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TARGET HKD2.15   
PRIOR TP HKD2.15   Huiyin Household App 1280 HK 
CLOSE HKD1.50 

BUY 
CHINA / RETAILING UP/DOWNSIDE +43.3% UNCHANGED 
    

Pains of growing 
 

Huiyin reported in-line 2010 results; EPS flat versus 2009 
Revenue grew strongly, but new-store losses hurt profitability 
Net margin erosion likely to slow as IPO costs reduce 
Maintain BUY with target price of HKD2.15   

Satisfactory first year 
Huiyin reported its first full-year results 
after its IPO in March 2010. Although 
revenue surged 43%, reported net profit 
was flat due to the RMB24.4m IPO-
related professional fees and option-
based compensation expenses. Excluding 
these one-offs, recurring net profit would 
have increased by a solid 21%.    

Dilemma of growth or margins 
Huiyin’s strong 43% revenue growth was 
driven by new retail store openings. In 
2010, self-operated stores doubled to 53 
(from 27), including acquisition of six 
stores of a small local retail chain in Anhui 
in November. However, new stores also entail start-up costs which 
normally require 8-10 months time to break even. Therefore, Huiyin’s 
recurring net margin contracted to 6.5% in 2010, from 7.7% in 2009, 
despite gross margins expanding 150bp during the same period. 
Management realises this trend and admits that net margin will remain 
under pressure in 2011 and that it will try to maintain a balance between 
running after market share and profits. 

The worst seems to be over 
Although Huiyin will continue to suffer the pains of a growing period, 
management believes the worst is over. In 2010, margins faced a double-
whammy of IPO-related costs and high start-up costs (on a small 
operational base). We expect one-off IPO-related costs to fade quickly 
(RMB12m in 2011E vs. RMB24.4 in 2010) and start-up costs to become 
relatively less significant as Huiyin grows. Thus, the pace of net margin 
erosion should slow. We forecast net margin will fall 40bp in 2011 to 
6.1%. 

Valuation and risks 
Huiyin is trading at only 9.2x 2011E P/E, a 32% discount to its average of 
13.4x forward P/E since IPO. We believe the damage from Huiyin’s land 
acquisition is now over and that the stock may face pressure in the 
medium term from a potential sell-down by pre-IPO private-equity 
investors. However, the company’s P/E valuation is at a historical low 
and we believe there is very little downside from current levels. We 
maintain BUY with an unchanged SoTP-based target price of HKD2.15. 
Key risks are faster-than-expected expansion and lower-than-expected 
margins due to large start-up costs and losses from the newly opened 
stores.

HOW WE DIFFER FROM THE STREET 

 BNP  Consensus % Diff 

Target Price (HKD) 2.15 2.15 0.0 

EPS 2011 (RMB) 0.14 0.14 0.0 

EPS 2012 (RMB) 0.17 0.17 0.0 

 Positive Neutral Negative 
Market Recs. 1 0 0 

KEY STOCK DATA 

YE Dec (RMB m) 2011E 2012E 2013E 

Revenue 2,405 3,113 3,975 

Rec. net profit 146 177 225 

Recurring EPS (RMB) 0.14 0.17 0.21 

Prior rec. EPS (RMB) 0.14 0.17 0.21 

Chg. In EPS est. (%) 0.3 0.8 2.5 

EPS growth (%) 18.2 21.8 27.0 

Recurring P/E (x) 9.2 7.5 5.9 

Dividend yield (%) 0.2 0.3 0.3 

EV/EBITDA (x) 5.8 5.1 4.1 

Price/book (x) 1.1 1.0 0.9 

Net debt/Equity 28.2 20.5 21.3 

ROE (%) 13.1 14.2 15.8 
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Share price performance 1 Month 3 Month 12 Month 
Absolute (%) (6.8) (23.4) (37.3) 
Relative to country (%) (10.6) (26.2) (43.7) 

Next results August 2011 
Mkt cap (USD m) 202 

3m avg daily turnover (USD m) 0.7 

Free float (%) 36 

Major shareholder Cao Kuanping (24%) 

12m high/low (HKD) 3.03/1.51 

3m historic vol. (%) 33.1 

ADR ticker - 

ADR closing price (USD) - 

Sources : Bloomberg consensus; BNP Paribas estimates 
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 —— Base —— —— Best —— –— Worst –— 

Year-end 31 Dec 2011E 2012E 2011E 2012E 2011E 2012E 

Sales growth (%) 35 29 45 39 25 19 

Recurring EPS (RMB) 0.137 0.167 0.149 0.198 0.125 0.136 

Change (%) — — 8.8 18.6 (8.8)  (18.6)  

 
 
 
 
 
 
 
 
 

Key Earnings Drivers & Sensitivity  
 Every 10% change in sales growth assumptions would lead 

to around 9% change in our 2011 EPS estimate and 
around 19% change in 2012 EPS estimate. 

Sources: BNP Paribas estimates   

Huiyin Household App and GOME Electrical 
(3M and 6M realised-vol) 

 Regression – MXCN Index to Huiyin Household App 
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MSCI China = 56 + 0.8678 * 1280 HK Equity
R Square = 0.3075
Regression based on 261 observations of 5 years weekly data. Please refer to Appendix 1 for the
explanation of R-square
Sources: Bloomberg; BNP Paribas

China sector correlation matrix at 30 December 2010 
 Banks Insurance Metal & Mining Oil & Gas Property Telecom Utilities Coal 
Banks 1.00 0.80 0.77 0.83 0.74 0.75 0.64 0.79 

Insurance  1.00 0.79 0.83 0.71 0.75 0.66 0.80 

Metal & Mining   1.00 0.82 0.72 0.71 0.63 0.85 

Oil & Gas    1.00 0.68 0.79 0.65 0.87 

Property     1.00 0.62 0.58 0.70 

Telecom      1.00 0.66 0.72 

Utilities       1.00 0.61 

Coal        1.00  
Source: BNP Paribas Sector Strategy 

Long/short chart  The risk experts 

Huiyin Household App - GOME Electrical
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 The Risk Experts 
• Our starting point for this page is a recognition of the 

macro factors that can have a significant impact on stock-
price performance, sometimes independently of bottom-up 
factors.  

• With our Risk Expert page, we identify the key macro risks 
that can impact stock performance.  

• This analysis enhances the fundamental work laid out in 
the rest of this report, giving investors yet another resource 
to use in their decision-making process. 

Sources: Bloomberg, BNP Paribas   
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Exhibit 1: Historical P/E band chart 
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F I N A N C I A L  S T A T E M E N T S  

Huiyin Household App 
 
Profit and Loss (RMB m) 
Year Ending Dec 2009A 2010A 2011E 2012E 2013E
Revenue 1,248 1,784 2,405 3,113 3,975
Cost of sales ex depreciation (1,042) (1,464) (1,945) (2,514) (3,211)
Gross profit ex depreciation 206 320 460 599 764
Other operating income 12 15 24 31 34
Operating costs (77) (158) (234) (305) (396)
Operating EBITDA 141 178 249 324 402
Depreciation (11) (12) (18) (22) (23)
Goodwill amortisation 0 0 0 0 0
Operating EBIT 130 166 231 303 378
Net financing costs 2 (1) (15) (33) (34)
Associates 0 0 0 0 0
Recurring non operating income 0 0 0 0 0
Non recurring items (5) (24) (12) (3) 0
Profit before tax 127 140 204 266 344
Tax (34) (46) (67) (88) (114)
Profit after tax 93 94 137 178 231
Minority interests (1) (2) (3) (4) (6)
Preferred dividends 0 0 0 0 0
Other items 0 0 0 0 0
Reported net profit 91 92 133 174 225
Non recurring items & goodwill (net) 5 24 12 3 0
Recurring net profit 96 116 146 177 225

Per share (RMB)  
Recurring EPS * 4.74 0.12 0.14 0.17 0.21
Reported EPS 4.57 0.09 0.13 0.17 0.21
DPS 0.00 0.01 0.00 0.00 0.00

Growth  
Revenue (%) 26.3 43.0 34.8 29.5 27.7
Operating EBITDA (%) 132.0 26.1 40.1 30.2 23.7
Operating EBIT (%) 139.2 27.9 39.2 30.9 24.8
Recurring EPS (%) 121.3 (97.5) 18.2 21.8 27.0
Reported EPS (%) 139.5 (98.0) 36.0 30.4 29.2

Operating performance  
Gross margin inc depreciation (%) 15.6 17.3 18.4 18.6 18.6
Operating EBITDA margin (%) 11.3 10.0 10.4 10.4 10.1
Operating EBIT margin (%) 10.4 9.3 9.6 9.7 9.5
Net margin (%) 7.7 6.5 6.1 5.7 5.7
Effective tax rate (%) 27.0 33.0 33.0 33.0 33.0
Dividend payout on recurring profit (%) 0.0 5.1 1.8 1.9 1.9
Interest cover (x) - 119.1 15.3 9.1 11.2
Inventory days 56.8 54.8 60.2 57.7 55.6
Debtor days 19.9 27.6 30.2 28.5 26.7
Creditor days 65.5 90.1 114.9 116.2 116.8
Operating ROIC (%) 19.2 16.4 14.8 15.1 16.7
Operating ROIC – WACC (%) 8.2 5.4 3.8 4.1 5.6
ROIC (%) 17.2 14.8 13.4 13.8 15.4
ROIC – WACC (%) 6.2 3.8 2.4 2.8 4.4
ROE (%) 18.3 14.2 13.1 14.2 15.8
ROA (%) 11.2 8.5 7.2 7.4 7.9
* Pre exceptional, pre-goodwill and fully diluted 

Revenue By Division (RMB m) 2009A 2010A 2011E 2012E 2013E
Retail 440 769 1,234 1,794 2,508
Wholesale to Franchisees 350 448 515 564 617
Wholesale to Third Parties 449 552 635 730 819
Service Charges 9 15 21 25 31

Sources: Huiyin Household App; BNP Paribas estimates 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Financial costs likely to 
increase as the company 
may look at debt rising to 
fund further expansion  

IPO-option based 
compensation expense 
will halve in 2011E 
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Huiyin Household App  
Cash Flow (RMB m) 
Year Ending Dec 2009A 2010A 2011E 2012E 2013E
Recurring net profit 96 116 146 177 225
Depreciation 11 12 18 22 23
Associates & minorities 1 2 3 4 6
Other non-cash items 7 (22) (8) 3 7
Recurring cash flow 116 108 159 206 261
Change in working capital (217) (220) (200) (71) (246)
Capex - maintenance 0 0 0 0 0
Capex – new investment (29) (18) (361) (47) (60)
Free cash flow to equity (130) (130) (402) 88 (45)
Net acquisitions & disposals 0 (59) (46) 0 0
Dividends paid 0 (47) (18) (27) (35)
Non recurring cash flows 5 (94) (1) (1) 22
Net cash flow (126) (330) (467) 60 (58)
Equity finance 0 444 0 0 0
Debt finance 62 57 379 (12) 53
Movement in cash (64) 171 (88) 48 (4)
Per share (RMB)  
Recurring cash flow per share 5.78 0.11 0.15 0.20 0.25
FCF to equity per share (6.52) (0.13) (0.38) 0.08 (0.04)
Balance Sheet (RMB m) 
Year Ending Dec 2009A 2010A 2011E 2012E 2013E
Working capital assets 753 1,440 1,857 2,172 2,716
Working capital liabilities (261) (727) (945) (1,188) (1,486)
Net working capital 492 712 913 984 1,230
Tangible fixed assets 117 141 483 509 545
Operating invested capital 609 853 1,396 1,493 1,775
Goodwill 0 0 0 0 0
Other intangible assets 33 71 114 110 106
Investments 0 0 0 0 0
Other assets 25 24 23 22 22
Invested capital 667 948 1,534 1,625 1,903
Cash & equivalents (18) (182) (93) (142) (137)
Short term debt   70 50 429 417 470
Long term debt * 0 0 0 0 0
Net debt 52 (132) 336 275 333
Deferred tax 39 2 2 2 2
Other liabilities 0 5 5 5 5
Total equity  573 1,057 1,172 1,320 1,533
Minority interests 3 15 19 23 29
Invested capital 667 948 1,534 1,625 1,903
* includes convertibles and preferred stock which is being treated as debt 

Per share (RMB)      
Book value per share 28.65 1.01 1.12 1.26 1.46
Tangible book value per share 26.99 0.94 1.01 1.15 1.36
Financial strength      
Net debt/equity (%) 9.0 (12.3) 28.2 20.5 21.3
Net debt/total assets (%) 5.5 (7.1) 13.0 9.3 9.4
Current ratio (x) 2.3 2.1 1.4 1.4 1.5
CF interest cover (x) - (79.2) (1.7) 5.0 1.4
Valuation 2009A 2010A 2011E 2012E 2013E
Recurring P/E (x) * 0.3 10.9 9.2 7.5 5.9
Recurring P/E @ target price (x) * 0.4 15.6 13.2 10.8 8.5
Reported P/E (x) 0.3 13.5 9.9 7.6 5.9
Dividend yield (%) 0.0 0.5 0.2 0.3 0.3
P/CF (x) 0.2 11.4 8.3 6.4 5.1
P/FCF (x) (0.2) (9.5) (3.3) 15.0 (29.4)
Price/book (x) 0.0 1.3 1.1 1.0 0.9
Price/tangible book (x) 0.0 1.3 1.3 1.1 0.9
EV/EBITDA (x) ** 0.1 3.6 5.8 5.1 4.1
EV/EBITDA @ target price (x) ** 0.1 4.5 7.4 6.3 5.1
EV/invested capital (x) 0.1 1.3 1.1 1.0 0.9
* Pre exceptional, pre-goodwill and fully diluted 
** EBITDA includes associate income and recurring non-operating income 

Sources: Huiyin Household App; BNP Paribas estimates 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Large capex in 2011 for 
land acquisition in 
Yanzhou 
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H I S T O R Y  O F  C H A N G E  I N  I N V E S T M E N T  R A T I N G  A N D / O R  T A R G E T  P R I C E  

Huiyin Household Appliances (1280 HK) 
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(HKD) Huiyin Household App Target Price

 

Date Reco TP 

28-Sep-10 BUY 2.55 

 

Charlie Y Chen started covering this stock from 28 September 2010 
Price and TP are in local currency 
Valuation and risks: Key risks to our SoTP-based TP are faster-than-expected expansion and lower-than-expected margins due to large start-up costs and losses from the newly opened stores. 
Sources: Bloomberg, BNP Paribas 
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D I S C L A I M E R S  &  D I S C L O S U R E S  

ANALYST(S) CERTIFICATION 
Charlie Y Chen, BNP Paribas Securities (Asia) Ltd, +852 2825 1109, charlie.y.chen@asia.bnpparibas.com. 
Michele Mak, CFA, BNP Paribas Securities (Asia) Ltd, +852 2825 1105, michele.mak@asia.bnpparibas.com. 
 
The analyst(s) or strategist(s) herein each referred to as analyst(s) named in this report certifies that (i) all views expressed in this report accurately 
reflect the personal view of the analyst(s) with regard to any and all of the subject securities, companies, or issuers mentioned in this report; (ii) no 
part of the compensation of the analyst(s) was, is, or will be, directly or indirectly, relate to the specific recommendation or views expressed herein; 
and (iii) is not aware of any other actual or material conflicts of interest concerning any of the subject securities companies, or issuers referenced 
herein as of the time of this certification.  

 
GENERAL DISCLAIMER 
This report was produced by BNP Paribas Equities (Asia) Ltd, a member company of the BNP Paribas Group. "BNP Paribas” is the marketing name 
for the global banking and markets business of BNP Paribas Group1. This report is for the use of intended recipients only and may not be 
reproduced (in whole or in part) or delivered or transmitted to any other person without our prior written consent. By accepting this report, the 
recipient agrees to be bound by the terms and limitations set forth herein.  
BNP Paribas analysts prudently perform analysis and create quantitative models and estimates derived from their own review of publicly available 
data without any assistance from any represented company. BNP Paribas analyst estimates and models reflect the analysts’ current judgment only; 
they are neither all-inclusive nor can they be guaranteed. “The analysts’ analysis and models are subject to change based on various other factors. 
Valuations are based on internal quantitative models and qualitative interpretation. No representation or warranty, express or implied, is made that 
such information or analysis is accurate, complete or verified and it should not be relied upon as such. 
Analysts' compensation is not linked to investment banking or capital markets transactions performed by BNP Paribas or the profitability or 
revenues of particular trading desks. 
BNP Paribas analysts may participate in company events such as site visits and are prohibited from accepting payment by the company of 
associated expenses unless pre-approved by authorized members of Research management. 
This report does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 
individual clients. Customers are advised to use the information contained herein as just one of many inputs and considerations prior to engaging in 
any trading activity. This report does not constitute a prospectus or other offering document or an offer or solicitation to buy or sell any securities or 
other investments. This report is not intended to provide the sole basis of any evaluation of the subject securities and companies mentioned in this 
report. Information and opinions contained in this report are published for reference of the recipients and are not to be relied upon as authoritative or 
without the recipient’s own independent verification, or taken in substitution for the exercise of judgment by the recipient. Additionally, the products 
mentioned in this report may not be available for sale in certain jurisdictions. 
BNP Paribas is not aware of any other actual or material conflicts of interest concerning any of the subject securities and companies referenced 
herein as of the time of publication of the research report.  
This report is prepared for professional investors and is being distributed in Hong Kong by BNP Paribas Securities (Asia) Limited to persons whose 
business involves the acquisition, disposal or holding of securities, whether as principal or agent. BNP Paribas Securities (Asia) Limited, a 
subsidiary of BNP Paribas, is regulated by the Securities and Futures Commission for the conduct of dealing in securities, advising on securities 
and providing automated trading services.  
This report is being distributed in the United Kingdom by BNP Paribas London Branch to persons who are not private customers as defined under 
U.K. securities regulations. BNP Paribas London Branch, a branch of BNP Paribas, is regulated by the Financial Services Authority for the conduct 
of its designated investment business in the U.K. This report may be distributed in the United States by BNP PARIBAS SECURITIES ASIA or by 
BNP Paribas Securities Corp.  
This report may be distributed in the United States only to “major institutional investors’ (as such term is defined in Rule 15a-6 under the Securities 
Exchange Act of 1934, as amended) and is not intended for the use of any person or entity that is not a major institutional investor. Where this 
report has been distributed in the United States it will have been reviewed by a FINRA S16 qualified registered supervisory analyst or a S24 
qualified and authorized person, in accordance with FINRA requirements concerning third party affiliated research. All U.S. institutional investors 
receiving this report should effect transactions in securities discussed in the report through BNP Paribas Securities Corp. BNP Paribas Securities 
Corp. is a member of the New York Stock Exchange, the Financial Industry Regulatory Authority and the Securities Investor Protection Corporation. 
Reproduction, distribution or publication of this report in any other places or to persons to whom such distribution or publication is not permitted 
under the applicable laws or regulations of such places is strictly prohibited.  
This report is distributed in Singapore by BNP Paribas Securities (Singapore) Limited ("BNPPSSL") and may be distributed in Singapore only to an 
accredited investor or an expert investor, each as defined under the Financial Advisers Regulations ("FAR") and the Securities and Futures Act 
(Chapter 289) of Singapore, as amended from time to time. In relation to the distribution to such categories of investors, BNPPSSL and its 
representatives are exempted under Regulation 35 of the FAR from the requirements in Section 36 of the Financial Advisers Act of Singapore, 
regarding the disclosure of certain interests in, or certain interests in the acquisition or disposal of, securities referred to in this report. 
Information on Taiwan listed stocks is distributed in Taiwan by BNP Paribas Securities (Taiwan) Co., Ltd. 
The distribution of this report in other jurisdictions or to residents of other jurisdictions may also be restricted by law, and persons into whose 
possession this report comes should inform themselves about, and observe, any such restrictions. By accepting this report you agree to be bound 
by the foregoing instructions. This report is not directed to, or intended for distribution to or use by, any person or entity that is a citizen or resident of 
or located in any locality, state, country, or other jurisdiction where such distribution, publication, availability or use would be contrary to law or 
regulation. 
All research reports are disseminated and available to all clients simultaneously through our internal client websites. For all research available on a 
particular stock, please contact the relevant BNP Paribas research team or the author(s) of this report. 
1  No portion of this report was prepared by BNP Paribas Securities Corp. personnel, and references to “BNP Paribas” in this General Disclaimer section and in the 
immediately following Important Disclosures section refer to BNP Paribas Equities (Asia) Ltd only. 
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D I S C L A I M E R S  &  D I S C L O S U R E S  ( C O N T D )  

IMPORTANT DISCLOSURES  
The disclosure column in the following table lists the important disclosures applicable to each company that has been rated and/or recommended in 
this report: 

Company Disclosure (as applicable) 
Huiyin Household 2 

 
BNP Paribas represents that:  
1.  Within the past year, it has managed or co-managed a public offering for this company, for which it received fees. 
2.  It had an investment banking relationship with this company in the last 12 months. 
3.  It received compensation for investment banking services from this company in the last 12 months. 
4.  It beneficially own 1% or more or the market capitalization of this company. 
5.  It makes a market in securities issued by this company. 
6.  The analyst(s) or an individual who assisted in the preparation of this report (or a member of his/her household) has a financial interest position 

in securities issued by this company or derivatives thereof. 
7.  The analyst (or a member of his/her household) is an officer, director, or advisory board member of this company. 
Additional Disclosures 
Within the next three months, BNP Paribas may receive or seek compensation in connection with an investment banking relationship with one or 
more of the companies referenced herein. 
Target price history, stock price charts, valuation and risk details, and equity rating histories applicable to each company rated in this report is 
available in our most recently published reports available on our website: http://equities.bnpparibas.com, or you can contact the analyst named on 
the front of this note or your BNP Paribas representative. 
 
RECOMMENDATION STRUCTURE 

Stock Ratings 
All share prices are as at market close on 29 March 2011 unless otherwise stated. 
Stock ratings are based on absolute upside or downside, which we define as (target price* - current price) / current price.  
BUY (B). The upside is 10% or more.  
HOLD (H). The upside or downside is less than 10%. 
REDUCE (R). The downside is 10% or more. 
Unless otherwise specified, these recommendations are set with a 12-month horizon. Thus, it is possible that future price volatility may cause a 
temporary mismatch between upside/downside for a stock based on market price and the formal recommendation. 
* In most cases, the target price will equal the analyst's assessment of the current fair value of the stock. However, if the analyst doesn't think the market will 
reassess the stock over the specified time horizon due to a lack of events or catalysts, then the target price may differ from fair value. In most cases, therefore, our 
recommendation is an assessment of the mismatch between current market price and our assessment of current fair value.  

 
RATING DISTRIBUTION (as at 28 March 2011) 

Total BNP Paribas coverage universe 558 Investment Banking Relationship (%) 
Buy 367 Buy 5.45 
Hold 140 Hold 3.57 
Reduce 51 Reduce 1.96 

 
Should you require additional information concerning this report please contact the relevant BNP Paribas research team or the author(s) of 
this report. 
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