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 Initiate at BUY with a target price of HKD4.7  
Our positive view on Tsaker Chemical (Tsaker) — a producer of dye, pigment and 

agricultural chemical intermediates — is based on three factors: 1) we estimate the 

new iron phosphate business will contribute RMB320mn revenue in 2018E, and 

improve its gross profit margin to 30% (1H17: 27.4%) on mass production ramp-

up; 2) completion of the dye intermediates production plant in Dongying (slated for 

2H18) and leased facilities for manufacture of OBA should support 2017E/2018E 

gross profit growth of 18/11% in dye intermediates (2016: 34% drop); and 3) we 

expect the dye and agricultural intermediates business to offer income protection. 

We initiate coverage at BUY with a DCF-based TP of HKD4.7.  

 
Horizontal expansion into promising lithium battery market 
We estimate iron phosphate segment 2018E revenue at RMB320mn, with mass 

production ramp-up widening gross profit margin to 30% (1H17: 27.4%). Tsaker is 

negotiating with potential buyers for its iron phosphate products; we look for new 

orders to push utilization rate at the new production line above 90% (industry 

average: 80%). The new production line should create synergies with Tsaker’s 

current NMP products, in our view. 

 
Vertical integration of DSD acid value chain to be a new driver  
Construction of a new 15,000-tonne capacity production line for DSD acid and other 

dye intermediates is scheduled for completion in 2H18, which would create 

synergies with OBA facilities leased at the end of 2016, in our view. We think this 

vertical integration will both expand production to include OBA, and improve the 

capacity utilization of DSD acid. 

 

Dye and agricultural intermediates offers income protection 
We expect Tsaker's dye and agricultural intermediates businesses to offer income 

protection, given that they have been making a stable earnings contribution since 

2015. These businesses accounted for 73% of Tsaker's 2016 earnings, and on their 

own would yield a 2016-2018E earnings CAGR of 9% for the company given 

consistent products and long-standing cooperation with key customers. 

 

Valuation and risks to our view 
Our BUY call rests on a DCF-based target price of HKD4.7 (WACC of 8.2%; 

terminal growth rate of 2%). Downside risks: 1) sales volume of iron phosphate 

lower than our expectation; and 2) margins widen more slowly than we estimate. 
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Investment thesis 

Tsaker Chemical is the world’s leading producer of fine chemicals that work as dye, 

pigment and agricultural chemicals intermediates. We believe its core business will 

provide stable earnings support, and the company is set to benefit from horizontal and 

vertical expansion in the near term. 

 

New lithium battery material business expected 
Based on Tsaker’s ample production experience and potential synergies, we are positive 

on the company’s entry into the promising lithium battery industry and construction of an 

iron phosphate production line in Cangzhou, Hebei province with a production capacity of 

15,000 tonnes.  

 

We expect the new iron phosphate segment's 2018E revenue to reach RMB320mn, and 

gross margin to improve from 27.4% in 1H17 to 30% in 2018E on mass production ramp-

up. We also estimate the utilization rate of the new iron phosphate production line to 

exceed 90%, higher than the industry average of 80%. 

 

Our positive view on demand for iron phosphate rests on: 1) Tsaker is negotiating with 

several potential buyers of its iron phosphate products; and 2) as its samples have passed 

first-round testing for a potential domestic customer, we are optimistic that it will become 

part of the customer’s supply chain, which is a testament to the quality of its iron 

phosphate products.  

 

The new production line began operation in November 2017, and we see potential for the 

company to expand production by another 15,000 tonnes in 2018 if demand for its iron 

phosphate exceeds supply. 

 

Vertical integration in industry value chain to enhance leading position 
We are positive on the company's vertical integration strategy of expanding its production 

chain both upstream and downstream. We believe that through upstream expansion, the 

company strengthens the quality control of raw and auxiliary materials and stabilizes 

production cost. In 2015, Tsaker expanded its business to mononitrotoluene (an upstream 

raw material for DSD acid) production, and in 2016 enlarged its capacity by acquiring 

Tsaker Dongao. The agricultural intermediates segment contributed gross profit of 

RMB13mn and RMB94mn to Tsaker in 2015 and 2016, respectively. 

 

As for moving down the value chain, the company has not only expanded its product 

structure to include OBA, but has also improved the capacity utilization of DSD acid, which 

is the core raw material for OBA production. At the end of 2016, the company leased 

assets and facilities in relation to the production of OBA for textile printing, dyeing and 

detergent, which began operation in 1H17 after refurbishment. We believe this production 

line will help Tsaker become familiar with the manufacturing process, to broaden its 

customer base for OBA, and to prepare for mass production ramp-up. 

 

Construction of the new production line, which will have a capacity of 15,000 tonnes for 

DSD acid and other dye intermediates, is scheduled for completion in 2H18, which would 

create synergies with OBA facilities leased at the end of 2016, in our view. We see this 

vertical integration supporting earnings growth at 18/11% in 2017E/2018E (2016: 34% 

drop).  
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Long-standing and diversified customer base 
We expect Tasker's dye and agricultural intermediates businesses to offer income 

protection, given that they have been providing stable earnings contribution since 2015. 

In 2016, 83% of Tsaker’s revenue and 73% of its gross profit were generated by those 

two segments. Given the stable global demand for dye and agricultural intermediates, we 

expect the two businesses to yield a 2016-2018E earnings CAGR of 9%. 

 

Tsaker has established stable relationships with internationally-renowned chemical giants 

for an average of more than 10 years, which we consider a critical strength as the 

company faces fierce market competition. We also expect the diversified customer base 

to help Tsaker defend against revenue volatility, with the top five major customers 

accounting for 28.3% of revenue in 1H17 (2016: 28.9%).  

 

We expect Tsaker’s unique formulas and consistent products to help it enhance its 

competitiveness. As the consistency of intermediates directly affects the quality of end 

products, end users tend to avoid frequent replacement of intermediate supplies. To 

ensure the quality and consistency of its products, the company began self-producing 

PNT, a core raw material for producing DSD acid. Tsaker also owns assembly lines, which 

it keeps in constant operation, for products for which the core formulas are developed by 

the chairman of the board and are tightly-guarded secrets.  

 

Fig.1. Peer valuation comparison  

Name Ticker Price Mkt cap PE (x) PB (x) EV EBITDA (x) Yield (%) 

  
(local) (USDmn) 2017E 2018E 2017E 2018E 2017E 2018E 2017E 

Tsaker Chemical 1986 HK 3.82 512 23.8 17.8 3.2 2.8 16.4 12.9 1.3 

Lanxess LXS GR 67.86 7,222 17.7 15.4 2.3 2.2 7.6 7.8 1.3 

DSM DSM NA 75.89 16,010 18.2 18.3 1.9 1.8 10.6 9.8 2.4 

Deepak DN IN 217.25 438 38.2 52.5 4.1 3.8 20.7 20.8 0.5 
 

Note: Data as at 9 November close 

Source: Bloomberg, FactSet, Huatai HK Research estimates 
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Industry overview 

Intermediates, essentially derivatives of petroleum products, is one of the three sub-

segments in the dyestuff industry. We expect the consumption volume of global 

intermediates to exceed 1mn tonnes in 2019E. Tsaker’s principal products – DSD acid, 

DMSS, and DMAS – will each account for around 5%, 0.5%, and 0.4% of total 

intermediates consumption in 2015, respectively. 

 

Sizable market for dye intermediates - DSD acid  
Dye intermediates are petroleum downstream products that are further processed into 

finished dyes and pigments. Tsaker’s principal product, DSD acid, is the core dye 

intermediate (and has no comparable substitute) for the production of OBA, which is the 

core ingredient for the production of dyes and to brighten or whiten paper and textiles. 

 

We expect global DSD acid consumption volume to remain stable and to grow from 

57,700 tonnes in 2016 to 65,800 tonnes in 2020E. Over 2011 to 2016, DSD acid demand 

was relatively stable, increasing from 41,800 tonnes to 57,700 tonnes, representing a 

CAGR of 6.7%.  

 

 

Favorable growth in DMAS and DMSS pigment intermediates  
Pigment intermediates are essential derivatives of petroleum products which are 

manufactured through a series of chemical reactions, and include DMSS, DATA, and 

DMAS. DMSS is an upstream material of DATA, and both are important raw materials in 

the production of pigments for building and automobile applications. DMAS is used to 

produce Lemon yellow, which is one of the most widely-adopted pigments used in the 

manufacture of food additives. 

 

We estimate that annual demand for DMSS will improve from 6,600 tonnes in 2016 to 

10,300 tonnes in 2020E, representing a CAGR of 11.9% (2011-2015: CAGR of 5.5%). 

The favorable growth for DMSS is due to growing demand for Pigment Red-122, which is 

a major application of DATA. Given the steady market for food, medicines and cosmetics, 

we expect DMAS demand to improve from 4,800 tonnes in 2016 to 5,600 tonnes in 2020E, 

an increase which is in line with its downstream product demand. 

 

  

Fig.2. DSD acid: global consumption volume   Fig.3. DSD acid: value chain  

 

 

 

Source: Company data, Huatai HK Research estimates  Source: Company data, Huatai HK Research 
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ONT demand to drive mononitrotoluene growth 
Mononitrotoluene comes into three isomers, including para-nitrotoluene (PNT), ortho-

nitrotoluene (ONT) and meta-nitrotoluene (MNT), which are produced simultaneously 

during the nitrification of toluene and account for 35/60/5% of the final products. DSD acid 

is a downstream product of PNT, and ONT is used in the manufacture of OT, which is the 

raw material for the production of agricultural chemicals, especially herbicides.  

 

We see steady growth in mononitrotoluene demand, which we expect to reach 445,200 

tonnes in 2020E (2016: 357,400 tonnes). In our view, production volume of ONT is 

expected to reach 240,900 tonnes in 2019E (2016: 205,500 tonnes), driven by rapid 

development of the pharmaceutical industries in China and India and steady demand for 

herbicides, for which demand for ONT reached 104,700 tonnes in 2016.  

 

 

 

 

 

Fig.4. DMAS and DMSS: global consumption volume  Fig.5. Pigment intermediates: value chain 

 

 

 

Source: Company data, Huatai HK Research estimates  Source: Company data, Huatai HK Research 

Fig.6. Mononitrotoluene: global consumption volume  Fig.7. Mononitrotoluene: production process 

 

 

 

Source: Company data, Huatai HK Research estimates  Source: Company data, Huatai HK Research 
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Leader in dye intermediates industry 

Tsaker Chemical is the world’s leading producer of fine chemicals that work as dye and 

pigment and agricultural chemicals intermediates. In its dye intermediates segment, the 

company is the world’s leading producer of DSD acid, accounting for c. 53.0% of the 

world’s market in 2016. In the pigment intermediates segment, Tsaker is experienced in 

producing DMSS and DMAS, accounting for nearly 42.7% and 19.8% of the global market, 

respectively. In the agricultural intermediates segment, as one of the world's major 

producers, the company holds a global market share of 18.8%.  
 

We see a high degree of consolidation in the markets in the DSD acid and DMSS 

industries. There are no more than 20 DSD acid and 10 DMSS manufacturers in the world, 

and the leading manufacturers have established their dominant positions. As one of the 

major producers of DSD and DMSS, the company has maintained its leading position in 

DSD acid and DMSS production for more than three years. 
 

 

Dye and agricultural intermediates businesses offer income protection 
We expect Tasker's dye (DSD acid) and agricultural intermediates (mononitrotoluene, OT 

and others) businesses to offer income protection, as they have been providing stable 

earnings contribution since 2015. In 2016, 83% of Tsaker’s revenue and 73% of its gross 

profit were generated by the two businesses. Given the stable global demand for dye and 

agricultural intermediates, we expect these businesses to yield a 2016-2018E earnings 

CAGR of 9%. 
 

  

Fig.8. DSD acid: global market share  Fig.9. DMSS: global market share 

 

 

 

Source: Company data, Huatai HK Research  Source: Company data, Huatai HK Research 

Fig.10. Dye and agricultural intermediates: gross profit 

 

Source: Company data, Huatai HK Research estimates 
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Long-standing and diversified customer base 
Tsaker has established stable relationships with internationally-renowned chemical giants, 

including overseas customers such as a global color and specialty chemicals company, a 

German chemicals producer and a Japanese chemical company, as well as domestic 

customers such as the procurement branch of Transfar Group Company Limited. These 

major customers has been doing business with Tsaker for an average of more than 10 

years, which we consider a critical strength as the company faces fierce market 

competition. We also expect the diversified customer base to help Tsaker defend against 

revenue volatility, with its top five major customers accounting for 28.3% of revenue in 

1H17 (2016: 28.9%). 

 

We expect Tsaker’s unique formulas and consistent products to help it enhance its 

competitiveness. As the consistency of intermediates directly affects the quality of end 

products, end users tend to avoid frequent replacement of intermediate supplies. To 

ensure the quality and consistency of its products, the company began self-producing 

PNT, a core raw material for producing DSD acid. Tsaker also owns assembly lines, which 

it keeps in constant operation, for products for which the core formulas are developed by 

the chairman of the board and are tightly-guarded secrets.  

 

Green treatment consultancy to be a long-term driver 
We are keeping an eye on the new green treatment consultancy business, which Tsaker 

has launched with a third party, and which focuses on consultation on waste treatment, 

including air, waste water and solid waste. The consultancy business is involved in small-

scale up-front investment and promises higher gross profit margin than other segments, 

which could drive profit growth.  

 

 

 

 

 

Fig.11. Green treatment consultancy business 

 

Source: Company data, Huatai HK Research 
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Horizontal expansion into lithium battery market 

China is set to see electric vehicle (EV) purchases accelerate in 2017E-2020E, which will 

boost demand for lithium battery cathode materials. For 2017E, China’s EV production 

volume is set to see growth of 40.4% yoy (2016: 51.8%), and we expect this trend to 

persist. In June, the MIIT published updated fuel economy standards with a mandate for 

EVs, which will significantly drive China’s EV sales, especially after the phase-out of 

China’s national purchase subsidy for NEVs in 2021.  

 

Driven by the rapid growth of EVs, we expect China’s production volume of cathode 

materials to reach 232,000 tonnes in 2020E, representing a 2017E-2020E CAGR of 18%. 

As an indispensable part of lithium-Ion batteries, cathode materials account for c. 40% of 

a battery’s total cost, making it one of the most attractive markets in the upstream battery 

value chain. 

 

 

We expect the market for lithium iron phosphate (LFP) to continue to grow, and to achieve 

a 2017E-2018E CAGR of 17%. While lithium nickel manganese cobalt (NMC) gradually 

gains market share due to its greater energy density, two factors support our positive view 

on LFP demand: 1) LFP will continue to dominate the electric bus market for its safety 

and price edge. According to the China 2017 directory of recommended EV models, 73% 

of buses on the list are equipped with batteries featuring LFP cathode materials; and 2) 

LFP is a favorable choice for battery energy storage systems, which will be a promising 

market in the future. 

  

Fig.12. China EV: production volume  Fig.13. China: demand for cathode materials 

 

 

 

Source: Wind, Huatai HK Research estimates  Source: Huatai HK Research estimates 
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We expect the battery materials segment's 2018E revenue to reach RMB320mn, and 

there is room for gross margin to improve from 27.4% in 1H17 to 30% in 2018E on mass 

production ramp-up. We also expect the utilization rate of the new iron phosphate 

production line to exceed 90%, higher than the industry average of 80%.  

 

Our positive view on demand for Tsaker’s iron phosphate products rests on: 1) Tsaker is 

negotiating with several potential buyers for its iron phosphate products; and 2) as its 

samples have passed first-round testing for a potential domestic customer, we are 

optimistic that it will become part of the customer’s supply chain, which is a testament to 

the quality of its iron phosphate products. 

 

Based on our analysis of the iron phosphate market, we think the company does need 

not to pay special attention to risk involving the industry chain. Downstream, we can see 

steady growth in demand for lithium iron phosphate (LFP) for the next 2-3 years, which 

will drive growth in demand for iron phosphate. Upstream, the company faces fewer 

upstream risks and has an adequate supply of raw materials such as ferrous phosphate 

and phosphoric acid. 

 

  

Fig.14. 2017 directory of recommended LFP EV models  Fig.15. Lithium-ion battery: downstream structure 

 

 

 

Source: MIIT, Huatai HK Research 

Note: *the 1st directory of recommended EV models issued in 2017 

 Source: GGII, Huatai HK Research estimates 

Fig.16. Iron phosphate: market size  Fig.17. Iron phosphate: production volume and capacity 

 

 

 

Source:  GGII, Huatai HK Research estimates  Source:  CIESC, Huatai HK Research estimates 
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To expand its current lineup of NMP products, the company launched a project in October 

to produce carbon nanotube paste, a new conductor used in lithium batteries, which has 

an initial annual capacity of 2,000 tonnes. We see the new iron phosphate production line 

creating synergies with NMP vertical integration, which we expect to bring 2018E revenue 

of c. RMB90mn. 

 

 

Fig.18. Carbon nanotube paste 

 

Source: Huatai HK Research 
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Vertical integration in value chain to be a new driver 

We estimate Tsaker’s 2017E/2018E dye intermediates’ earnings growth at 18/11% (2016: 

34% drop). Construction of a new production line with a capacity of 15,000 tonnes for 

DSD acid and other dye intermediates is scheduled for completion in 2H18. It will create 

synergies with OBA facilities leased at the end of 2016, in our view. We believe this vertical 

integration will not only expand production to include OBA, but will also improve the 

capacity utilization of DSD acid. 

 

We are positive on the company's vertical integration strategy of expanding its production 

chain both upstream and downstream. Through upstream expansion, the company 

strengthens the quality control of raw or auxiliary materials and stabilizes production cost, 

we believe. In 2015, Tsaker expanded its business to mononitrotoluene (an upstream raw 

material for DSD acid), and in 2016, it enlarged its capacity by acquiring Tsaker Dongao. 

The agricultural intermediates segment contributed gross profit of RMB13mn and 

RMB94mn to Tsaker in 2015 and 2016, respectively. 

 

As for moving down the value chain, the company has not only expanded its product 

structure to include OBA, but has also improved the capacity utilization of DSD acid, which 

is the core raw material for OBA production. At the end of 2016, the company leased 

assets and facilities in relation to the production of OBA for textile printing, dyeing and 

detergent, which began operation in 1H17 after refurbishment. We believe this production 

line will help Tsaker become familiar with the manufacturing process, to broaden its 

customer base for OBA, and to prepare for mass production ramp-up. 

 

 

Fig.20. Tsaker: production bases and main products 

Production plant Base Main products Situation 

South Dongguang Hebei Dye intermediates Self-built 

  Iron phosphate 15,000 tonnes capacity completed 

North Dongguang Hebei Pigment intermediates Self-built 

Dongao Shandong Agricultural chemical intermediates Complete acquisition in July 2016 

Dongying Shandong Dye intermediates Self-built 

  New plant for DSD acid and other intermediates 15,000 tonnes capacity built 
 

Source: Company data, Huatai HK Research 

 

 

Fig.19. Dye intermediates value chain: vertical integration 

 

Source: Company data,  Wind, Huatai HK Research 
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Earnings forecast 

We forecast Tsaker’s earning to grow 18/33/15% in 2017E/2018E/2019E, driven by rising 

iron phosphate sales and expanded dye intermediates production capacity. We also 

expect 2017E/2018E/2019E GPM to reach 28/28.9/29.7%, given that the battery material 

segment’s GPM is higher than that of other segments (ex-Pigments).  

 

As for balance sheet strength, we note that Tsaker’s operating cash flow has increased 

from RMB39mn in 2015 to RMB171mn in 2016. We expect the overall operating cash 

flow to rise further, to RMB252mn in 2017E, driven by rapid growth in revenue and 

increasing GPM. 

 

 

 

 

Fig.21. Tsaker: revenue growth  Fig.22. Tsaker: net profit growth 

 

 

 

Source: Bloomberg, Huatai HK Research estimates  Source: Bloomberg, Huatai HK Research estimates 

Fig.23. Tsaker: gross margin  Fig.24. Tsaker: operating cash flow and capex 

 

 

 

Source: Bloomberg, Huatai HK Research estimates  Source: Bloomberg, Huatai HK Research estimates 
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Valuation 

Based on a WACC of 8.2%, a terminal growth rate of 2% and exchange rate of 

0.85CNY/HKD, we initiate coverage of Tsaker at BUY with a DCF-based target price of 

HKD4.70. Our TP implies 34.4x 2017E PE and 25.8x 2018E PE. 

 

Fig.25. DCF model 

(RMBmn) 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 

Stage 1 2 3 4 5 6 7 8 9 10 

EBIT             215            285            326             359             394             434             477             525             577             635  

Taxes              (40)            (57)            (65)             (69)             (72)             (76)             (79)             (83)             (88)             (92) 

D&A               66               74               81                85                89                94                98             103             108             114  

Chg in operating working cap               15               67               31                32                34                36                38                39                41                43  

Capex            (200)          (240)          (260)           (271)           (283)           (295)           (308)           (321)           (335)           (349) 

Free cash flow               56            129            112             136             163             192             226             263             305             351  

PV of unlevered FCF          1,254  
         

Terminal growth rate (%)            2  
         

 PV of terminal value           2,843  
         

 Total NPV           4,097  
         

Net debt 66 
         

 Minority interest                  -    
         

 Equity value           4,164  
         

 No. shares           1,044  
         

 Value per share (RMB)             3.99  
         

 Value per share (HKD)             4.70  
         

 

Source: Huatai HK Research estimates 

 

Fig.26. WACC assumption 

(%) 
   

Risk free rate 3.20 
  

Equity risk premium 4.63 Tax rate 18 

Country premium 9.50 
  

Beta (x) 0.81 
  

Cost of equity 10.93 Cost of debt 5.00 

Ratio 
   

Equity 60 Debt 40 

WACC 8.20 
  

 

Source: Huatai HK Research estimates 
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Fig.27. Tsaker: 12-month forward PE bands  Fig.28. Tsaker: 12-month forward PB bands  

 

 

 

Source: Bloomberg, Huatai HK Research  Source: Bloomberg, Huatai HK Research 

0

5

10

15

20

25

Jul-15 Nov-15 Apr-16 Sep-16 Feb-17 Jul-17

(x)

+1 std

Average

-1 std

0

1

2

3

4

5

6

Jul-15 Nov-15 Mar-16 Jul-16 Nov-16 Mar-17 Jul-17

(HKD)

2.2x

1.9x

1.6x

1.3x

1x



Tsaker Chemical (1986 HK)  

9 November 2017  16 

 
 

Company profile  

Tsaker is leading producer of dye, pigment and agricultural chemicals intermediates. It 

now also produces battery materials after the completion of its iron phosphate and carbon 

nanotube conductor paste product production line at end-October. Tsaker’s business can 

be divided into four major segments: 1) dye intermediates; 2) pigment intermediates; 3) 

agricultural intermediates; and 4) battery materials. 

 

Tsaker’s main businesses 
Dye intermediates was the largest revenue contributor in 2016 (46%), followed by 

agricultural (35%) and pigment (19%) intermediates. In 1H17, 63% of Tsaker’s revenue 

was generated in China, with the remainder from India (11%), the Americas (5%), 

Italy/Germany/Taiwan/Indonesia (15%) and others (6%). 

 

 

Stable holding structure 
Tsaker Chemical was established in 1997 (originally named Huage Dye), and was listed 

on the Main Board of the Stock Exchange of Hong Kong in 2015. Mr Ge Yi, CEO and the 

son of founder Mr Ge Jianhua, currently holds a 66.09% equity interest in Tsaker. 

 

  

Fig.29. Tsaker: revenue breakdown by segment  Fig.30. Tsaker: revenue breakdown by region (1H17) 

 

 

 

Source: Bloomberg, Huatai HK Research estimates  Source: Bloomberg, Huatai HK Research 

Fig.31. Tsaker: holding structure 

 

Source: Company data, Huatai HK Research 
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Fig.32. Tsaker: company history 

Time Key Milestones 

1997 Huage Dye was established to produce and sell DSD acid 

2001 Huage Fine Chemical successfully developed DMS and DMSS 

2005 Mr.Ge Jianhua and Huage Holding became beneficially interested in Huage Dye 

2008 Tsaker Cangzhou successfully developed DMAS 

2013 Tsaker Dongguang was established to produce and sell chemical products 

 Tsaker Beijing was established to focus on technology research 

2015 Listed on Hong Kong Stock Exchange at HKD2 per share 

2016 Acquired agricultural intermediates production plant in Shandong 

2017 Built battery materials production line 
 

Source: Company data, Huatai HK Research 
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Full financials 
  

 

 

 

 

 

 

 

 

Source: Company data, Huatai HK Research estimates 

 

Income statement

YE 31 Dec (RMBmn) FY15 FY16 FY17E FY18E FY19E

Revenue 876 1,041 1,230 1,635 1,898

Cost of goods sold (606) (748) (885) (1,162) (1,335)

Gross profit 270 294 344 473 563

Selling and distrib cost (34) (39) (46) (61) (71)

Admin expenses (94) (91) (102) (151) (195)

Others oper inc/exp 17 16 18 25 28

Operating profit 159 180 215 285 326

Financial cost-net (7) (10) (14) (14) (14)

Share of P&L of assoc (4) (15) (18) (24) (28)

Others inc/exp 0 0 0 0 0

Profit before tax 148 154 183 247 284

Tax expense (45) (34) (40) (57) (65)

Minority interest/other 0 0 0 0 0

Net profit 102 121 143 190 219

Depr and amortization 34 56 66 74 81

EBITDA 136 177 209 264 300

EPS (RMB basic) 0.204 0.241 0.137 0.182 0.210

Balance sheet

YE 31 Dec (RMBmn) FY15 FY16 FY17E FY18E FY19E

Inventories 78 82 92 111 124

Acc & bill receivable 278 375 404 470 530

Cash & cash equiv 493 469 421 444 440

Other current assets 14 0 0 0 0

Total current assets 864 926 917 1,026 1,094

Fixed assets 569 967 1,101 1,267 1,447

Intangible assets 0 0 0 0 0

Other long-term assets 24 46 52 59 68

Total long-term assets 594 1,013 1,153 1,327 1,514

Total assets 1,457 1,940 2,070 2,353 2,609

Accounts payable 289 456 509 653 750

Short-terms loans 317 242 230 218 207

Other liabilities 0 20 18 23 27

Total current liabs 607 717 757 894 984

Long-term debt 0 240 228 239 251

Other long-term liabs 8 22 22 23 25

Total long-term liabs 8 262 250 263 276

Equity 31 31 32 32 32

Reserves/other items 811 930 1,031 1,165 1,318

Shareholder equity 842 961 1,063 1,196 1,349

Minority interest 0 0 0 0 0

Total equity 842 961 1,063 1,196 1,349

BVPS (RMB basic) 1.68 1.92 1.02 1.15 1.29

Valuation

YE 31 Dec (x) FY15 FY16 FY17E FY18E FY19E

PE 15.9 13.5 23.8 17.8 15.5

PB 1.9 1.7 3.2 2.8 2.5

EV EBITDA 23.7 19.2 16.4 12.9 11.4

Dividend yield (%) 1.9 2.2 1.3 1.7 1.9

FCF yield (%) (10.9) (5.8) 1.5 3.6 3.1

Cash flow statement

YE 31 Dec (RMBmn) FY15 FY16 FY17E FY18E FY19E

EBITDA 136 177 209 264 300

Financing costs 7 10 14 14 14

Chg in working capital (59) (34) 15 67 31

Tax (45) (34) (40) (57) (65)

Other 1 52 55 74 86

Operating cash flow 39 171 252 362 365

Capital expenditure (217) (266) (200) (240) (260)

Other investing activ's 3 18 0 0 0

Investing cash flow (214) (248) (200) (240) (260)

Increase in debt (64) 393 (24) (0) 1

Increase in equity 379 0 1 0 0

Dividends paid 0 (31) (43) (57) (66)

Other financing activ's (48) (92) (32) (38) (42)

Financing cash flow 267 270 (98) (95) (106)

Change in cash 92 193 (46) 27 (1)

Cash at start of year 96 493 469 421 444

Effect of forex rate chg 5 9 0 0 0

Year-end cash 193 696 423 448 443

Performance

YE 31 Dec FY15 FY16 FY17E FY18E FY19E

Growth (%)

Revenue - 18.9 18.1 33.0 16.1

Gross profit - 8.8 17.3 37.4 19.0

Operating profit - 13.1 19.5 32.5 14.3

Net profit - 18.3 18.0 33.4 14.9

EPS - 18.3 (43.4) 33.4 14.9

Profitability ratios (%)

Gross profit 30.8 28.2 28.0 28.9 29.7

EBITDA 15.5 17.0 17.0 16.1 15.8

Net profit 11.7 11.6 11.6 11.6 11.5

ROE - 13.4 14.1 16.9 17.2

ROA - 7.1 7.1 8.6 8.8

Solvency (x)

Net gearing ratio (%) (20.9) 1.3 3.5 1.1 1.4

Current ratio 1.4 1.3 1.2 1.1 1.1

Quick ratio 1.3 1.2 1.1 1.0 1.0

Operating capability (days)

Total assets t/o ratio (x) 0.6 0.5 0.6 0.7 0.7

Receivable 114 130 118 104 101

Payable 172 219 207 202 202

Inventory 46 39 37 35 34

Cash conversion cycle (11) (50) (51) (64) (68)
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