June 11, 2018 09:00 PM GMT

ez

RN B FAFEHE

B FRRNMEIRMG, TERATHNEGUAT =~

MDY &2

FIRENRBE ; 2)Fh~= MBI KZE B SZFEES ; 3) (EARLHERW, B %
ELEXZMHE. AMBNIANA, EREKILFAN, FEFEELA=EHEL
S B TEARRIN .

Morgan Stanley does and seeks to do business with companies covered in Morgan Stanley Research. As aresult, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of Morgan Stanley Research. Investors should consider Morgan Stanley Research as only a single factor in making their investment decision.

For analyst certification and other important disclosures, refer to the Disclosure Section, located at the end of this report.

+= Analysts employed by non-U.S. affiliates are not registered with FINRA, may not be associated persons of the member and may not be subject to NASD/NYSE restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.


http://www.hibor.com.cn/

MORGAN STANLEY ASIA LIMITED+ MORGAN STANLEY ASIA LIMITED+ MORGAN STANLEY ASIA LIMITED+

Andy Meng, CFA Jack Lu Albert Li
Equity Analyst Equity Analyst Research Associate
+852 2239-7689 +852 2848-5044 +852 3963-3610

Andy.Meng@morganstanley.com Jack.Lu@morganstanley.com Albert.Li@morganstanley.com


http://www.hibor.com.cn/

Tt

Bt A B2 h A N A

i

e ‘ AR ‘ AR

AR HW 51 111 Rmb58.79

TR I A A, BT % HA B
=SS DMDDE S F R B RS 5 2)HT 77
K ] S & RIGE YT 3) AERAR A E A
W, B2 ESESRZH. RmEAAN, ER
K3-5HEW, JFHEAFEAEA FR=AER FISHE
TR R I

9 Wanhua Chemical From Jo
\é\ﬁiﬂ—é ED TFHR i HRE
H st Rmb42.81 Rmb58.79

BHIR® -- MDIWSSHEFRIFENEFIGET: ETPEFR/VERL=4EEIR  HEL
FMDINTEISTAETE25,000 ¥ 7KL , KEANFHREDCOZAIFIIE. (EASIRMDIGAMLE

& ( £BKDER>20% ENHE=>60% ) HHEEm LRERNIEN .

BRHSE R RaMENR: MDIWEEAATRIENE:  BE%4HSEEEN
I KMDIFZRE , TIEHRE T EAEIETDI, SAP, MTBE, MMA, PCZ(b TR lss., #HMERIMS |, XLl
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M ERRATIEERE  RRRIPRERS

EIEE 1 8F—HRETY | ARMREF- BN ERS AR IRCAES , 3ol ] LERERRMR

HA : 185F128(7 (+48% ) , 1951397 (+62% ) , 20517017 FHERFITRIBE AL ( BIFiNMENIR
B37%) , Fit2018 PE 12.6X ( HEPHEMHERE/10-18 PE, EFREHTHEN13.9X , HiEM20165FE
#)

China Energy & Chemicals China
Stock Rating
Industry View

Overweight

Attractive

Price tariet Rmb58.79

(%)

Shr price, close (Jun 11,2018)
52-Week Range

19

Rmb49.30
Rmb49.85-24.48

Sh out, dil, curr (mn) 2,734
Mkt cap, curr (mn) Rmb134,787
EV, curr (mn) Rmb143,111
Avg daily trading value (mn) Rmb1,735
Fiscal Year Ending 12/17 12/18e 12/19e 12/20e
ModelWare EPS (Rmb) 4.26 4.67 5.08 6.22
Consensus EPS (Rmb)§ 3.83 4.39 4.83 5.31
Revenue, net (Rmb mn) 53,123 54,672 63,154 76,235
EBITDA (Rmb mn) 20,341 19,562 21,177 25129
ModelWare net inc

(Rmb ) 11,658 12,754 13,888 16,997
P/E 10.6 9.7 7.9
P/BV 2.8 2.4 2.0
RNOA (%) 421 342 341 370
ROE (%) 78.7 46.8 29.1 30.1
EV/EBITDA 6.4 58 4.6
Div yld (%) 35 3.8 46
FCF yld ratio (%) 6.9 6.5 8.8
Leverage (EOP) (%) 19.7  (24.4) (27.3) (31.9)

Unless otherwise noted, all metrics are based on Morgan Stanley

ModelWare framework

§=Consensus datais provided by Thomson Reuters Estimates

e=Morgan Stanley Research estimates

Exhibit 1:

Wanhua: Change in Net Profit and EPS Esti-

mates

Source: Morgan Stanley Research estimates
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文本框
万华化学的股价被低估，主要因为市场对其有以下三点担忧 1)MDI业务盈利波动风险 ; 2)新产品的成长空间与盈利能力 ;  3) .作为本土中国企业，跨多国经营或受阻。然而我们认为，在未来3-5年内，万华有望在上述三个要素上取得超预期的表现。
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Financial Summary

Exhibit 2:

Wanhua Chemicals: Financial Summary

FliigE 2015A 2016A 2017A 2018E 2019E 2020E Ratio Analysis 2015A 2016A 2017A 2018E 2019E  2020E

Operating revenue 19,492 30,100 53,123 54,672 63,154 76,235 Growth (%)

Operating costs (13,620) (20,745) (32,033) (34,881) (41,448) (49,787) Turnover -12% 54% 76% 3% 16% 21%
Business tax and surcharges (96) (204) (475) (219) (253) (305) Gross Profit -14% 58% 125% -5% 10% 22%

Selling expenses (847) (1,166) (1,417) (1,640)  (1,895)  (2,287) Operating profit -22% 80% 162% -5% 9% 22%

Administrative expense (1,282) (1,423) (2,035) (1,695)  (1,895)  (2,287) PBT -29% 91% 196% -5% 9% 22%

Operating profit 3,648 6,562 17,163 16,238 17,664 21,569  Net profit -33% 129% 203% 15% 9% 22%
Non operating income 302 88 922 355 386 411
Finance costs (1,075) (1,046) (865) (800) (839) (881) Margins (%)

Interest income 12 29 28 28 28 28  Gross Margin 30% 30% 39% 36% 34% 34%
Profits of associates (3) 23 105 105 105 105 Operating margin 19% 22% 32% 30% 28% 28%
Non operating income 4,020 6,647 17,482 16,610 18,066 21,995 PBT margin 15% 19% 32% 29% 27% 28%

Profit before tax 2,954 5,653 16,750 15,943 17,360 21,246  Net margin 8% 12% 21% 23% 22% 22%
Income tax (675) (1,105) (3,440) (3,189)  (3,472)  (4,249)

Profit for the year 2,280 4,548 13,309 12,754 13,888 16,997 Returns (%)

Minority interest income (670) (869) (2,175) - - - ROE (BOP) 12% 25% 61% 41% 27% 28%
Net Profit 1,610 3,679 11,135 12,754 13,888 16,997 ROA (BOP) 4% 8% 22% 19% 16% 17%

EPS 0.59 1.35 4.07 4.67 5.08 6.22

Gearing (%)

E ] 2015A°  2016A  2017A  2018E  2019E  2020E Net Debt/Equity 142% 86% 52% 1% 6%  -12%
Fixed asset 20,046 28,468 27,610 29,000 31,263 32,217  Total Debt/Equity 156% 97% 62% 39% 35% 31%
Construction in progress 12,409 4,245 6,420 6,706 6,129 7,027
Intangible assets 2,252 2,612 2,521 2,879 3,144 3,305 f&E 2015A  2016A  2017A  2018E  2019E  2020E
Long-term equity investment 186 363 526 651 777 902 P/E 253 13.3 9.3 10.3 9.4 7.7
Others 1,884 1,842 3,551 3,547 3,563 3,581 P/BV 27 27 34 26 22 1.9
Non-current assets 36,778 37,529 40,628 42,782 44,876 47,033 EV/EBITDA 11.9 6.9 5.9 6.6 6.0 4.8
Inventories 4,194 4,337 7,000 8,750 11,374 14,218  Dividend Yield 1.1% 2.8% 4.0% 3.6% 3.9% 4.8%
Trade & other receivables 1,356 1,841 3,079 3,787 4,673 5,336  FCF Yield -1.4% 6.6% 4.1% 7.4% 7.0% 9.4%
Cash and cash equivalents 2,066 1,987 3,063 20,517 24,698 30,829
Others 3,410 5071 12,058 12,646 13263 13911 MERER 2015A  2016A  2017A  2018E  2019E  2020E
Current assets 11,027 13,236 25200 45,701 54,008 64,294 Net profit 2,280 4,548 13,309 12,754 13,888 16,997
Trade & other payables 4,190 4,990 7,904 8,238 8,587 8,951  Adj for non-cash items 1,698 2,869 3,581 3,303 3,492 3,539
Short term borrowing 9,638 8,501 12,715 13,350 14,018 14,719  Changes in working capital (69) (1,044) (7,515) (1,756) (3,514) (3,516)
Others 5,445 9,110 7,202 7,474 7,754 8,046  Other operating cash flow 694 975 836 800 839 881
Current liabilities 19,273 22,601 27,820 29,062 30,359 31,716  Net operating cash flow 4,602 7,349 10,212 15,101 14,704 17,901
Long term borrowing 11,440 9,333 6,322 6,638 6,970 7,318  Payment for PP&E (5,160) (4,113) (5,953) (5,357) (5,465) (5,574)
Bond Payable 1980 0 0 0 0 0 Others (64) 144 493 (85) (105) (105)
Long-term payables 4 3 1 1 1 1 Net investing cash flow (5,225) (3,970) (5,460) (5,442) (5,569) (5,678)
Other liabilities 284 494 931 1,630 1,630 1,630 Dividends (1,727) (1,457) (2,058) (4,697) (5,115) (6,260)
Non-current liabilities 13,708 9,830 7,254 8,269 8,601 8,949  Net proceeds from borrowings (24,056) (22,181) (26,300) - - -
Minority interest 3,252 3,512 3,475 3,475 3,475 3,475 Others 27,539 20,134 24,699 12,493 160 168
Shareholders' Equity 14,823 18,334 30,754 51,152 59,925 70,662 Net financing cash flow 1,756 (3,504) (3,660) 7,796 (4,955) (6,092)

Source: Company data, Morgan Stanley Research; In Rmb mn; Year ending December. E = Morgan Stanley Research estimates. Calculations may differ from ModelWare because of definitional differences. Note: Closing

price as of June 7, 2018
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Wanhua's earnings growth profile since 2015
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Source: Company data, Morgan Stanley Research and Estimates
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Wanhua's more diversified revenue portfolio
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Exhibit 10:
Wanhua: Global Comps Table

Global MDI Producers

Covestro EUR 78.48 93.00 19% E 15,840 18,661 3% -10% 26% 96 62 8.6 7.5 8.9 11.1
BASF EUR 85.29 91.00 7% E 78,172 92,094 0% 4% 5% 99 79 14.1 12.6 129 13.2
DowDupont Inc usb 69.42 80.00 15% O 161,109 161,109 8% -1% N/A 77 61 20.9 16.6 13.8 12.7
Mitsui Chemicals JPY 3,235 4,500 39% O 661,412 6,011 3% 2% 16% 3,885 2,775 8.1 6.8 6.3 NA
Tosoh JPY 1,922 1,850 -4% U 624,805 5,678 0% 7% -9% 2,733 1,854 73 8.3 8.5 NA
Global MDI Median 8.6 8.3 8.9 127
Domestic Chemical Peers
Sinochem International HKD 62.90 NA NA NC 21,346 16,537 2% 1% 21% 65.7 53.2 22 21
Sinopec Shanghai-H HKD 5.59 4.85 -13% E 57,915 9,056 11% 22% 36% 5.8 3.9 6.5 10.9
Sinopec Shanghai-A CNY 573 4.37 -24% u 57,915 9,056 -2% -3% -9% 73 5.6 11.2 13.7
Chinese Median 6.5 10.9
Global Specialty Chemicals Peers
Albemarle Corp usb 95 85 -11% U 10,547 10,547 -5% -4% -16% 145 87 27.9 18.4
Arkema EUR 103 100 -3% E 7,881 9,285 -1% -2% 12% 113 90 13.7 14.2
Celanese Corp usb 117 112 -4% E 15,899 15,899 8% 10% 35% 118 86 14.3 12.7
Clariant CHF 25 23 -7% E 8,179 8,301 4% 9% 26% 29 20 18.6 15.6
Croda GBp 4,836 4,800 -1% o] 6,366 8,548 8% 8% 26% 4,900 3,600 24.7 25.4
Eastman Chemical usb 108 98 -10% E 15,461 15,461 3% 3% 36% 112 80 12.2 12.7
Johnson Matthey GBp 3,755 3,900 4% o 7,267 9,758 15% 21% 30% 3,816 2,678 14.7 14.6
Victrex GBp 2,900 2,500 -14% E 2,497 3,353 8% 14% 63% 2,972 1,777 19.8 224
Umicore EUR 50 39 -22% U 12,354 14,555 5% 13% 64% 51 30 311 33.2
Wacker Chemie EUR 123 145 18% E 6,423 7,566 -18% -4% 35% 177 91 40.2 15.8
Evonik Industries EUR 31 38 24% o] 14,283 16,827 4% 13% 6% 33 27 12.8 12.2
Synthomer GBp 541 405 -25% U 1,839 2,469 13% 7% 13% 555 455 16.1 16.8
Global Specialty Chemical Median 18.6 15.7
Overall Median 14.2 139
P/B (x) ROE (%) EV/EBITDA(x)
Company 17A 18E 19E 20E 17A 18E 19E 20E 17A 18E 19E 20E 17A 18E
Yantai Wanhua 3.4 2.6 2.2 1.9 61 41 27 28 5.9 6.6 6.0 4.8 4.0 3.6
Global MDI Producers
Covestro 3.2 25 2.2 19 48.0 38.2 28.2 19.5 5.4 4.7 53 6.1 2.6 29
BASF 2.4 21 2.0 1.9 18.9 17.6 16.2 15.0 7.9 7.0 6.9 6.8 3.4 3.8
DowDupont Inc 17 1.6 15 1.4 30.7 9.7 115 11.9 129 11.4 9.3 85 21 2.7
Mitsui Chemicals 13 11 1.0 NA 18.3 18.4 17.4 NA 6.7 5.5 5.0 NA 2.7 31
Tosoh 1.4 11 1.0 NA 21.9 15.3 13.4 NA 43 43 42 NA 25 2.7
Global MDI Median 17 1.6 15 1.9 219 17.6 16.2 15.0 6.7 5.5 5.3 6.8 2.6 29
Domestic Peers
Sinochem International 2.0 18 1.6 1.4 18.3 183 17.7 125 24.8 20.5 19.6 18.9 13.8 359
Sinopec Shanghai-H 1.4 1.6 1.5 1.4 30.4 24.8 16.0 13.0 5.2 5.9 5.9 5.8 6.7 32
Sinopec Shanghai-A 2.4 2.0 1.8 17 30.4 24.8 16.0 13.0 5.2 5.9 59 5.8 39 26
Chinese Median 2.0 1.8 1.6 14 304 24.8 16.0 13.0 5.2 5.9 5.9 5.8 6.7 3.2
Global Specialty Chemicals Peers
Albemarle Corp 39 2.7 24 2.2 124 13.6 15.5 15.3 16.9 11.3 109 12.2 1.0 14
Arkema 2.0 1.9 1.7 1.6 12.7 16.0 14.3 13.9 7.1 6.9 6.6 6.2 24 24
Celanese Corp 5.1 4.6 3.8 3.2 40.5 40.1 432 39.7 11.2 10.1 8.8 79 1.4 1.5
Clariant 3.2 2.7 2.5 23 15.0 19.5 18.8 19.9 113 9.2 8.3 7.6 1.6 2.0
Croda 6.6 7.6 6.4 7.7 315 35.8 285 33.0 16.5 17.4 15.8 15.1 1.7 4.6
Eastman Chemical 25 26 2.4 2.2 25.4 245 225 22.2 9.3 9.4 8.6 7.9 22 1.9
Johnson Matthey 2.6 24 2.7 24 19.4 21.2 17.6 18.1 9.4 8.9 10.1 9.2 24 2.6
Victrex 4.1 5.2 5.1 4.4 227 254 23.0 23.6 14.7 16.8 16.5 15.4 2.0 4.9
Umicore 4.8 4.2 4.0 37 144 15.7 20.4 143 16.4 17.2 15.9 14.0 18 14
Wacker Chemie 24 1.7 1.6 15 5.7 7.5 113 12.6 10.2 7.2 6.5 6.1 2.8 25
Evonik Industries 2.0 1.8 17 1.6 124 14.9 15.7 15.6 8.9 8.2 7.7 7.0 37 39
Synthomer 43 4.0 3.4 3.0 38.7 320 283 25.7 10.6 10.9 9.8 9.1 25 24
Global Specialty Chemical Median 3.2 2.7 25 23 15.0 204 19.6 19.0 10.9 9.4 9.8 9.1 2.2 24
Overall Median 24 23 21 1.9 20.7 19.5 17.6 15.6 9.8 9.0 8.5 7.9 25 2.6

Source: Thomson Reuters, Morgan Stanley Research. For valuation methodology and risks associated with any price targets above, please email morganstanley.research@morganstanley.com with a request for valuation
methodology and risks on a particular stock. E = Morgan Stanley Research estimates. Note: For Sinochem International, Thomson Reuters consensus estimates used. N/A = not available NC = not covered. Closing prices
as of June 7,2018
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Exhibit 11:
AFRMDI T I At e, 2018

Global MDI Market Share, 2018
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China MDI Demand Forecast
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Source: Ministry of Industry and Information Technology (MIIT), Wind, Morgan Stanley Research, e=
MIIT's target in Petrochemical and Chemical Industry Development Five-year Plan
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Global MDI downstream demand breakdown, 2016
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China MDI downstream demand breakdown, 2016
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K 21:
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China MDI Market Price Trend (Rmb/ton)
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China Pure MDI-Benzene Spread (Rmb/ton)
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Wanhua: Capacities & Project Pipeline
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Source: NBS, Wind, CEIC, Chyxx, Morgan Stanley Research.
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K 34:
4Bk PC TR R4 filt, 2017

Global PC downstream demand breakdown, 2017
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Source: Chyxx, Wind, Morgan Stanley Research.

[ PCH 2 B s o Tt R -4.6%. SRR, A BRI
4, R EPCITILA SR, =oAL, PCRLETTHEHMT —

“Ho

AR Ao

& 31:
4Bk PC ¥ P B LK%

Global PC Consumption Trend
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China PC downstream demand breakdown, 2017

Source: Chyxx, Wind, Morgan Stanley Research.
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Total Existing PC Capacity, as of Feb 2018: 925ktpa.
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Source: Company data, Wind, Morgan Stanley Research.
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K 45:
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Wanhua's New Cracker Investment Plan
Total
Project name Status Start-up  Location Investment

Polyurethane Industry Chain
Integration-Ethylene Project Under construction

Yantai,

mid-2020 Shandong RMB17.67bn

Production Unit Capacity (000 ton) Feedstock
C3, Ethane
PE Unit 1,000 (by-product from Wanhua PC Phase )
PVC Unit 400
EO Unit 150
. HCL
(LDIP= WA ol (by-product from Wanhua MDI project)
PO/SM Unit PO: 300; SM: 650
BD Unit 50

Source: Company data, ICIS, Sohu, Morgan Stanley Research.
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Wanhua PE Flow Chart
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| Ethylene
LLDPE Linear Low-density

Unit Polyethylene
Pyrolysis Polymerization (LLDPE)
: Gasoline ;
Pyrolysis Gasoline Hydrotreating [~ Hydrogasoline
Unit |y Polwinyl Chioride
(PVC)

PSA Industrial Ethylene Oxide
Unit Hydrogen (EO)

Source: Zhuochuang, Sohu, Morgan Stanley Research
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Wanhua- Wanhua Chemical
BorsodChem Zrt (Russia) Rep Office
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Tl 2lnie

Fag)*{

1 Wanhua Chemical
(Japan) Co., Ltd.

Wanhua Chemical
{Metherlands) B.V.

Wanhua Chemical

Wanhua Chemical
Korea Branch Office

(USA) Co., Ltd.

Wanhua Middle East Wanhua International
(Dubai) Office (India) Private Limited

Source: Company data, Wind, Bloomberg, Morgan Stanley Research
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Total Investment: USD1.12bn;
Wanhua: USD954mn, 85%;
MDI facility 400 kt/per year 2020 Louisiana, US  Project Partner: USD166mn, 15%.

Source: Mofcom, Morgan Stanley Research.
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/4 55:
TR R T
2018E 2019E 2020E
(Rmb mn) New Est Org Est % Diff New Est Org Est % Diff _ New Est Org Est % Diff
Elug 54,672 52,248 5% 63,154 52,539 20% 76,235 n.a. n.a.
Bl FE 16,238 13,984 16% 17,664 14,032 26% 21,569 n.a. n.a.
ERETFE 15,943 13,427 19% 17,360 13,434 29% 21,246 n.a. n.a.
AFE 12,754 8,593 48% 13,888 8,598 62% 16,997 n.a. n.a.
EPS 4.67 3.14 48% 5.08 3.14 62% 6.22 n.a. n.a.
2018E 2019E 2020E

Ratio Analysis New Est OrgEst Ppts Chg NewEst Org Est Ppts Chg NewEst Org Est Ppts Chg
E¥ES 36% 33% 3 34% 33% 1 34% n.a. n.a.
EinFlEE 30% 27% 3 28% 27% 1 28% n.a. n.a.
BFE 23% 16% 7 22% 16% 6 22% n.a. n.a.
Source: Morgan Stanley Research estimates

Exhibit 56:

Gross Margin Breakdown

Gross Margin Breakdown 2018 2019 2020

MDI 54% 52% 54%

TDI 10% 30% 40%

Ak 13% 13% 13%

iR RS T 32% 33% 35%

Others 25% 25% 25%

Source: Morgan Stanley Research and Estimates.
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K 57:
JitE-EIL

Wanhua Revenue (Rmb bn)

60

2016

201

7

Ca.04

]
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—
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Source: Company data, Morgan Stanley Research

& 59:

Jite: 0y e s

Production (ktons)
Polyurethane (MDI)
Petrochem (C3,C4)
TPU, SAP, PC, specialty isocyanate

448 (ktons)

Polyurethane (MDI)

Petrochem (C3,C4, LPG trading)
TPU, SAP, PC, specialty isocyanate

EI (Rmb mn)

Polyurethane (MDI)

Petrochem (C3,C4, LPG trading)
TPU, SAP, PC, specialty isocyanate

1t (Rmbiton)

Polyurethane (MDI)

Petrochem (C3,C4, LPG trading)
TPU, SAP, PC, specialty isocyanate

2016

1,435
1,346
163

1,439
1,278
159

16,417
8,261
2,732

11,406
6,462
17,204

1Q17

349
377
55

401
671
43

6,080
3316
811

15,168
4,945
18,836

Source: Company data, Morgan Stanley Research

K 61:

Jite: ZRREVENVANIE vs. MDI i
Wanhua Quarterly Operating Profit vs MDI Price

2Q17

524
491
57

468
845
53

7,900
3,601
956

16,895
4,260
18,032

3Q17

500
479
69

514
1,016
7

8,446
3,842
1,253

16,444
3,781
16,359

(I
2H1T

aQ17 1Q18
446 421
248 384
74 83
420 442
784 720
67 56

7,409 8,148

4,548 3477
1,176 1,081
17,630 18434
5,800 4,829
17,594 19,304

6.0
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4.0
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o
2.0
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2Q14
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Source: Wind, Company data, Morgan Stanley Research

4Q14

1Q15
2Q15

3Q15

4Q15
1Q16

2Q16

3Q16
4Q16

1Q17
2Q17

3Q17

o EHMDI1&

4Q17

1Q18
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55%
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-8%
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K 58:
Jite— A

Wanhua Gross Profit (Rmb bn)

25

@ —

-

m . ]
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2017 2H16 2H1T

Source: Company data, Morgan Stanley Research

K 60:

Jitk: By ERE ORI T

&t (Rmb mn)

Isocyanate (MDI-TDI) 14,540 16,417 29,834 27,684 32,497 36,358
Petrochem (C3,C4, LPG trading) 539 8,261 15,307 17,680 18,917 24,592
Fine Chemical&New Materials 1,982 2,732 4,197 5,457 7,366 10,313
Others 2,149 2,415 3,402 3,470 3,990 4,589
A (Rmb mn)

Isocyanate (MDI-TDI) (9,725) (9,749)  (13,304)  (12,838)  (16,638)  (17,849)
Petrochem (C3,C4, LPG trading) (535)  (7,088) (13,397) (15381) (16,534)  (21,444)
Fine Chemical&New Materials (1,346)  (1,346)  (1,346)  (1,346)  (1,346)  (1,346)
Others (1,733) (1,956) (2,108) (2,602) (2,993) (3,442)
Z 73 (Rmb mn)

Isocyanate (MDI-TDI) 4,815 6,669 16,530 14,845 15,859 18,509
Petrochem (C3,C4, LPG trading) 4 1,173 1,910 2,298 2,384 3,148
Fine Chemical&New Materials 636 1,385 2,851 4,110 6,020 8,967
Others 416 458 1,294 867 998 1,147

Source: Company data, Morgan Stanley Research

% 62:
T3t ZERERIENV AN vs. MDI- 4 %

Wanhua Quarterly Operating Profit vs MDI-Benzene Spread
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63: & 64:

TIE4EMDIHER/12016 - 2018 T34 MDI R 7 #4-41 MDI&ERE G- MDI (BLAH& 43-4H)
Wanhua Pure MDI List Price (Rmb/ton =2018 #2017 2016 . L
( ) Wanhua MDI List Price in 2017 &1Q18 (Rmb/ton)
35,000 36,000
30,000 34,000
25,000 32,000
30,000
20,000 28,000
15,000 26,000
10,000 24,000
22,000 v
5,000 20,000
Jan ‘Feb‘Mar‘Apr‘May‘Jun‘ Jul ‘Aug‘Sep‘ Oct‘Nov‘Dec Jan‘Feb‘Mar‘Apr‘May‘Jun
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 2017 2018
ZEMDI B4 MDI (E5H) BAMDI (54H)

Source: Company data, Morgan Stanley Research

MORGAN STANLEY RESEARCH 31
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(R EWIRFSSNER IN iy

MRAEIL I BLE, BAMGTHH T E B AR

M¥58.79, K B HHO.9RTE1T (B J7151.3X,i#
#H0.9X) ; MACFBEA A (X BN 1% FAEST Bl
1T MH7.4% ETF582%. RN, BT 3R A| %
S EHEET R (2016/3712--2017/M2) , FATFE

TR K (0.5%-0.1%)

K 65:

JiteAb A DCF Ak E
Wanhua Chemical Group - DCF Valuation

<)

MREH B R AT E
TR F 3.5%
RN 6.5%
Beta 1.10
WA 10.7%
BTSSR 6.0%
T 25%
BUEHRSHRA 4.5%
WEE®R 0.60
IR 3 B A AR A 8.2%
KHAEKZ (g) 0.1%
AR R TRIT
0 1
Unit: RMB bn 2017A 2018E 2019E
BRRTFLE 173 163 178
Growth of EBIT 162%  -5% 9%
+ 718 & PESH 3.2 33 35
- B 34 3.2 35
- BEBRE 6.9 25 35
- BAMZH 6.0 5.4 5.5
BRI &R (FCFF) 4.1 8.7 8.8
oE 4.1 8.7 8.2
KA 170
BME/HRS 9
BRILEMNE 161
BERA (bn) 2.7
BN E(RMB) 58.79

2

2020E
21.7
22%
3.6
4.2
3.5
5.6
11.9

10.2

XL PR K 7 0 PR T A 1E10% 52%, SR, K

I3 BRI H AR I37%,  EAFRATARTE 7E2018--

20204, JjtEMDIREIAILF, Hidh 2 miTAE, &AIAT

#.
BRI
3 4 5 6 7 8 9 10 1" 12 13 14
2021E_2022E 2023E_2024E 2025E 2026E _2027E 2028E 2029E 2030E 2031E 2032E
22.8 23.9 20.8 19.8 19.6 19.6 19.6 19.6 19.6 19.6 19.6 18.2
5% 5% -13% -5% -1% 0% 0% 0% 0% 0% 0% 7%
3.6 4.0 4.3 4.6 5.0 5.3 5.7 6.0 6.4 6.8 7.2 7.6
4.5 4.7 4.1 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.9 3.7
1.9 22 22 1.2 1.3 14 1.4 1.5 14 1.4 1.5 1.6
5.7 5.8 5.9 6.0 6.2 6.3 6.4 6.5 6.7 6.8 6.9 71
14.3 15.1 12.9 13.2 13.1 13.3 13.5 13.7 14.0 14.2 14.4 13.5
11.3 1.1 8.7 8.2 7.6 71 6.6 6.2 5.9 5.5 52 4.5

Source: Company data, Morgan Stanley Research. E= Morgan Stanley Research estimates

167
55
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K| 66:

TR AR (4T, 1B, RETD)

Key Assumption

Revenue Growth rate Revenue Growth rate Revenue Growth rate
PetroChem 16% 7% 30% PetroChem 20% 13% 35% PetroChem 11% 2% 15%
Fine Chemical & New Materials 30% 35% 40% Fine Chemical 35% 40% 45% Fine Chemical 17% 16% 19%
Others 2% 15% 15% Others 7% 20% 20% Others 0% 10% 10%

Gross Margin Gross Margin Gross Margin
MDI 54% 52% 54% MDI 55% 53% 55% MDI 44% 42% 44%
TDI 10% 30% 40% TDI 15% 35% 45% TDI 5% 25% 35%
PetroChem 13% 13% 13% PetroChem 18% 18% 18% PetroChem 8% 8% 8%
Fine Chemical & New Materials 32% 33% 35% Fine Chemical 37% 38% 40% Fine Chemical 22% 23% 25%
Others 25% 25% 25% Others 30% 30% 30% Others 15% 15% 15%

Price YoY Change Price YoY Change Price YoY Change
MDI -8% 0% 0% MDI 5% 5%