066) is regulated by 
ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-X. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant 
of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited 
(Corporate Identity Number - U67120MH1992FTC068724), having its registered office at J.P. Morgan Tower, Off. C.S.T. Road, Kalina, Santacruz - East, 
Mumbai – 400098, is a member of the National Stock Exchange of India Limited (SEBI Registration Number - INB 230675231/INF 230675231/INE 
230675231) and Bombay Stock Exchange Limited (SEBI Registration Number - INB 010675237/INF 010675237) and is regulated by Securities and 
Exchange Board of India. Telephone: 91-22-6157 3000, Facsimile: 91-22-6157 3990 and Website: www.jpmipl.com. For non local research reports, this 
material is not distributed in India by J.P. Morgan India Private Limited. Thailand: This material is issued and distributed in Thailand by JPMorgan 
Securities (Thailand) Ltd., which is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and 
Exchange Commission and its registered address is 3rd Floor, 20 North Sathorn Road, Silom, Bangrak, Bangkok 10500. Indonesia: PT J.P. Morgan 
Securities Indonesia is a member of the Indonesia Stock Exchange and is regulated by the OJK a.k.a. BAPEPAM LK. Philippines: J.P. Morgan Securities 
Philippines Inc. is a Trading Participant of the Philippine Stock Exchange and a member of the Securities Clearing Corporation of the Philippines and the 

http://www.jpmipl.com/
http://www.optionsclearing.com/publications/risks/riskstoc.pdf
mailto:research.disclosure.inquiries@jpmorgan.com
http://www.jpmorganmarkets.com/


13

Asia Pacific Equity Research
02 March 2015

Leon Chik, CFA
(852) 2800-8590
leon.hk.chik@jpmorgan.com

Securities Investor Protection Fund. It is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the 
Comissao de Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo 
Financiero is a member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange 
Commission. Singapore: This material is issued and distributed in Singapore by or through J.P. Morgan Securities Singapore Private Limited (JPMSS) 
[MCI (P) 199/03/2014 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the 
Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. This 
material is provided in Singapore only to accredited investors, expert investors and institutional investors, as defined in Section 4A of the Securities and 
Futures Act, Cap. 289. Recipients of this document are to contact JPMSS or JPMCB Singapore in respect of any matters arising from, or in connection 
with, the document. Japan: JPMorgan Securities Japan Co., Ltd. is regulated by the Financial Services Agency in Japan. Malaysia: This material is issued 
and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a Participating Organization of Bursa Malaysia Berhad and a 
holder of Capital Markets Services License issued by the Securities Commission in Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a 
member of the Karachi Stock Exchange and regulated by the Securities and Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia 
Ltd. is authorized by the Capital Market Authority of the Kingdom of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and 
custody, with respect to securities business under licence number 35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad 
Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi Arabia. Dubai: JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financial 
Services Authority (DFSA) and its registered address is Dubai International Financial Centre - Building 3, Level 7, PO Box 506551, Dubai, UAE.

Country and Region Specific Disclosures 
U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by JPMS plc. 
Investment research issued by JPMS plc has been prepared in accordance with JPMS plc's policies for managing conflicts of interest arising as a result of 
publication and distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a policy. This 
report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 
(Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons 
who are not relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be 
engaged in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or equivalent) in 
their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in Australia to "wholesale clients" only. This material does not take 
into account the specific investment objectives, financial situation or particular needs of the recipient. The recipient of this material must not distribute it to 
any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the term "wholesale client" has the 
meaning given in section 761G of the Corporations Act 2001. Germany: This material is distributed in Germany by J.P. Morgan Securities plc, Frankfurt 
Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht. Hong Kong: The 
1% ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons 
Licensed by or Registered with the Securities and Futures Commission. (For research published within the first ten days of the month, the disclosure may 
be based on the month end data from two months prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider/market maker for derivative 
warrants, callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx 
website: http://www.hkex.com.hk. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and 
that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be 
receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the commission rate which was individually 
agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments Firms: JPMorgan Securities Japan Co., Ltd., 
Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan, 
Type II Financial Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have been edited or contributed to 
from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul Branch. Singapore: JPMSS and/or its affiliates may have a holding in any of 
the securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures 
section above. Taiwan: This material is issued and distributed in Taiwan by J.P. Morgan Securities (Taiwan Limited). India: For private circulation only, 
not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This material is issued and distributed by JPMSAL in New Zealand only to 
persons whose principal business is the investment of money or who, in the course of and for the purposes of their business, habitually invest money. 
JPMSAL does not issue or distribute this material to members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The 
recipient of this material must not distribute it to any third party or outside New Zealand without the prior written consent of JPMSAL. Canada: The 
information contained herein is not, and under no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell 
securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of 
the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian 
securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer 
registration requirement in the relevant province or territory of Canada in which such offer or sale is made. The information contained herein is under no 
circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the extent that 
the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of 
Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority in 
Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, 
and any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded as professional clients as defined under the 
DFSA rules. Brazil: Ombudsman J.P. Morgan: 0800-7700847 / ouvidoria.jp.morgan@jpmorgan.com. 

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co. 
or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to 
JPMS and/or its affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is as of the close of market for the 
securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this material and are subject to change 
without notice. Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any 
financial instrument. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not 
intended as recommendations of particular securities, financial instruments or strategies to particular clients. The recipient of this report must make its own 
independent decisions regarding any securities or financial instruments mentioned herein. JPMS distributes in the U.S. research published by non-U.S. 
affiliates and accepts responsibility for its contents. Periodic updates may be provided on companies/industries based on company specific developments or 



14

Asia Pacific Equity Research
02 March 2015

Leon Chik, CFA
(852) 2800-8590
leon.hk.chik@jpmorgan.com

announcements, market conditions or any other publicly available information. Clients should contact analysts and execute transactions through a J.P. 
Morgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise. 

"Other Disclosures" last revised November 29, 2014. 

Copyright 2015 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or 
redistributed without the written consent of J.P. Morgan. #$J&098$#*P


	Highlights from the analyst briefing
	Results Summary

	Valuation and share price analysis
	DCF valuation

	Financial analysis
	Investment Thesis, Valuation and Risks

