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CHINA SUNSINE: Its cash is 90% of market cap,
trades at 1X ex-cash PE. Why?

{21 August 2024

THE CONTEXT

« Few -- very few -- S-chips have the longevity, as a listco, of China
Sunsine as well as the consistent ability to generate large cashflow.

China Sunsine listed 17 years ago on the Singapore Exchange.

» And it has been generating cash while increasingly focused on
shareholder returns. On top of frequent share buybacks (total treasury
shares to date: 28.4 million), China Sunsine has been upping its dividend
payouts in recent years:

CHINA SUNSINE = FY18 A FY19 FY20 FY21 FY22 FY23

Dividend/share
(SG cents)

Note: In FY19, China Sunsine carried out a share split where 1 share became 2.

« The share buybacks and dividends look sustainable given the company's
strong operating cashflow (RMB288 million in 1H2024).

Even after spending on not insignificant capex every year to expand its
production capacity, the company's latest cashpile is at its highest ever, as
shown below.
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« It has zero debt and its cash level is 90% of its current market cap
(S$358 million).

« China Sunsine's 1H2024 net profit dipped 3% y-o-y to RMB188.8 million
(S$35 million) on continued stiff competition in the rubber accelerator
space. These are chemicals used in tyre manufacturing.

« Its stock price has been disappointing: the 1-year return is -1.3% while 5-
year return is -27%.

Possible reasons: 1) Lack of analyst coverage 2) General under-exposure
to investors 3) Fall in profit in 2023 (but 14% 1H2024 pre-tax profit
growth) along with a subdued outlook admidst competition in the
industry.

» Read what CGS-CIMB, the only covering broker, has to say after China
Sunsine released its 1H2024 results ....

Excerpts from CGS-CIMB report
Analyst: Kenneth Tan & Ong Khang Chuen, CFA

Spreads holding up well for now

m Sunsine’s 1H24 net profit (-8% yoy) was largely in line, with stronger-
than-expected GPM expansion (+1% pt yoy) offset by higher taxes (+91%
yoy).

m We expect 2H24F sales volumes to
remain healthy on better manufacturer

utilisation rates, while GPM could possibly

Share price: EICL
be sustained at c.22% (flat yoy). 37¢ 47c

m Reiterate Add with an unchanged TP of S$0.47.

Decent FY24F yield of 6.5% and ramp-up in share buybacks should cap
downside risk, in our view.

CHINA SUNSINE

* WORLD NO.1 PRODUCER OF
RUBBER ACCELERATORS

* CUSTOMERS INCLUDE 3/4 OF

WORLD’S TOP 75 TYRE MAKERS,

Healthy sales volume growth and GPM expansion

China Sunsine’s (Sunsine) 1H24 core net profit of Rmb189m (+6% hoh, -8%
yoy) was largely in line at 50% of our FY24F estimate.

Rubber chemical sales volumes came in

healthy (+6% yoy), mostly led by strong rubber |
accelerator demand from tyre manufacturers "Balance sheet remains
based in Southeast Asia, partially offset by healthy, with net cash
weaker domestic demand. | rising to Rmb1.7bn

. (c.90% of current market
| cap) at end-2Q24."

| = CGS-CIMB

90% cash

GPM surprised positively at 24.8% (+1% pt
yoy), which we attribute to higher-margin
sales mix.

However, tax expenses jumped substantially (+91% yoy) due to expiry of the
group’s hightech enterprise status (accords lower concessionary taxes).

ASPs remained firm in 3Q24, while raw material prices declined

According to commodity market information service provider scigg.com,
average rubber accelerator ASPs in Jul-Aug 24 were flat to slightly lower
compared to average ASPs in 2Q24.

Average aniline prices in Jul-Aug 24 were down ¢.10% compared to 2Q24
average prices.

We think GPM should sustain yoy in 2H24F at c.22%, as risks from
intensifying industry competition are offset by cost savings achieved from
ramp-up of new MBT products in 3Q24F.

Continued sales volume growth ahead

We believe Sunsine should maintain healthy sales volume growth ahead,
underpinned by

1) recovery in domestic tyre manufacturer utilisation rates,

2) ramp-up in sales to Southeast Asia, and

3) favourable government policies supporting automotive demand (e.g.
increased subsidies on vehicle trade-ins).

As shared in its 1H24 outlook statement, management still sees stiff
competition persisting in China and continues to implement flexible pricing
strategy to defend its market share.

Balance sheet remains healthy, with net cash rising to Rmb1.7bn (€¢.90% of
current market cap) at end-2Q24.

Reiterate Add with an unchanged TP of S$0.47

Reiterate Add as we like Sunsine for its decent FY24F
6.5% yield and undemanding valuation of about 1.0x
CY24F ex-cash P/E.

Our TP stays at $$0.47, based on 0.6x CY24F P/BV (1
s.d. below 5-year historical mean).

Kenneth 'I;n,

Re-rating catalysts: favourable government stimulus in analyst

China and improved domestic competitive dynamics.

Key downside risk: intensified competitive pressure weighing on ASPs and
market share.

Full report here

See also: CHINA SUNSINE: This stock's 5 key metrics have grown 6-8X in 15
years
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