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Business Update Note 
 
Production Has Resumed After Temporary Shutdown 
In early 2020, the outbreak of coronavirus disease resulted in a 
temporary shutdown of economic and social activities in various 
regions of China. Production and sales were affected due to factors 
such as the failure of workers to return to work on time and the 
suspended transportation which disrupted the freight and 
logistics of products. With the improvement in epidemic 
prevention and control measures, the Chinese Government has 
successively introduced relevant policies and measures with 
emphasis on the need to effectively maintain the normal economic 
and social order. In response to the call of the Government and 
under premise of various epidemic prevention and control 
measures to ensure health and safety of the company’s employees, 
the company has been able to gradually resume work and maintain 
normal operation and production since mid-February 2020. All 
employees of the company worked together to carry out a variety 
of stabilization tasks and adjust contingency plans for customers 
in a timely manner to minimize the impact of the outbreak on the 
operation. So any supply side constraints have now been taken 
care of by the company after having resumed normal operations.  
 
China’s New Infrastructure and Usage of Magnesium Alloys 
China has planned the development of new infrastructure projects 
which include information-based infrastructure; converged 
infrastructure supported by applications of new technologies such 
as the internet, big data and artificial intelligence; and innovative 
infrastructure that supports scientific research, technology and 
product development. New infrastructure involves a number of 
key fields, such as 5G, internet of things, industrial internet, cloud 
computing, blockchain, data centres, smart computing centres and 
smart transportation. The total investment on major projects this 
year announced by local governments in China recently comes up 
to nearly 34 trillion yuan (4.9 trillion U.S. dollars), with most 
belonging to new infrastructure projects. With increasing usage of 
magnesium alloys in devices used in areas such as 3C (Computing, 
Communications and Consumer Electronics) the implementation 
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of 5G in the new infrastructure projects would help in generating 
more demand for the alloys. Other than the application in 3C devices, 
magnesium is said to be the best material for building 5G base 
stations.  The construction of 5G base stations is the primary focus 
of the new infrastructure plan by China. Because one of the 
characteristics of 5G is a millimeter-wave, which is significantly 
shorter than the wavelength of 4G, the new material of highly 
conductive magnesium alloy is preferred. Millimeter-wave and 
increased number of 5G base stations in the future will cause harm 
to the human body due to high amount of radiation. The robust 
electromagnetic shielding property of magnesium alloy materials 
can reduce radiation damage. The highly efficient heat dissipation 
property of magnesium alloy can improve the maintenance of the 
base station. 
 
It is expected that the downstream of magnesium industrial chain is 
going to have an exponential growth going ahead. Magnesium alloys 
are the light metal material to replace aluminium alloy. In the 
downstream application of magnesium, 70% is applied in the 

transportation area, 20% in the 3C area and 10% in the areas of 
aviation, military along with other areas. With the rapid 
development of light-weight automobiles and 5G in the 
telecommunications industry, there will be a huge demand for 
magnesium alloys and the magnesium industry will face 
unprecedented development opportunities going forward. This will 
benefit the REMT Group who have patented their technology in the 
area of production of magnesium alloys. 
 
Stable and High Quality Customers 
The company has a large number of stable and high-quality 
customers most of whom are large-scale domestic processing 
enterprises from downstream and magnesium product enterprises. 
The major customers of REMT include large metal forging 
companies, auto ancillaries and high speed rail manufacturers in 
China who source magnesium alloys as a raw material. The 
company’s sales network has till now covered majority of the 
provinces and cities in China. It is worth mentioning that in 
September 2019, the company’s products have been accredited by 
Alunorf, the world’s largest aluminium processing enterprise, which 
enables the company to broaden the  sales channel for its high 
quality magnesium products. Also, the company has enhanced 
customer risk control management systems which has been effective 
in reducing its accounts receivable days from an average 55 to 44 
during 2019. 
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Rapid Revenue Growth 
We expect revenue for the REMT to grow at a CAGR of 14% from 
HK$1.51 bn in FY2019 to HK$2.52 bn in FY2023E.  The REMT, 
with increasing production enhancement and efficiencies driven by 
22 patented production processes, has tremendous opportunities to 
grow its business. Furthermore, while the global production of raw 
aluminium was about 64.3 million tons in 2018 (according to 
International Aluminium Institute), global magnesium production 
was only 1.03 million tons (according to China Magnesium 
Association). Even if we assume that magnesium is able to replace 
20% of the total market share of aluminium, which approximately 
amounts to 13 million tons and fully 13 times the current 
production amount, it gives a lot of scope for the demand of 
magnesium products to show sustained growth for a long time to 
come. In addition to all these revenue tailwinds, there is a favorable 
product mix shift which is enhancing margins, thus leading to 
positive EPS leverage. Below image shows the financial highlights 
for 2019 with comparison figures for 2018 and 2017. 
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Price Target HK$0.35: 67% Upside. L-T Target: HK$0.50 
Our price target for REMT from a one year perspective is HK$0.35, 
suggesting 67% upside, which would value the stock on a P/E of 
8x on our FY2021E EPS. The target price from a two year 
perspective is HK$0.50 as REMT deserves a much higher P/E and P/S 
multiple based on the company’s and China’s dominance in these 
strategic products, with a huge moat and patent protection, with 
increasing applications and demand. Also, as the company is expected 
to grow its revenues along with margin expansion, it indicates huge 
scope for creating shareholder value in the long-run. But given the 
current market scenario, even if it maintains a P/E of 8x on our 
FY2021E EPS, the target price of HK$0.35 in a one year time frame is 
conservative. REMT’s stock trades at a P/E multiple of 8x its trailing 
FY2019 EPS and 5x P/E on its forward FY2021E EPS. Even the 12 
month trailing P/S ratio of 0.91 suggests that the stock is 
undervalued. The EV/EBITDA of 4.6x also indicates that the stock 
trades at a significant discount to the EV/EBITDA of 7.3x for Hang 
Seng index while other emerging markets generally trade above 8x 
EV/EBITDA.  Also, globally, Lynas Corporation, an Australian rare-
earths mining company, listed on the Australian Securities 
Exchange in the S&P/ASX 200 index trades at a 12 month trailing 
P/E of 23x its FY2019 EPS. This indicates REMT trades at a 
significant discount to Lynas Corporation and we believe current 
valuations undervalue the large scale potential and opportunity that 
lies ahead for the company.   
 
Research on Magnesium Alloys Continues to be in Focus Globally  
Magnesium alloys has been the latest topic for research globally and 
is known as the most developed and widely used lightweight eco-
friendly strategic new material of the 21st century. Magnesium is the 
most abundant metal element on earth and in the ocean. There are 
abundant magnesium resources in China with strong ability in 
sustainable development and resource protection. Magnesium is also 
one of the few metals in China that can keep up with the pace of 
development with the rest of the world. Magnesium alloys are 
regarded as the top three metal contractual materials named after 
steel and aluminium alloys. It continues to be widely used in fields 
such as transportation, 3C electronics, aviation and medical 
equipment. Its outstanding performance will attract attention, 
vigorous development and wide application in the “green economy” 
age. With the rapid development of 5G and lightweighting of 
automobiles, there will be a greater market demand for the 
application of magnesium alloys. 
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Broad Prospects for Magnesium Alloys Application  
Magnesium alloys are featured with light weight (75% lighter than 
steel, 33% lighter than aluminium, the lightest structural engineering 
material so far), higher density, higher intensity, stronger vibration 
damping, better noise reduction ability, excellent electromagnetic 
shielding performance, resistance to radiation and environmental 
protection. These characteristics enable its application in areas such as 
transportation, 3C electronics, aviation and aerospace, medical fields 
and so on. Magnesium alloys are cost-effective and the reserves of 
upstream raw materials are abundant. With the depletion of other 
metals resources, it is expected that magnesium products will become 
the best alternative to other light-metal structural materials. Low 
carbon, energy conservation and emission reduction are being 
advocated in various countries around the world. Stringent exhaust 
emission regulations set higher requirements for the production of 
automobiles. Light weighting in automotive industry has become an 
important direction in achieving energy saving and emission reduction. 
 
Automobile Applications To Remain in Focus in the Long Run 
According to test data, 100kg reduction of the weight of an automobile 
can save 0.7L fuel consumption per hundred kilometres. That is, for 
every 10% reduction in weight, fuel efficiency can be improved by 6%-
10%, and for every 10% reduction in weight on new energy vehicles, 
endurance can be improved by 5%-8%. In the current R&D and 
manufacturing of automobiles, determining reasonable weight of an 
automobile has become a key indicator for material selection. As an 
emerging lightweight metal material, magnesium alloys have high 
quality performance, and its weight reduction ability is better than steel 
and aluminium alloy, which make it the best solution to reduce weight 
in automobiles. With continuous breakthroughs of the development of 
magnesium alloys and many technological difficulties being solved, 
automotive parts that can be produced by magnesium alloys continue 
to rise and the proportion of magnesium alloys used in automobiles 
have significantly increased. It is known that the automotive market in 
some developed countries have already adopted a large amount of 
magnesium-alloy auto parts to manufacture new-type cars; in some 
instances, as much as 40kg per car. At present, the average amount of 
magnesium used per car is only 5kg in China, which reflects the huge 
space for future exponential growth of the magnesium in the 
application of automobiles weight reduction. 
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REMT Company Awarded - The Best Small and Medium Sized 
Company 
Despite the transitional effect of the outbreak, the REMT Company will 
look forward to capitalize on the opportunities in the development of 
the magnesium alloys, focus on technological innovation and R&D, 
strengthen its differentiation competitive strategy, and build a strong 
position as the leader of the high performance rare earth magnesium 
alloy new materials segment. In early 2020, the Company was awarded 
as “The Best Small and Medium Sized Company” jointly issued by 
Zhitong Caijing, a financial news platform for the Hong Kong and US 
stock markets, and Straight Flush (“同花順財經” in Chinese). This 
award inspired the company’s management team to accelerate the 
industrial upgradation and optimization process and increase the scale 
of magnesium alloy production. 
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Key Model and Forecast Assumptions 
In terms of the income statement, our detailed earnings model below [see next 
five pages] forecasts higher net gross and net profit margins going forward 
from 2020 onwards.   
 
Capital Expenditure is expected to increase gradually from FY2020 onwards 
till FY2022 on account of completion of construction of ongoing projects. 
  
Assumed tax rate at 20% for the forecasts.  
 
Overall, we expect higher double-digit EPS growth, at 17% in 2020 and 36% 
in 2021, which we believe is a fair assumption. 
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Income Statement ($HK million) FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E CAGR(19-23) 
Total Revenue          1,158.3           1,537.8           1,515.3        1,640.2        1,866.7        2,144.8        2,525.1  13.6% 
y/y - 32.8% -1.5% 8.2% 13.8% 14.9% 17.7%  
Cost of Revenue -855.1 -1,128.3 -1,099.1 -1,180.9 -1,306.7 -1,458.4 -1,717.1  
Gross Profit            303.2             409.5             416.2           459.2           560.0           686.3           808.0   
Gross margin (%) 26.2% 26.6% 27.5% 28.0% 30.0% 32.0% 32.0%  
Selling & Distribution -21.7 -15.3 -15.6 -17.2 -20.6 -22.7 -22.7  
as a % of sales -1.9% -1.0% -1.0% -1.0% -1.1% -1.1% -0.9%  
Admin Expense -48.3 -57.1 -77.6 -82.0 -74.7 -85.8 -93.4  
as a % of sales 4.2% 3.7% 5.1% 5.0% 4.0% 4.0% 3.7%  
Other Income/Gain 16.7 3.5 12.2 13.1 14.9 17.2 20.2  
as a % of sales 1.44% 0.23% 0.80% 0.80% 0.80% 0.80% 0.80%  
Operating income (Reported) 249.9 340.6 335.2 373.2 479.7 595.0 712.1  
y/y  36.3% -1.6% 11.3% 28.5% 24.0% 19.7%  
Operating income reported margin (%) 21.6% 22.1% 22.1% 22.8% 25.7% 27.7% 28.2%  
Operating Income (adjusted) 249.91 340.59 323.04 360.06 464.73 577.86 691.94 21.0% 
y/y - 36.3% -5.2% 11.5% 29.1% 24.3% 19.7%  
Operating income adjusted margin (%) 21.6% 22.1% 21.3% 22.0% 24.9% 26.9% 27.4%  
Interest Expense -16.7 -73.1 -72.1 -71.0 -69.9 -66.8 -61.8  
Interest income 0.0 0.0 0.0 1.3 1.3 1.1 0.7  
Other non recurring (expenses) income 0.0 0.0 0.0 -10.0 -10.0 -10.0 -10.0  
Pretax Income (reported) 233.2 267.5 263.1 293.5 401.1 519.3 641.1  
y/y - 14.7% -1.6% 11.5% 36.7% 29.5% 23.4%  
Pretax Income (adjusted) 233.2 267.5 251.0 290.4 396.2 512.1 630.9 25.9% 
y/y - 14.7% -6.2% 15.7% 36.4% 29.3% 23.2%  
  - Income Tax Expense -55.30 -49.84 -53.40 -58.70 -80.23 -103.86 -128.21  
effective tax rate (%) 23.7% 18.6% 20.3% 20.0% 20.0% 20.0% 20.0%  
Income Before XO Items 184.21 242.56 209.74 234.82 320.92 415.44 512.86  
y/y - 31.7% -13.5% 12.0% 36.7% 29.5% 23.4%  
Net Income (Reported) 301.31 136.45 130.14 155.21 241.31 335.84 433.25  
y/y - -54.7% -4.6% 19.3% 55.5% 39.2% 29.0%  
Net Income (adjusted) 184.21 198.96 197.58 231.69 315.97 408.28 502.65 26.3% 
y/y - 8.0% -0.7% 17.3% 36.4% 29.2% 23.1%  
Interest on convertible bonds         
Basic EPS (reported) 0.048 0.021 0.0198 0.024 0.037 0.051 0.066  
Basic EPS (adjusted) 0.029 0.030 0.0301 0.035 0.048 0.062 0.076  

         
Basic Weighted Avg Shares 6,337 6,574 6,574 6,574 6,574 6,574 6,574  

         
Diluted EPS (GAAP) - continuing ops. 0.028 0.022 0.028 0.031 0.042 0.054 0.067  
y/y - -19.0% 22.7% 12.0% 36.7% 29.5% 23.4%  
Diluted EPS (adjusted) - continuing ops. 0.028 0.017 0.026 0.030 0.041 0.054 0.066 26.3% 
y/y - -39.6% 55.2% 17.3% 36.4% 29.2% 23.1%  
Diluted Weighted Avg Shares 6,661 7,624 7,624 7,624 7,624 7,624 7,624  

         
Reference Items FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E  
EBITDA (adjusted) 299.3 424.2 409.3 453.5 571.1 700.1 835.9  
EBITDA (reported) 299.3 424.2 421.5 466.7 586.1 717.3 856.1  
Dividends per Share 0.000 0.005 0.006 0.006 0.008 0.011 0.013  
Dividend payout ratio 0.0% 22.3% 21.8% 20.0% 20.0% 20.0% 20.0%  
Depreciation & Amortization 49.4 83.6 86.3 93.5 106.4 122.3 143.9  
as a % of gross PPE         
as a % of sales 4.3% 5.4% 5.7% 5.7% 5.7% 5.7% 5.7%  
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Income Statement ($HK million) 1H2017 2H2017 1H2018 2H2018 1H2019 2H2019 1H2020E 2H2020E 1H2021E 2H2021E 
Total Revenue 503.3 655.0 795.6 742.1 726.2 789.1 762.5 877.6 854.0 1,012.7 
y/y   58.1% 13.3% -8.7% 6% 5.0% 11.2% 12.0% 15.4% 
Cost of Revenue -365.7 -489.4 -593.0 -535.3 -519.9 -579.2 -549.0 -631.9 -597.8 -708.9 
Gross Profit 137.6 165.6 202.7 206.8 206.3 209.9 213.5 245.7 256.2 303.8 
Gross margin (%) 27.3% 25.3% 25.5% 27.9% 28.4% 26.6% 28.0% 28.0% 30.0% 30.0% 
Selling & Distribution -7.4 -14.3 -6.9 -8.4 -5.0 -10.6 -7.5 -9.6 -11.3 -9.3 
as a % of sales -1.5% -2.2% -0.9% -1.1% -0.7% -1.3% -1.0% -1.1% -1.3% -0.9% 
Admin Expense -13.8 -34.5 -25.7 -31.4 -16.2 -61.4 -28.2 -53.8 -34.2 -40.5 
as a % of sales 2.7% 5.3% 3.2% 4.2% 2.2% 7.8% 3.7% 6.1% 4.0% 4.0% 
Other Income/Gain 8.9 7.9 1.2 2.4 2.1 10.1 0.0 13.1 0.0 14.9 
       0.00 0.00 0.00 0.00 0.00 
Operating income (Reported) 125.3 124.6 171.2 169.4 187.2 148.0 177.8 195.4 210.7 268.9 
y/y - - 36.6% 35.9% 9.3% -12.6% -5.0% 32.0% 18.6% 37.6% 
Operating income reported margin (%) 24.9% 19.0% 21.5% 22.8% 25.8% 18.8% 23.3% 22.3% 24.7% 26.6% 
Operating Income (adjusted) 125.30 124.60 171.20 169.38 187.19 137.91 177.75 182.31 210.73 254.00 
y/y - - - - - -18.6% -5.0% 32.2% 18.6% 39.3% 
Operating income adjusted margin (%) 91.0% 75.3% 84.5% 81.9% 90.7% 17.5% 23.3% 20.8% 24.7% 25.1% 
Interest Expense -4.4 -12.3 -35.9 -37.1 -37.4 -36.0 -35.5 -35.5 -34.9 -34.9 
Interest income      0.0 0.7 0.7 0.7 0.7 
Other non recurring (expenses) income      0.0 0.0 -10.0 0.0 -10.0 
Pretax Income (reported) 120.9 112.3 135.3 132.3 149.8 112.0 142.9 150.6 176.5 224.7 
y/y - - - - - -15.3% -4.6% 34.5% 23.5% 49.2% 
Pretax Income (adjusted) 120.9 112.3 135.3 132.3 149.8 101.9 142.9 147.5 176.5 219.7 
y/y      -23.0% -4.6% 44.8% 23.5% 49.0% 
  - Income Tax Expense -31.91 -23.39 -30.58 -19.26 -33.52 -19.88 -28.58 -30.12 -35.30 -44.93 
effective tax rate (%) 26.4% 20.8% 22.6% 14.6% 22.4% 17.8% 20.0% 20.0% 20.0% 20.0% 
+ Profit from Discontinued Operations 0 6    0 0 0 0 0 
Income Before XO Items 89.22 94.98 104.69 113.00 116.30 92.09 114.33 120.48 141.18 179.73 
y/y - - - - - -3.0% 24.2% 5.4% 17.2% 27.3% 
Net Income (Reported) 139.93 161.37 70.68 40.91 87.42 41.36 114.33 120.48 141.18 179.73 
y/y      1.1% 30.8% 191.3% 23.5% 49.2% 
Net Income (adjusted) 89.22 94.98 104.69 181.20 116.30 82.00 114.33 117.35 141.18 174.80 
y/y - - - - - -54.7% -1.7% 43.1% 23.5% 49.0% 
Basic EPS (reported) 0.022 0.025 0.011 0.006 0.013 0.006 0.017 0.018 0.021 0.027 
Basic EPS (adjusted) 0.014 0.015 0.017 0.028 0.018 0.012 0.017 0.018 0.021 0.027 
y/y      -0.5 0.0 0.4 0.2 0.5 
Basic Weighted Avg Shares 6,337 6,337 6,337 6,574 6,574 6,574 6,574 6,574 6,574 6,574 

           
Diluted EPS (GAAP) - continuing ops. 0.013 0.014 0.016 0.015 0.015 0.012 0.015 0.016 0.019 0.024 
y/y - - - - - -18.5% -1.7% 30.8% 23.5% 49.2% 
Diluted EPS (adjusted) - continuing ops. 0.013 0.014 0.016 0.024 0.015 0.011 0.015 0.015 0.019 0.023 
y/y - - - - - -54.7% -1.7% 43.1% 23.5% 49.0% 
Diluted Weighted Avg Shares 6,661 6,661 6,661 7,624 7,624 7,624 7,624 7,624 7,624 7,624 
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Balance Sheet ($HK million) FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E 

Assets        

  + Cash & Near Cash Items 172.9 131.3 254.8 359.8 314.1 232.6 352.9 

  + Pledged Bank Deposit 7.9 15.0 7.3 7.3 7.3 7.3 7.3 

  + Accounts & Notes Receivable 297.0 218.0 151.5 179.7 255.7 293.8 345.9 

  + Other Receivables & Prepayments 133.4 178.4 287.9 287.9 287.9 287.9 287.9 

  + Inventories 151.9 146.4 186.8 194.1 161.1 179.8 211.7 

  + Other Current Assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Total Current Assets 763.1 689.1 888.3 1,028.9 1,026.1 1,001.5 1,205.7 

    + Gross Fixed Assets 2,051.4 1,703.0 1,769.8 1,933.8 2,232.5 2,618.5 2,871.1 

    - Accumulated Depreciation -462.8 -168.9 -244.8 -338.3 -444.7 -566.9 -710.9 

  + Net Fixed Assets - PPE 1,588.6 1,534.1 1,525.0 1,595.5 1,787.8 2,051.6 2,160.2 

  + Prepaid Lease Payments 70.6 52.0 0.0 0.0 0.0 0.0 0.0 

  + Mining Rights 50.4 47.3 45.9 45.9 45.9 45.9 45.9 

  + Other Long Term Assets 86.1 49.7 94.9 0.0 0.0 0.0 1.0 

Total Long-Term Assets 1,795.7 1,683.1 1,665.8 1,641.4 1,833.7 2,097.5 2,207.1 

Total Assets 2,558.8 2,372.2 2,554.3 2,670.5 2,860.0 3,099.2 3,413.0 

        

Liabilities & Shareholders' Equity        

  + Accounts Payable 208.9 90.4 73.2 80.9 107.4 119.9 141.1 

  + Other Payables & Accruals 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Short-Term Borrowings 83.8 73.5 335.5 352.3 352.3 352.3 352.3 

  + Other Short-Term Liabilities 8.1 8.2 395.9 395.9 395.9 395.9 395.9 

Total Current Liabilities 300.8 172.1 804.6 829.0 855.5 868.0 889.3 

  + Long-Term Borrowings 697.0 661.2 171.7 154.5 139.1 111.2 66.7 

  + Other Long-Term Liabilities 437.8 267.7 190.2 190.2 190.2 190.2 190.2 

Total Liabilities 1,435.6 1,101.0 1,166.4 1,173.7 1,184.8 1,169.5 1,146.2 

  + Total Preferred Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Minority Interest -7.8 0.0 0.0 0.0 0.0 0.0 0.0 

  + Share Capital & APIC 657.4 657.4 657.4 657.4 657.4 657.4 657.4 

  + Retained Earnings & Other Equity 473.6 613.8 730.4 839.3 1,017.8 1,272.3 1,605.3 

Total Shareholders' Equity 1,123.2 1,271.2 1,387.9 1,496.8 1,675.2 1,929.7 2,266.7 

Total Liabilities & Equity 2,558.8 2,372.2 2,554.3 2,670.5 2,860.0 3,099.1 3,412.9 
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Cash Flow ($HK million) FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E 

  + Net Income 239.4 335.7 263.1 250.0 241.7 336.2 433.6 

  + Depreciation & Amortization 42.7 82.0 92.5 93.5 106.4 122.3 143.9 

  + Capitalizing Finance/Convert Costs 17.5 73.5 72.1 0.0 0.0 0.0 0.0 

  + Working Capital + Overseas Cash from Operations -113.5 -64.6 -95.3 -27.9 -16.4 -44.3 -62.7 

  + Other Non-Cash Adjustments 8.7 -38.4 -42.3 0.0 0.0 0.0 0.0 

  + Loss of Subsidiary Sale 0.0 -69.5 0.0 0.0 0.0 0.0 0.0 

Cash From Operating Activities 194.8 318.6 290.1 315.6 331.7 414.2 514.8 

  + Disposal of Fixed Assets 0.0 0.0 0.0 0.0 0.0 0.0 1.0 

  + Capital Expenditures -270.7 -204.3 -114.9 -164.0 -298.7 -386.1 -252.5 

  + Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Acquisition 0.0 0.0 0.0 0.0 0.0 0.0 1.0 

  + Other Investing Activities 50.3 -10.3 8.3 0.0 0.0 0.0 0.0 

Cash From Investing Activities -220.4 -214.6 -106.6 -164.0 -298.7 -386.1 -250.5 

  + Dividends Paid 0.0 0.0 -32.9 -46.3 -63.3 -81.7 -100.6 

  + Increase in Borrowings 83.5 -56.0 87.7 -0.4 -15.5 -27.8 -44.5 

  + Increase in Capital Stock 0.0 0.0 0.0 0.0 0.0 0.0 1.0 

  + Other Financing Activities -78.5 -82.6 -86.9 0.0 0.0 0.0 0.0 

Cash from Financing Activities 5.0 -138.6 -32.1 -46.7 -78.7 -109.5 -144.1 

Net Changes in Cash -20.6 -34.6 151.4 104.8 -45.7 -81.5 120.2 

Opening cash  172.9 131.4 255.0 359.8 314.1 232.6 

Closing cash  131.4 255.0 359.8 314.1 232.6 352.9 
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Ratio Analysis FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E 

Per Share Data (HK$)        

Basic EPS (adjusted) 0.03 0.03 0.03 0.04 0.05 0.06 0.08 

Diluted EPS (adjusted) 0.03 0.017 0.026 0.030 0.041 0.054 0.066 

Dividend per share (DPS) 0.00 0.01 0.01 0.01 0.01 0.01 0.01 

Book Value per share (BVPS) 0.16 0.18 0.20 0.22 0.25 0.29 0.34 

        

Margins (%)        

Gross Margin 26.2% 26.6% 27.5% 28.0% 30.0% 32.0% 32.0% 

Operating Margin 21.6% 22.1% 21.3% 22.0% 24.9% 26.9% 27.4% 

EBITDA Margin (adjusted) 25.8% 27.6% 27.0% 27.7% 30.6% 32.6% 33.1% 

Pre-Tax Margin (adjusted) 20.1% 17.4% 16.6% 17.7% 21.2% 23.9% 25.0% 

Net Income Margin (adjusted) 15.9% 12.9% 13.0% 14.1% 16.9% 19.0% 19.9% 

        

Growth (%) FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E 

Sales growth - 32.8% -1.5% 8.2% 13.8% 14.9% 17.7% 

EBIT growth - 36.3% -5.2% 11.5% 29.1% 24.3% 19.7% 

Net Income (adjusted) growth - 8.0% -0.7% 17.3% 36.4% 29.2% 23.1% 

EPS (adjusted) growth - -39.6% 55.2% 17.3% 36.4% 29.2% 23.1% 

  FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E 

Dupont ROE (%) 16.4% 15.7% 14.2% 15.5% 18.9% 21.2% 22.2% 

Margin (%) 15.9% 12.9% 13.0% 14.1% 16.9% 19.0% 19.9% 

Turnover (x) 0.45 0.65 0.59 0.61 0.65 0.69 0.74 

Leverage (x) 2.28 1.87 1.84 1.78 1.71 1.61 1.51 

RoCE 14.1% 16.7% 20.7% 21.9% 25.7% 28.4% 29.7% 

ROA 7.2% 8.4% 7.7% 8.7% 11.0% 13.2% 14.7% 

Net cash / equity -53.4% -46.3% -17.7% -15.9% -16.0% -16.7% -7.0% 

        

FCF Calculation        

Op. cash  194.8 194.8 670.0 220.6 331.3 413.8 514.5 

capex -270.7 -204.3 -181.8 -262.4 -298.7 -386.1 -252.5 

FCF (HK$ million) -75.9 -9.5 488.2 -41.8 32.6 27.7 261.9 

FCF margin (%) -6.6% -0.6% 32.2% -2.6% 1.7% 1.3% 10.4% 

FCF per share -0.01 0.00 0.06 -0.01 0.00 0.00 0.03 

Price/FCF per share -17.55 -160.51 3.12 -36.45 46.76 55.05 5.82 

FCF Yield -5.7% -0.6% 32.0% -2.7% 2.1% 1.8% 17.2% 

        

Net Cash calculation        

Cash + short term investments 180.8 146.3 262.1 268.7 222.6 140.9 260.8 

Less: long term debt -780.8 -734.7 -507.2 -506.8 -491.3 -463.5 -419.0 

Net Cash -600.0 -588.4 -245.0 -238.1 -268.7 -322.7 -158.2 

        

Net cash per share -0.09 -0.08 -0.03 -0.03 -0.04 -0.04 -0.02 

Net cash/market cap -45% -39% -16% -16% -18% -21% -10% 
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Valuation ratio's FY2017 FY2018 FY2019 FY2020E FY2021E FY2022E FY2023E 

P/B (tangible) 1.33 1.18 1.03 0.95 0.85 0.73 0.62 

P/E (adjusted) 7.59 12.58 8.10 6.91 5.06 3.92 3.18 

P/S 1.19 0.90 0.91 0.84 0.74 0.64 0.55 

EV/sales 2.81 1.28 1.30 1.20 1.05 0.92 0.78 

EV/EBITDA (adjusted) 10.88 4.64 4.81 4.34 3.45 2.81 2.36 

EV/EBITDA (reported) 10.88 4.64 4.67 4.22 3.36 2.75 2.30 

EV/EBIT 13.03 5.78 6.10 5.47 4.24 3.41 2.85 

EV/FCF -42.91 17.22 11.24 12.99 59.66 70.08 7.51 

Dividend Yield (%) 0.0% 2.4% 2.9% 2.9% 4.0% 5.1% 6.3% 

        

Receivable days 94 52 36 40 50 50 50 

Inventory days 65 47 62 60 45 45 45 

payables days 89 29 24 25 30 30 30 

Current ratio 2.5 4.0 1.1 1.2 1.2 1.2 1.4 

        

Enterprise Value Calculation FY2018 Current      

Market Cap. 2,664.3 1,380.6      

+ Minority Interest -7.8 0.0      

+Total Debt (ST & LT Debt) 780.8 734.7      

- Cash & Equivalents 181 146      

Enterprise Value 3,257 1,969      
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DCF model   2017 2018 2019 2020E 2021E 2022E 2023E 2024E 

(in $HK million)                   

EBIT   250 341 323 360 465 578 692 625 

% growth   - 36% -5% 11% 29% 24% 20% -10% 

                    

Taxes @   23.7% 18.6% 20.3% 20.0% 20.0% 20.0% 20.0% 20.0% 

                    

EBIAT   191 277 257 288 372 462 554 500 

% growth   - 45% -7% 12% 29% 24% 20% -10% 

                    

+ D&A   49 84 86 93 106 122 144 125 

- Capital expenditures   -271 -204 -182 -262 -299 -386 -253 -377 

- Change in net WC   0 -60 0 0 0 0 0 1 

Free Cash Flow to Firm   -31 97 162 119 180 198 445 249 

FCY y/y growth   - -416% 67% -26% 51% 11% 124% -44% 

 

 

Value per Share           

    
Cost of 
capital       

Terminal Growth 11.2% 12.2% 

2.5%             0.30              0.26  
2.8%             0.31              0.26  
3.0%             0.31              0.27  
3.3%             0.32              0.27  
3.5%             0.33              0.28  

 

WACC     11.2% 

PV of Free Cash Flow   1,238 

PV of Terminal Value   1,419 

Add: Net Cash   -588 

Less: Minority Interest   0 

Total Equity Value   2,068 
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Shares outstanding   6,574.39 

DCF value     0.31 
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Disclaimer 
Evaluate Research provides institutional equity research on global public mid-

cap companies. All information used in the publication of this report has been 

compiled from publicly available sources that are believed to be reliable; and 

we do not seek insider information for writing this report. Opinions, estimates 

and projections in this report constitute the current judgment of the analyst(s) 

as on the date of this report.  It is not guaranteed as to accuracy, nor is it a 

complete statement, of the financial products, securities, or markets referred 

to. Opinions are subject to change without notice. To the extent permitted by 

law, Evaluate does not accept any liability arising from the use of information 

in this report.   

 

This document is provided for information purposes only, and is not a 

solicitation or inducement to buy, sell, subscribe, or underwrite securities or 

units. Evaluate does not make individually tailored investment 

recommendations. Any valuation given in a research note is the theoretical 

result of a study of a range of possible outcomes, and not a forecast of a likely 

share price. The securities, issuances or investment strategies discussed in this 

report may not be suitable for all investors. Investments involve many risk and 

potential loss of capital. Past performance is not necessarily indicative of future 

results. Evaluate may publish further update notes on these 

securities/companies but has no scheduled commitment and may cease to follow 

these securities/companies as may be decided by the research management. 

 

Forward-looking information or statements in this report contain information 

that is based on assumptions, forecasts and estimates of future results, and 

therefore involve known and unknown risks or uncertainties which may cause 

the actual results, performance or achievements of their subject matter to be 

materially different from the current expectations. 

 

Evaluate makes an effort to use reliable, comprehensive information, but 

makes no representation that this information is accurate or complete. 

Evaluate is under no obligation to update or keep current the information 

contained herein. The compensation of the analyst who prepares any Evaluate 

research report is determined exclusively by Evaluate’s research and senior 

management. 

 

Evaluate Research Ltd. does not conduct any investment banking, stock 

brokerage or money management business and accordingly does not itself hold 

any positions in the securities mentioned in this report. However, Evaluate’s 

directors, affiliates, and employees may have a position in any or related 

securities mentioned in this report at an appropriate time period after the 

report has already been disseminated, and in compliance with all CFA Institute 

Standards. 

 

No part of this report may be reproduced or published without the prior written 

consent from Evaluate Research Ltd. Please cite the source when quoting. 

 

The companies or funds covered in this research has paid us a fee in order for 

this research to be made available. Any fees are paid upfront without recourse. 

Evaluate and its analysts are free to issue any opinion on the security or 

issuance. Evaluate seeks to comply with the CFA Institute Standards as well 

as NIRI Guidelines (National Investor Relations Institute, USA) for all conduct, 

research and dissemination of research, particularly governing independence 

in issuer commissioned research. 
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