China Sunsine Chemical Holdings Ltd

An incredible start for the year

SINGAPORE | MATERIALS | 1Q18 RESULTS

e 1Q18 revenue was in line with expectations while net profit exceeded by 14.2%. GPM
was higher than anticipated.

e High ASP and sales volume extended into 1Q18. GPM and NPM reached historical
highs.

e The trial run of new capacity is expected to get approval by 2Q18.

e We revise upwards FY18e EPS by 45% to 23.3 SG cents and FY19e EPS by 26% to 22.4
SG cents as we raise our margin assumptions. We maintain our BUY recommendation
with a higher target price of $$1.97 (previously $51.60).

Results at a glance

(RMB mn) 1Q18 1Q17 YoY (%) Comments

Revenue 857 575 49.1 Increase in overall ASP and sales volume
Gross profit 299 140 113.4 In line with the above

PBT 182 85 114.4 Increase in overhead costs and FX losses
PAT 150 57 161.4 In line with the above

Source: Company, PSR

Positives

+ High ASP and sales volume extended in 1Q18: In 1Q18, the total sales volume grew
11.7% YoY to 36.5k tonnes, due to the ramp-up in the production of insoluble sulphur and
anti-oxidant. However, it dropped mildly by 5% QoQ as production stopped work for the
Chinese Spring Festival. Meanwhile, overall ASP was still on the upswing, reaching
RMB23.2k/tonne in 1Q18 (+34.1% YoY) (breakdowns are shown below):

Sales volume

(mn tonnes) 1Q18 1Q17 YoY (%) 4Ql7 QoQ (%)
Accelerators 19,907 20,358 -2.2 21,722 -8.4
Insoluble Sulphur 6,212 5,111 21.5 6,010 3.4
Anti-oxidant 10,353 7,181 44.2 10,665 -29
Average selling price

(RMB/tonne) 1Q18 1Q17 YoY (%) 4Ql17 QoQ (%)
Accelerators 29,387 20,061 46.5 27,511 6.8
Insoluble Sulphur 11,719 10,448 12.2 11,414 2.7
Anti-oxidant 17,995 14,204 26.7 18,012 -0.1

Source: Company PSR

GPM and NPM at historical highs in 1Q18: The respective GPM and NPM were reported at
34.9% and 17.4% in 1Q18 (1Q17: 24.4% and 10%, 4Q17: 33.3% and 15.1%). The significant
improvement in of margins was attributable to the growth in ASP and reduction of tax
rates. According to the Aniline Price Index, shown in Figure 1, 1Q18 price level increased by
26% YoY. Meanwhile, the group was granted “High-tech Enterprise” status, leading to a
reduction of tax rate (from headline rate of 25% to concessionary rate of 15%).
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KEY FINANCIALS

Y/E Dec, RMB mn FY16 FY17 FY18e FY19e

Revenue 2,037 2,738 3277 3488

Gross profit 540 788 1,081 1,099
PAT 222 341 556 533
P/E (x) 5.0 0.0 6.3 6.6
P/B (x) 0.8 2.0 16 13
ROE (%) 6% 20% 25% = 20%
ROA (%) 1B% 6% 20% 6%
Source: PSR

VALUATION METHOD

FCFE (Cost of Equity: 7.9%; Terminal g: 10%)
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Figure 1: China Aniline Commodity Index
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Negatives

- Trial run status: pending for approval: The trial run of the respective 10k-tonne newly-
added capacity of accelerator TBBS and Insoluble Sulphur plant is expected to get approval
by 2Q18. Each trial run could last for 1 to 3 months. Optimistically, both plants could
commence a full operation by 4Q18. It is expected that the new capacities will have a full
year contribution in FY19.

Outlook

The enforcement of environmental protection policies and regulation will be strengthened
moving forward. Thus, we expect that more rubber chemical plants to shut down before
new capacity from large companies enter the market. As a result, the shortage of supply
will persist in FY18 and be benefiting Sunsine.

Maintain BUY with a higher TP of $$1.97

We revise upwards FY18e EPS to 23.3 SG cents (previously 16 SG cents) and FY19e EPS to
22.4 SG cents (previously 17.7 SG cents), on higher margins. We maintain our BUY
recommendation with an increased target price of S$1.97 (previously $$1.60).

Y/E, RMB mn FY18e FY19e FY20e
Netincome 556 533 512
Net capex 110 120 110
Changin net WC 92 104 73
Change in borrowing - - -
FCFE 355 310 329
Beta 0.98

Required rate of return 7.9%

Growth 1.0%

FX (SGD/RMB) 4.85

TP (SGD) 1.97

Source: PSR
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Financials

Income Statement

CHINA SUNSINE CHEMICAL HOLDINGS LTD IH3JURE
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Balance Sheet

Y/E Dec, RMB mn FY15 FY16 FY17 FY18e FY19e Y/E Dec, RMB mn FY15 FY16 FY17 FY18e FY19e
Revenue 1,859 2,037 2,738 3,277 3,488 ASSETS
COGS (1,367) (1,497) (1,950) (2,195) (2,390) PP&E 563 549 662 679 691
Gross profit 492 540 788 1,081 1,099 Others 44 43 41 40 39
EBITDA 392 410 567 779 759 Total non-current assets 606 592 703 720 730
Depreciation & Amortisation 94 96 90 101 109 Cash 341 276 500 894 1,213
EBIT 298 314 477 678 650 Inventories 142 145 212 352 468
Net Finance (Expense)/Inc (10) (4) - - - Trade receivables 414 548 638 731 761
PBT 288 310 477 678 650 Others 83 82 75 85 94
Taxation (92) (88) (136) (122) (117) Total current assets 979 1,051 1,425 2,063 2,536
PAT 195 222 341 556 533 Total Assets 1,586 1,642 2,128 2,783 3,266
Per share data LIABILITIES
Y/E Dec FY15 FY16 FY17 FY18e FY19e Trade payables 43 52 71 75 84
EPS (RMB cents) 41.9 47.7 69.4 113.1 108.4 Borrowings 145 - - - -
EPS (SG cents) 9.3 10.0 14.8 23.3 22.4 Others 223 229 314 448 506
DPS (SG cents) 1.5 1.5 3.0 4.7 4.5 Total current liabilities 411 281 385 524 590
BVPS (RMB) 2.5 2.9 35 4.6 5.4 Borrowings - - - - -
BVPS (SGD) 0.6 0.6 0.8 0.9 1.1 Total non-current liabilities - - - - -
Total Liabilities 411 281 385 524 590
Cash Flow Total Equity 1,175 1,362 1,742 2,259 2,676
Y/E Dec, RMB mn FY15 FY16 FY17 FY18e FY19e
CFO
PBT 288 310 477 678 650 Valuation Ratios
Adjustments 102 103 92 108 117 Y/E Dec FY15 FY16 FY17 FY18e FY19e
WC changes 133 (124) (83) (92)  (104) P/E (x) 39 5.0 10.0 6.4 6.7
Cash generated from ops 523 288 486 694 663 P/B (x) 0.7 0.8 2.0 1.6 1.3
Others (93) (85) (100) (122) (117) EV/EBITDA 1.5 2.1 5.4 3.4 3.1
Cashflow from ops 430 203 387 572 546 Growth & Margins (%)
Growth
CFI Revenue -10% 10%  46% 37% 2%
CAPEX, net (50.8) (82.0) (208.9) (110.0) (120.0) Gross profit -13% 10%  46%  37% 2%
Others 1.2 2.4 3.7 3.9 4.1 EBIT -7% 5% 52% 42% -4%
Cashflow from investments (50) (80) (205) (106) (116) PAT -11% 14% 54% 63% -4%
Margins
CFF GP margin 26% 27% 29% 33% 32%
Loans, net of repayments (120) (148) - - - EBIT margin 16% 15% 17% 21% 19%
Dividends (32) (33) (47) (68)  (111) PAT margin 1%  11% 12%  17% 15%
Others (0) (8) 96 - - Key Ratios
Cashflow from financing (152) (189) 50 (68) (111) ROE (%) 17% 16% 20% 25% 20%
Net change in cash 229 (65) 231 398 319 ROA (%) 12%  13%  16% 20% 16%
Effects of exchange rate (0) - (9) - - Net Debt or (Net Cash) (196) (276) (500) (894) (1,213)
Ending cash 340 274 496 894 1,213 Gearing (%) 9.1% 0.0% 0.0% 0.0% 0.0%

Source: Company, Phillip Securities Research (Singapore) Estimates
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Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base ourrecommendations entirely on the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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Important Information

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the
Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part,
for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time without
prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and may
have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities
Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment
services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing.
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and
Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold an
interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, information may
be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may, to the
extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated
with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of this report, may have
issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific
investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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