NGIEEIEN

HAEIERE [1999.HK,3.658 7T, RIEH] -

Hh K 5y SRR K R

o B £R /] B PR

CHINA GALAXY INTERNATIONAL

(%

ISHT L 25555, CFA (tonyli@chinastock.com.hk; Hif: (852) 3698 6392 )

WE: BRI 4 L ST B T o 36 57 B il xR
e 455, AFMIAMEERLE FREE6N T2 m. HEEWS I,
KB T HFE A, T2 B H AR 7 e 72 B o 2 AR A T 7
AR R A TR A GAFEA i AT AL e S R, AL S5
Sl BATHE, BRARF SRR 5 R R MAG +0 HORKRAL, 75 MR
B AR B RS2 B, BATEAHRR 1T %5 T Ak 2tk
TR TG REBE AT A, AT BT R R NT AN, VimT5.3
R BRI S o AR B AT IS AG v, 23 =] 1900 48 SR T 4 1 £ ¥ B4
NIRRT R I 30%

ATE R WAL T 19924, EEAM IR KRB B AEM
FAMM. AT ESNEE, TR 0BRSS % 1 %
Fro On ) L HEIARA 22764 % B AL

FIEETRARIKRELAZEAEHFER. HE20184E9H30H IEANH,
N 954881275, [ LK 18.6% . {H % FIF[E L T F4£16.1% &=
6.651ZH 70, FEH T EBF LK TFRE6ANE S HE32.2%. HHEME
5, HINRREE T BRRED: (D BB RAREA, BHEMT

FEP M EMEL (2) hERZERURERNL, BEMIEEA
FRE (3D KBUEM 7R EMLFHIRNEE, (4D R 5L [E H#R I

ik dl. EIRE20184E9 7] LIRALE R A Pk,
FEIIA FRSE,  DRLHORLRE 2 AN KT RE KR G -

BT LR R FR AR

AR ORI BR.0.06 70, KRS LR 1 180U 4R _E -4 (1162.5%
TIHEAUF LFF34.6% . kT ERIFBERML LSS, AREAERHA
TH EBRNEME 4. Mg e~ BRI R 1 p A%, Bk, st
B BT, AR TREAEELIefEE FE,

L RS EARERRBUAE, EEHAY. 20186 H15H,
HeSE PR AR R B 2 T, BAREAS R 6 57 5 T ORI S B ) .
FEZE S K P E AP Real A o i T = TO0 S 101 3058 [ A o [ R
WAL R B2 IG N2 25%, BURIEAEY KHAEMME T, BHkE T
2019EFEIT AR ™. §@)E, PR ATIA AT EK 76 (%™
RERY S EEOM M A0 o BIfErh SR R, AR MESY #T
5, BRI R (K S R AE R K2 - 35N BT T

PE: REFHKE, HEEFRERE. B -EEFFEATZ, |
FERCIAE], ARG T & Ak sk B FNL R sE S w sz,
BAFEGN T 5SHERITNE . BN T 12018497 ptilie, HEAM
FERAEAE T E ) B2 T 2k

AR [1999.HK,RPT4%]

s0.
.00 45.00mm
oo 40.00mm
35.00mm
6.00
30,
5.00
& ®
& e AN
o < S

2.00
3.00
2.00
1.00 ||
0.00 I
a A
5 5 5%
oS & o
&R 2
<~ F

5
o 5

K3

B

l

@ % @ @
S 5
S

@ ®
& ¥
® 75 o5

. s
S S )
S5 s = s
e B e & P &
& & & o o & S <

B Turnover (RHS, HKS million) === Price (LHS, HKS)

W : 17.94{23¢50; HHBER: 35.8%

T FY2017 FY2018 FY2019E FY2020E
YN (73 70) 7,779 10,027 11,966 13,721
WHRA (A1) 4,521)  (6,284)  (7429)  (8,513)
ERE (F 7570 3,258 3,743 4,537 5,208

EAF (%) 41.9 37.3 37.9 38.0
B BETREE (57570 1,865 1,914 1,959 2,070
WRE (BT 1,752 1,536 1,855 2,221

HFTF () 225 15.3 15.5 16.2
IR FF 0.46 0.40 0.49 0.55
ARl 35.94 27.92 28.88 29.06
e (%) 7.67 6.85 7.89 8.85
[IE S 8.0 9.1 7.4 6.6
i (i 2.8 2.3 2.0 18
K I e R T T

1 “WA—« SR, BRI 2 AT S S A R LR R L
WEK75% B AR M7.5170, AEMERR, XREZELZHNMEE
HIPES CPgER: NRM1I0 FifEsh. @i Crgg
#fr: AR M30,000-40,00070) A EEESRI T, XAl RE4 0
FliEZE . FEEBORIE L - DU 2 1 4 O, IR X
Tl S A 0K R 2020194 . [HE, FRIZE T REMIG N 4T 770
NT ERIXA I, Gl s R AR, JHRAR R,

BATHIR R BRI AE RS 3. WATVONTELEIHRIE T, B
LRSS IRl sl W U B P E B i B2 R A U E A RN
SN E R, IR A R A T SEE B N > DL
M E LTS, NS, dT AR TR R TR 5,
BE A BRSO RN 55 A IEFE AR T . (R b FR AT F T
T 374 MR ok A 48 ) R AR A 0




COMPANY UPDATE

o B £R /] B PR

CHINA GALAXY INTERNATIONAL

(%

November 14, 2018

MAN WAH HOLDINGS [1999.HK, HK$3.65, NOT RATED] — A VICTIM IN THE TRADE WAR FRONTIER
Analyst: Tony Li, CFA (tonyli@chinastock.com.hk; Tel: (852) 3698 6392 )

Summary. The FY19 interim results of Man Wah show that it suffered from
the trade war between China and the US. Consequently, its margins
significantly deteriorated by >6 ppt. For its US business, the tariff has
already hit its margins, and moving its production base to Vietnam will be
costly in the near term. The domestic market also took a hit, as competition
intensified amid macroeconomic uncertainty. Unless there is a very positive
breakthrough in Sino-US trade relations, we expect Man Wah’s earnings
and dividend payout to continue to suffer, and a de-rating cannot be ruled
out. Before the Street’'s earnings revision, it was trading at 7.4x forward
PER, still above the historical low of 5.3x. Based on our rough estimation,
we may see a cut of >30% for FY19E consensus EPS.

The Company. Established in 1992, Man Wah Holdings is a producer of
sofas, mattresses, panel furniture and furniture accessories. It distributes
domestically in China and exports to customers in overseas markets, such
as North America and Europe. Its Chairman, Dr. Wong Man Li, holds a 64%
stake in the Company.

Lower Margins and Dividend Cut Major Negatives. For the six months
ended 30 Sept 2018, Man Wah reported overall revenue of HK$5,488m, up
18.6%. But net profit decreased by 16.1% YoY to HK$665m, caused mainly
by a 6.1 ppt decrease in GPM to 32.2%. Management explained that several
factors affected GPM: (1) high raw material costs, especially for products in
the US; (2) a change of business model in China, where self-operated shops
were transformed into the wholesale model; (3) tariffs, which affected the
margins of its US business; and (4) price competition in both China and the
US. Although certain factors have improved since Sept 2018, the factors
above are expected to linger in the near term, so a drastic margin
improvement is unlikely.

Man Wah proposed an interim dividend of HK$0.06, cutting the dividend
payout ratio from 62.5% in 1HFY18 to 34.6% in 1HFY19. Apart from the
deteriorating business environment, the Company is investing heavily in two
projects: the Vietnam production base and an office building in Qianhai,
Shenzhen. Therefore, the Company prefers to keep more cash for
operational needs in the face of higher capex spending.

The Vietnam Plant Could Partly Mitigate the US Tariff Problem, but at a
Cost. On 15 June 2018, Man Wah finished acquiring a production plant in
Vietnam to tackle the tariff problem arising from the Sino-US trade war. The
Company is gradually moving production capacity from China. Anticipating
an increase in the tariff levied on Chinese goods exported to the US to 25%,
the Company is expanding its facility in Vietnam, and it is expected to start
production in Q4 2019. After the expansion, capacity should be larger than
the existing capacity in China, which is for export. The move will carry on
even if Sino-US relations improve, so the cost involved will go up in the next
2-3 years.

China: Facing A Challenging Environment despite Growth Potential.
Man Wah has been bullish on the domestic market, but during the period, it
faced various challenges. Competition from peers was fierce, as one
competitor initiated a price war with Man Wah. The competitor was defeated
in Sept 2018, but at the expense of Man Wah’s GPM in China.

MAN WAH HOLDINGS [1999.HK, NOT RATED]
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Market Cap: US$1,794m; Free Float: 35.8%

Price (LHS, HKS)

HKD FY2017 FY2018 FY2019E FY2020E
Revenue (m) 7,779 10,027 11,966 13,721
COGS (m) (4,521) (6,284) (7,429) (8,513)
Gross profit (m) 3,258 3,743 4,537 5,208
Gross margin (%) 41.9 37.3 37.9 38.0
EBIT (m) 1,865 1,914 1,959 2,070
Net profit (m) 1,752 1,536 1,855 2,221
Net margin (%) 22.5 15.3 16.5 16.2
EPS 0.46 0.40 0.49 0.55
ROE (%) 35.94 27.92 28.88 29.06
Dividend yield (%) 7.67 6.85 7.89 8.85
PER (x) 8.0 9.1 74 6.6
PBR (x) 2.8 2.3 2.0 1.8

Source: Bloomberg **Before earnings revision by the market

On “Singles’ Day”, Man Wah'’s Cheers brand achieved a 75% YoY
increase in online sales to RMB750m, but management stated that
this was driven mainly by more affordable products (ASP: ~RMB10k).
Sales of high-end products (ASP: RMB30-40k) saw a sharp
decrease, which could weigh on margins. Chairman Dr. Wong
warned that consumers have been more cautious and that he
expected this consumption pattern to persist in 2019. Therefore,
there may be downward pressure on the GPM. To mitigate the
problem, Man Wah will focus more on lower-tier cities using the
wholesale model.

Our Take: The Worst Is Not Yet Over. We believe Man Wah may
experience a further downward earnings revision in the current
environment. Multiple negatives from the external environment have
been unfolding, such as rising raw material costs, potential US tariff
increases, and an economic slowdown in both China and the US.
Internally, it is also facing increasing opex, capex and finance costs
because of the projects in Vietnam and Qianhai. We therefore expect
there to be major cut in EPS and DPS by the Street.

(continued next page)
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Before the Street’s earnings revision, Man Wah was trading at 7.4x PER 2019E PER. We believe an earnings revision will result in the share trading
at a higher multiple. Although the share price of Man Wah has already retreated by 50% YTD, we believe there could still be downward pressure
unless there is a very positive breakthrough in the trade war. Referring to the previous down cycles, we note that the Company could be trading at a
forward PER as low as 5.3x, suggesting a potential for further de-rating.

Risks: (1) Weaker-than expected growth in mainland China; (2) worse-than expected rise in material and transportation cost; (3) worse-than
expected appreciation of the RMB; and (4) deterioration in the China-US relationship, leading to further trade disputes.

Figure 1: FY2019 Interim Results Review (Year ended 31 March)

YoY
HK$'000 iH 2018 2H 2018 iH 2019 1H19 vs

1H18
Revenues 4,626,881 5,399,692 5,487,539 18.6%
COGS (2,854,174) (3,429,459) (3,718,921) 30.3%
Gross Profit 1,772,707 1,970,233 1,768,618 -0.2%
Selling & Distribution Expenses (740,562) (952,661) (841,119) 13.6%
Administrative Expenses (206,010) (236,042) (264,551) 28.4%
Other Income 194,186 170,444 202,883 4.5%
Other Gain/loss (34,721) 8,553 (19,154) -44 8%
Share of Profit/loss of a Joint Venture - - (3,244) NA
Net Finance Expenses (9,678) (13,864) (22,029) 127.6%
Earnings before Taxes 975,922 946,663 821,404 -15.8%
Income Tax Expenses (176,029) (192,610) (140,170) -20.4%
Net Profit after Tax 799,893 754,053 681,234 -14.8%
Net Income Attributable to Shareholders 793,046 742,862 665,325 -16.1%
Minority Interest (Profit) 6,847 11,191 15,909 132.3%
EPS - Basic (HK$) 0.21 0.19 0.17 -16.3%
EPS - Diluted (HK$) 0.21 0.19 0.17 -16.0%
GPM 38.31% 36.49% 32.23% -6.1 ppt
OPM 21.30% 17.79% 15.43% -5.9 ppt
EBT Margin 21.09% 17.53% 14.97% -6.1 ppt
NPM 17.14% 13.76% 12.12% -5.0 ppt

Sources: Company, CGIS Research

Figure 2: Segment Breakdown

HK$'000 1H 2018 iH 2019 YoY
Revenue by Segment

Sofa and ancillary products 3,815,808 4,144,336 8.6%
Other products 419,934 947,567 125.6%
Home Group business 391,139 395,636 1.1%
Total 4,626,881 5,487,539 18.6%
Segment Profit

Sofa and ancillary products 951,502 744,286 -21.8%
Other products 109,129 185,476 70.0%
Home Group business 3,212 (2,993) NA
Total 1,063,843 926,769 -12.9%

Sources: Company, CGIS Research
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Figure 3: Revenue Breakdown—by Geography

Europe and Other
Overseas Markets
(Including Home
Group)
14%

China Market
(Including Jiangsu
North America Yulong - metal

Market (OEM) frames producer)
39% 47%

Sources: Company, CGIS Research

Figure 4: Production Facilities of Man Wah

Production Capacity

Location A el ol (sets / year)

Target Market

Mainland China

Huizhou Nov 2006 766,000 Overseas
Xiangshuihe Huizhou May 2016 120,000 Retail Sales in South China
Tianjin Aug 2014 400,000 Retail Sales in North China
Waujiang Jul 2012 300,000 Retail Sales in Central and East China
Chongging Est. 2019 300,000 Retail Sales in Southw est China
Location Size of Facility Size of Land Target Market
(sqm) (sqm)

Vietnam
130,000 - Existing
Ho Chi Minh 243,000 - To start 300,000 USA
production in Q4 2019
Eastern Europe - Home Group

Klaipeda, Ukraine 12,500 39,000 Europe
Kriukai, Lithuania 6,000 26,000 Europe
Tallinn, Estonia 15,900 27,000 Europe
Rivne, Ukraine 190,000 485,000 Europe
Nidzica, Poland 19,000 45,000 Europe

Sources: Company, CGIS Research
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Figure 5: Peer Comparison

Company Ticker Trading Price Mkt Cap Div Yleld(%)

Currency US$m FY1
Menswear Peers

Man Wah Holdings Ltd 1999 HK HKD 3.65 1,782 9.91 7.43 6.62 2.34 2.03 179 | 2792 2888  29.06 4.93 7.89 8.85
Morris Holdings Ltd 1575 HK HKD 0.91 116 5.02 4.04 3.1 2.1 1.50 1.06 | 59.04 4657 43.31 6.15 6.18 8.66
Samson Holding Ltd 531 HK HKD 0.59 235 275 - - 0.64 - - 22.77 - - 5.93 - -

Simple Average 5.89 5.74 4.87 1.70 1.76 143 [ 3658 3772  36.18 5.67 7.04 8.75

Apparel Peers Listed in Hong Kong
Jason Furniture Hangzhou C-A 603816 CH RVB 5292 3275 2659 2143 1649 5.66 4.55 374 | 2212 2152 2270 1.81 1.63 2.28
Suofeiya Home Collection C-A 002572 CH RVB 1912 2,537 17.26 1588  12.95 3.7 3.34 285 | 2305 2146 2243 2.35 275 3.29
Markor Intl Home Furnishin-A 600337 CH RVB 4.25 1,084 16.71 1523 1181 1.56 143 1.31 9.19 9.48 11.28 2.59 3.29 376
Yotrio Group Co Ltd-A 002489 CH RVB 3.27 1,022 - - - 2.28 - - -6.29 - - 0.31 - -

Guangzhou Holike Creative -A 603898 CH RVB 17.65 812 12.97 12.56 9.95 247 227 192 | 2048 17.94 18.86 1.85 2.38 2.99
Qumei Home Furnishings Grp-A 603818 CH RVB 7.16 506 20.72 12.90 8.81 2.10 1.88 1.60 1051  13.07 17.43 142 1.54 2.33
Simple Average 18.85  15.60  12.00 2.96 2.69 228 | 1318 16.69  18.54 1.72 232 293

Sources: Bloomberg, CGIS Research
*Year end for Man Wah is 31 March
**Before earnings revision by the market

Figure 6: Forward PER (before market earnings revision)
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Sources: Bloomberg, CGIS Research
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