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Stock data 

Market cap (HKDm) 6,066 

Market cap (USDm) 782 

Shares outstanding (m) 4,396.0 

Major shareholders Mr. Zhang Yuping 
(35%) 

Free float (%) 33 

Avg daily value traded 
(USDm) 

0.844 

Source: Deutsche Bank 
 

Key data 

FYE 12/31 2014A 2015E 2016E 

Sales (CNYm) 14,764 15,903 17,519 

Net Profit 
(CNYm) 

504.2 433.5 489.1 

DB EPS (CNY) 0.11 0.09 0.10 

PER (x) 10.0 12.2 10.8 

Yield (net) (%) 2.2 2.5 2.8 

Source: Deutsche Bank 
 

 

During the meetings, investors were interested in 1) principals’ price 
adjustments; 2) the outlook for the watch business in Greater China; and 3) the 
impact of smartwatches (e.g., Apple Watch) on the traditional watch business. 

No clear view on principals’ price adjustments at the moment 
Following Patek Philippe’s price cuts of 5-20% and Chanel’s price adjustments 
in Hong Kong, investors are concerned that more brands/principals will lower 
their watch prices, which could hurt Hengdeli’s margin. Management 
commented that this could be true for old inventory (although there could be 
subsidies from principals), but that lower prices help attract more customers 
and drive sales. Management expects more clarity regarding price adjustments 
after the Basel conference, which kicks off 19 March. 

Confident on growth of mid-range business in the PRC, but will not give up on 
high-end market in Hong Kong  
 Management is confident regarding the mid-range watch business in 

mainland China due to the growth of the urban middle class. Consumption 
now comes from real demand by end-consumers, as opposed to gifting. 
Hengdeli will open 30-40 stores, mainly in Tier 3 and 4 cities, with capex of 
~RMB100m. 

 When asked if there will be store closures in Hong Kong, management 
said that it will not do so at this time as 1) the Hong Kong business is still 
profitable with controllable costs, as they are all located in shopping malls 
with turnover rent; 2) the Hong Kong market is still a key market for 
principals. Under the current adverse environment, they would be willing 
to take measures (e.g., larger sales rebates) to support Hengdeli; and 3) 
closures might give customers a negative impression. Also, Harvest Max, 
which targets tour groups, performs well. 

 The company will try to reduce its inventory level, especially high-end 
watches. It targets 220 inventory days by 2015. In 2014, its inventory days 
were 227 (HK: 260-270 days, +50 days yoy; China: 160-170 days). Its 
inventory consists of 70%/30% mid-range/high-end watches.  

Smartwatch impact is relatively limited to Swiss watches, management says 
Regarding smartwatches, management commented that it focuses on 
functions and fast fashion (i.e., one year). However, Swiss watches focus on 
craftsmanship and their value is retained over time. Swiss watches and 
smartwatches do not compete against each other. That said, we believe all 
players (including the principals) are monitoring developments closely. 


