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We initiate coverage of Beijing Oriental Yuhong at OW with a Dec-22 PT of 
Rmb60 and deem the current share price level (down 12% YTD vs SSE 
composite index down 16%) as good for accumulation. Yuhong is China’s 
No.1 waterproof material producer, with a 12% market share (2020). Pre-
announced 4Q21 revenue/earnings increased 36%/20% YoY, driven by the 
company’s consistent business strategy focusing on customer relevance. 
Yuhong has shown resilience in previous downcycles that we expect to be 
repeated. Our favorable view encompasses: 1) market share that could increase 
to 25% in 2025, premised on a waterproof segment (WS) revenue CAGR of 
22% in 2021-25E vs the industry’s market size CAGR of 9%; 2) other 
business revenue that could grow at a 34% CAGR via the leveraging of WS’s
strong customer resources and low penetration. The market’s concern about 
receivables has de-rated the stock’s one-year forward P/E to the current 20x
from the Feb-21 peak of 32x, which seems overblown to us. We expect credit 
impairment (outstanding receivables write-off) to decrease in 2023, driven by 
improvement in receivables turnover and a higher retail revenue contribution.

 Leading market position, consistent profitable growth. The sales revenue 
CAGR was 33% in 2016-20, bolstered by a WS sales volume CAGR of 
38%, faster than the industry’s output CAGR of 7%. Leveraging the strong 
customer resources of WS, Yuhong has succeeded in developing an adjacent 
business of decorative and insulation material, build repairs, etc., that has 
expanded revenue growth and surpassed that of WS for the first time in 
2020. We project an earnings CAGR of 22% in 2021-23, driven by a 
revenue CAGR of 25%, more than offsetting lower EBIT margin forecasts 
(14%/15% in 2022E/23E vs 17% in 2021E) to reflect cost hikes.

 Multiple industry demand growth opportunities. These include: 1) 
building (waterproof) code upgrades; 2) demand for quality products that 
has plenty of room to improve; 3) growing retrofit demand upon the 
property sales boom of the past two decades and the pile-up stock of old 
buildings; and 4) the government’s push for rooftop solar installation
(positive for polymer (TPO) waterproof membrane demand). 

 Receivables risk in control and reducing. We foresee challenges of 
delinquent payments by property developers for raw material suppliers. Our 
base case assumes credit impairment of Rmb608mn/Rmb554mn in 2022/23, 
equivalent to 13%/9% of earnings forecasts vs 7% in both 2020 and 2019.

 Initiate at Overweight. Our Dec-22 PT of Rmb60 is based on a 24.5x 
2023E P/E and assumes that the multiple will not deviate from the current 
24.8x 2022E P/E. Our target valuation is slightly above the company’s 
historical seven-year average plus 1 S.D of 23.5x, to justify: 1) a market 
leadership firm-up in its core business; 2) other business expansion; and 3) a
growing revenue contribution from the 2C business. Risks include raw 
material cost inflation and a weaker-than-expected construction market.
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Price Performance

YTD 1m 3m 12m
Abs -11.5% 4.2% -6.4% -11.5%
Rel -1.7% 9.0% 2.0% -5.8%

Company Data

Shares O/S (mn) 2,520
52-week range (Rmb) 64.14-36.42
Market cap ($ mn) 18,453
Exchange rate 6.36
Free float(%) 68.0%
3M - Avg daily vol (mn) 23.74
3M - Avg daily val ($ mn) 173.0
Volatility (90 Day) 50
Index SSE
BBG BUY|HOLD|SELL 26|0|1

Key Metrics (FYE Dec)

Rmb in millions FY20A FY21E FY22E FY23E
Financial Estimates

Revenue 21,730 31,892 40,206 49,478
Adj. EBITDA 5,009 5,852 6,295 8,475
Adj. EBIT 4,535 5,291 5,609 7,644
Adj. net income 3,023 3,979 4,542 5,937
Adj. EPS 1.30 1.64 1.88 2.45
BBG EPS 1.47 1.69 2.16 2.75
Cashflow from operations 3,952 1,336 3,323 4,679
FCFF 2,428 (1,464) 523 1,879

Margins and Growth
Revenue growth 19.7% 46.8% 26.1% 23.1%
Same store sales growth - - - -
Gross margin 37.0% 33.7% 31.4% 31.8%
EBITDA margin 23.0% 18.3% 15.7% 17.1%
EBITDA growth 49.1% 16.8% 7.6% 34.6%
EBIT margin 20.9% 16.6% 14.0% 15.4%
Net margin 13.9% 12.5% 11.3% 12.0%
Adj. EPS growth 56.9% 26.2% 14.1% 30.7%

Ratios
Net debt/EBITDA NM NM NM NM
ROIC 33.1% 28.5% 21.6% 23.2%
ROE 24.8% 19.8% 16.4% 18.3%

Valuation
FCFF yield 2.2% (1.3%) 0.5% 1.7%
Dividend yield 0.7% 0.8% 0.9% 1.2%
EV/Revenue 5.3 3.5 2.8 2.3
EV/EBITDA 23.0 18.8 17.8 13.2
Adj. P/E 35.8 28.3 24.8 19.0

Summary Investment Thesis and Valuation

We rate Yuhong OW. Yuhong is the number-one waterproof 
material (sheet membrane and coating) producer in China,
with a 12% market share in 2020. We believe the company’s 
waterproof segment (WS) revenue could rise at a 22% CAGR
in 2021-25 (vs the industry’s market size CAGR of 9%) to 
underpin a market share of 25% in 2025. Leveraging the 
strong customer resources of WS, other business expansion 
(decorative and insulation material, build repairs, etc.) has 
proved successful, with revenue growth surpassing that of WS 
for the first time in 2020, driven by increasing product
penetration and China’s strong aftermarket refurbishment
market. In the long run, we foresee multiple industry demand 
growth opportunities, such as China’s building code 
(waterproof) upgrades, growing retrofit demand upon pile-up 
stocks of old buildings, and the government’s push for rooftop 
solar, benefitting Yuhong as a top player.

We project an earnings CAGR of 22% in 2021-23, driven by a 
revenue CAGR of 25%. Our Dec-22 PT of Rmb60 is based on 
a 24.5x 2023E P/E and assumes that the multiple will not 
deviate from the current 24.8x 2022E P/E. Our target 
valuation is slightly above the company’s historical seven-year 
average plus 1.SD of 23.5x. In our view, valuation could trade 
above mean reversion due to: 1) market leadership firm-up in 
its core business; 2) other business expansion bolstered by 
product penetration increases and industry growth 
opportunities; and 3) a growing revenue contribution by the 
2C business.

Performance Drivers

Source: J.P. Morgan Quantitative and Derivatives Strategy for Performance Drivers; company data, Bloomberg Finance L.P. and J.P. Morgan estimates for all other tables. Note: Price history may not be complete 

or exact.
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Investment positives

Leading market position, consistent profitable growth

Yuhong is China’s No.1 waterproof material (sheet membrane and coating) producer,
with a 12% market share (2020), driven by its sales volume CAGR of 38% in 2016-
20, which was significantly faster than the industry’s output CAGR of 7.4%. We 
expect Yuhong’s waterproof material segment turnover to increase at a CAGR of 
22% in 2021-25 vs the industry’s market size CAGR of 9%, to underpin a company 
market share of 25% in 2025. Sales revenue rose at a CAGR of 33% in 2016-20 
(driven mainly by a WS revenue CAGR of 34%), and EBIT margin has stayed above 
14%. Leveraging the strong customer resources of WS, other business expansion 
(decorative and insulation material, build repairs, etc.) has proven successful, with 
revenue growth surpassing that of WS for the first time in 2020. We expect that a 
strategy focused on customer relevance (to generate more revenue per customer) 
would continue to underpin the earnings outlook.

Figure 1: Yuhong: Sales revenue breakdown by waterproof material 
segment and non-waterproof material segment (2020)

Source: Company data, J.P. Morgan.

Figure 2: Yuhong: Sales revenue growth rate of waterproof material
segment vs non-waterproof material segment

Source: Company data, J.P. Morgan estimates.

Yuhong managed to deliver both volume and earnings growth during the property 
downcycle of 2013-15. Its sales volume of waterproof material (sheet membrane and 
coating) rose at a CAGR of 19% over 2013-15, and core earnings increased at a 
CAGR of 36%. 
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Figure 3: Yuhong: Waterproof material (sheet membrane and
coating) sales volume growth YoY vs residential property sales YoY 
vs new starts YoY
%

Source: NBS, Company data, J.P. Morgan estimates.

Figure 4: Yuhong: Waterproof material (sheet membrane and
coating) sales volume vs the company’s core earnings
Mn sq.m, Rmb mn

Source: Company data, J.P. Morgan estimates.

Industry demand growth opportunity (four pillars) 

#1: Building code upgrades urged by government

The Ministry of Housing and Urban-Rural Development of the PRC (MOHURD) 
circulated a draft solicitation of new specifications in waterproofing in building and 
municipal engineering construction in September 2019, and the final draft was 
submitted to the MOHURD by end-2021. The new specification raises mandatory 
waterproofing standards in the building code, increasing waterproofing layers (e.g., 
upgrading one to two layers under current specifications to three layers for 
underground waterproofing). The warranty period for roofs and wall 
waterproofing will increase to no less than 20 years under the new specification vs
five years under the existing specification. To understand the potential demand boost 
from the new specification, we outline a scenario below. Assuming that the new code 
requires three layers of waterproof material vs two layers before, our base-case 
forecast is an 8% boost in waterproof material demand in 2023 and 10% in 2024 if 
the new building code is implemented well.

Table 1: Case scenario of waterproof material demand boost driven by new building code

Approved date of 
new specification

Implementation 
date of new 

specification
Magnitude of 

implementation 

2023E
waterproof 

material 
demand boost

2024E
waterproof 

material 
demand boost

Bull case July-2022 Jan-2023 40% 20% 20%
Base case Oct-2022 Apr-2023 20% 8% 10%
Bear case Oct-2022 Oct-2023 10% 3% 5%

Source: J.P. Morgan estimates. Note: Assumes three layers under new specification vs two layers previously.

#2: Demand of quality products has room to improve

We estimate that substandard waterproofing systems account for ~ 30% of China’s 
total, implying plenty of room for leading players with high-quality products to gain 
market share.

#3: Growing retrofit demand upon property sales boom over the past two decades

China’s cumulative residential GFA sold in 1999-2020 was up almost 140-fold, to 
18.1bn square meters vs 134mn square meters in 1999. Assuming that a building is 
10 stories on average, the roof area requiring renovation is around 1.8bn sq.m. 
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Assuming that it takes around 15 years for an old building to require rooftop 
refurbishment leads to new demand for waterproof material of 120mn sq.m, which is 
~3% of China’s estimated waterproof material output of 4,092mn sq.m in 2021. 

Figure 5: China: Residential GFA sold
Mn sq.m

Source: NBS, J.P. Morgan.

#4: Gov’t push for county-level rooftop solar positive for polymer (TPO) 
membrane demand

We believe the TPO (thermoplastic polyolefin) membrane market size could more 
than double in 2022, driven by higher penetration by increasing deployment in 
industrial rooftops and China’s expansion in distributed solar capacity. As a top 
producer of TPO membrane with a leading position for >10 years, Yuhong will be a 
key beneficiary of TPO demand take-off, in our view.

China’s solar development on industrial rooftops should boost demand for TPO 
membrane by 300mn sq.m per annum, based on: (1) the retrofit of existing 
industrial rooftops, which could boost demand for TPO by 150mn sq.m per annum,
assuming that it takes 10 years for 50% of the existing stock of 3bn sq.m to complete 
refurbishment; and (2) new demand per annum of 150mn sq.m, assuming that 50% 
of the country’s newly added industrial rooftops of 300mn sq.m per annum will use 
TPO membranes. This is equivalent to ~7% of China’s estimated waterproof 
material output in 2021.

In late June 2021, the National Energy Administration (NEA) released a notice on 
county-level trials of distributed solar power generation, designed to boost rooftop 
solar installation, which is positive for TPO membrane demand. TPO roofs have an
advantage over PVC membrane and metal roofs. TPO is designed to be an improved 
version of PVC and another rubber membrane called EPDM (ethylene propylene 
diene monomer), making it more flexible and reflective, as well as environmentally 
friendly and more weather-resistant. Metal roofs’ disadvantage is that their lifespan is 
subject to climate change (causing metal to rust). In 2021, TPO membrane accounted 
for ~7% of synthetic polymer sheets (or ~0.8% of China’s total waterproof material), 
based on a market size of Rmb3.3bn (or 33mn sq.m) for TPO membrane, on our 
estimates. J.P. Morgan China Renewables Analyst Alan Hon expects China’s solar 
capacity to increase to 649GW by 2025 and 1,086GW by 2030, relative to 253GW as 
of end-2020, representing a CAGR of 21% in 2020-25 and a CAGR of 11% in 2025-
30. We expect the installed capacity of distributed solar to outgrow that of total solar.
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Investment risks

Worse-than-expected delinquent payments by property developers would trigger 
write-offs of outstanding receivables. We estimate that an additional 10% increase in 
total outstanding receivables and an additional 10% increase in the write-off of other 
receivables would adversely impact 2022E earnings by 7.4%.

The company could fail to increase selling prices in order to thoroughly pass through 
raw material price inflation against the backdrop of a high-oil-price environment. We 
estimate that a 10% increase in fossil fuels and fossil fuel derivatives price would 
adversely impact 2022E earnings by 9.3%.

The challenge of outstanding receivables

The prevailing practice in China is that the suppliers of raw materials (such as 
waterproof material and decorative paints) typically offer a margin deposit to 
property developers to secure a long-term (strategic) business relationship. In this 
way, developers can obtain a certain amount of financing when they place raw 
materials orders. The deposit terms are determined by negotiations between suppliers 
and property developers and do not have a fixed finance cost. Raw material suppliers 
recognize this in financial statements as other receivables. China’s property debt 
crisis in 2H21 triggered by the Evergrande default has surfaced concerns about the 
potential impairment of deposits, in addition to the pressure of trade receivables
write-offs. 

Yuhong’s deposits (to property developers) went up markedly in 1H21, increasing
9.4-fold YoY, to Rmb2bn, and accounting for 88% of other receivables (equivalent 
to 6.3% of pre-announced 2021 sales revenue of Rmb31.9bn). At end-3Q21, the 
company’s other receivables increased 90%, to Rmb4bn vs Rmb2.1bn at end-1H21. 
We expect Yuhong’s other receivables to decrease 10% YoY in 2022, to Rmb3.6bn,
and 30% YoY in 2023, to Rmb2.5bn, on deposit reductions.

We outline a scenario analysis to evaluate the potential negative impact on earnings 
of the deposits’ conversion into bad debt provision (Table 2). Our base case forecasts
a negative earnings impact of Rmb180mn in 2022 and Rmb125mn in 2023 from the 
credit impairment of other receivables by applying 5% each to other receivables, to 
convert to bad debt provision. We forecast 2022/23 credit impairment at 
Rmb608mn/Rmb554mn (equivalent to 3.4%/2.3% of outstanding receivables). This 
makes our 2022/23 earnings forecasts 16%/14% below consensus. On earnings 
sensitivity, we estimate that an additional 10% increase in outstanding receivables
and an additional 10% write-off of the receivables would adversely impact 2022E
earnings by 7.4%.
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Table 2: Yuhong: Credit impairment forecasts

Rmb mn 2022E 2023E
Trade receivables 14,261 21,462 
Credit impairment % trade receivables 3.0% 2.0%
Credit impairment of trade receivables 428 429
Other receivables 3,600 2,500 
Bull case (2.5% write-down in 2022E/2.5% write-down in 2023E) 90 63
Base case (5% write-down in 2022E/5% write-down in 2023E) 180 125
Bear case (10% write-down in 2022E/10% write-down in 2023E) 360 250
Credit impairment of other receivables under base case 180 125
Total credit impairment of outstanding receivables 608 554
Total credit impairment % outstanding receivables 3.4% 2.3%

Source: J.P. Morgan estimates.

Raw materials cost pressure

On waterproof sheet membranes, raw materials accounted for ~86% of COGS. The 
key raw material inputs are bitumen, polyester base and MDI & SBS modifier. 
Bitumen is a byproduct of oil refining and a waste material obtained from the 
petrochemical process. In 2021, bitumen prices in China increased 20% YoY, to 
Rmb3,186/t, when oil (WTI spot) prices strengthened 73% YoY. On waterproof 
coating, raw materials accounted for ~87% of COGS. The key raw material inputs
are polyurethane and acrylic acid. The company procures raw materials from 
petrochemical producers, and the movement of raw materials is in the same direction 
as oil prices. China’s acrylic acid prices increased 66% YoY in 2021, to 
Rmb12,455/t. On earnings sensitivity, we estimate that every 10% increase in fossil 
fuels and fossil derivatives price would adversely impact 2022E earnings by 9.3%.
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Company overview 

What does Yuhong do? 

Founded in 1995, Beijing Oriental Yuhong Waterproof Technology Co., Ltd.
(Yuhong), is a specialty building material company producing waterproof materials
(sheet membrane and coating) and non-waterproof materials (architectural coating, 
insulation material, etc.). The company also provides build repairs for aftermarket
renovation.

In 1H21, waterproof sheet membrane, waterproof coating, waterproof engineering 
and other business (mainly insulation material and decorative coating) accounted for 
49%, 33%, 10% and 8% of sales revenue, respectively. During the period, the four 
sections contributed 52%, 36%, 9% and 3% of total gross profit, respectively.

Figure 6: Yuhong: Sales revenue breakdown by product (2020)

Source: Company data, J.P. Morgan. Note: Other business includes insulation material, special mortar, architectural coating, non-

woven fabrics and build repairs.

Yuhong is No.1 waterproof material player in China, with a market share of 12%
based on total sales revenue with producers that have scale (2020). Its sales revenue 
of waterproof material increased at a CAGR of 33% in 2016-20. 
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Table 3: Yuhong: Products and applications

Source: Company data, J.P. Morgan.
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Strategy and competitiveness 

Multi-brand strategy

As a master brand for waterproof material, Oriental Yuhong has garnered trust and 
loyalty, with its products widely used in reputable projects (e.g., the Great Hall of the 
People, the Shanghai World Expo China Pavilion, the Bird’s Nest and Water Cube, 
Beijing Daxing International Airport, Beijing-Shanghai High Speed Railway, etc.). 

Leveraging the strong sales channel of waterproof material, Yuhong owns standalone 
brands to complement the product offering, and these are leading brands in their 
respective markets, including DAW (Caparol) for architectural coatings, Vasa for 
special mortar, wonewsun for insulation and energy-saving, and Lodi for diatom mud. 

These five brands have been continuously rated as top suppliers and service provider 
brands of first choice by the top 500 Chinese real estate enterprises. In 2021, Oriental 
Yuhong was the No.1 waterproof material brand (marking 10 consecutive years with 
the top rank) with a preferred rate of 36%; wonewsun was No.1 in insulation material
with a preferred rate of 18%; DAW was No.1 in high-end waterborne painting brands 
with a preferred rate of 15%; and Lodi was No.1 in diatom mud with a preferred rate 
of 18% (Figures 9-12).

Figure 7: Brand preferred rate: Oriental Yuhong brand No.1 for 
waterproof material

Source: China Real Estate Association, Shanghai E-house R&D Institute，

Company data, J.P. Morgan.

Figure 8: Brand preferred rate: wonewsun brand No.1 for insulation 
material

Source: China Real Estate Association, Shanghai E-house R&D Institute，

Company data, J.P. Morgan.

Figure 9: Brand preferred rate: DAW No.1 for high-end waterborne 
painting

Source: China Real Estate Association, Shanghai E-house R&D Institute，

Company data, J.P. Morgan.

Figure 10: Brand preferred rate: Lodi brand No.1 for diatom mud

Source: China Real Estate Association, Shanghai E-house R&D Institute，

Company data, J.P. Morgan.
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Strong sales channels and nationwide production bases

Yuhong’s sales outlets expanded to 113k as of end-2021 vs 46kt as of end-2020, 
covering 20-30% of county-level cities. The company has >80 production lines
nationwide, coupled with 28 R&D and logistics bases, to facilitate quicker responses 
to customers than peers’. Yuhong is able to deliver its products within a radius of 
300km, relative to industry’s average delivery radius of 500km. 

“Build repairs” to benefit from booming aftermarket renovation

Yuhong set up a new business unit called “build repairs” in 2015 that turned into a 
wholly owned subsidiary called Oriental Yuhong Building Renovation Technology 
in 2017, driven by growing demand for old building renovation upon pile-up stocks 
of the country’s old buildings. The service provided was upgraded to house repair 
from waterproof repair, which not only solves waterproofing issues, but also 
provides solutions including “draining,” “preventing” and “blocking.” The business 
used to focus on 2B and is now expanding toward 2C to increase market share.
Yuhong owns 300+ service centers nationwide with a vision to double the sales 
revenue of build repairs in 2022.

Products are certified globally and go “green”

Yuhong was granted CE certification from the EU in 2009. The CE Mark is the 
European Union’s mandatory conformity marking for regulating goods sold within 
the European Economic Area since 1985. In 2011, the company’s TPO mechanically 
fixing single-layer roof system was granted the FM certificate issued by U.S. FM 
Approvals (used to be known as Factory Mutual Laboratories). 

In June 2021, 13 kinds of the company’s waterproof building materials products, 
such as styrene-butadiene-styrene modified bitumen waterproof sheet, polymer 
cement waterproof coating and polyester padding self-adhesive bituminous 
waterproof sheet, obtained the Green Product certificate issued by China Building 
Material Test & Certification (CTC). 

Dedicated investment in innovation

In Yuhong, 4.4% of employees (total 439, including five academicians of the 
Chinese Academy of Engineering, seven globally renowned scientists and 25 
technology leaders) worked in R&D, and the R&D share of sales revenue was 2.1% 
in 2020 (broadly close to Sika’s 2.5%). At the end of 2020, the company owned 961 
patents, representing a CAGR of 18% over 2018-20.

As a national demonstration enterprise of technology innovation, Yuhong has 
established a nationally certified corporate R&D center, an academician work station 
and a post-doctoral scientific research station. The Oriental Yuhong Center for 
waterproof coating in the Spring House Innovation Park of Philadelphia covers an area 
of 1,800 sq.m, taking its R&D capability to the highest level among U.S. counterparts. 
The company has set up a joint lab with Wacker Chemie AG for the development of 
green waterproofing products; founded a joint lab with Sinopec Yanshan Petrochemical 
Company to develop new product; and set up the Bi An joint R&D center for building 
powder as an effort to develop new products and strengthen innovation. 
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Efficiency gains

In June 2018, Yuhong introduced intelligent hot-melt waterproof membrane 
construction equipment, namely Hotter-Man Zandra and Hotter-Man Spanker, which 
improves the efficiency of waterproof constructing. Based on automatic paving, 
intelligent control and efficient premixed heating systems, the construction speed of 
the Hotter-Man can reach 5 meters per minute, which is about 4x more efficient than 
human speed. 

Opportunity in waterproof products and build repairs

As the top player, with a 12% market share in national waterproof material output 
and a c.30% market share in national TPO membrane output in 2020, Yuhong will be 
a key beneficiary of industry growth, in our view.

China’s building (waterproof) code upgrades

In September 2019, MOHURD circulated a draft solicitation of new specifications 
for waterproofing in building and municipal engineering construction. The new 
specifications raise mandatory waterproofing standards in the building code, e.g.,
upgrading one to two layers under existing specifications to three layers for 
underground waterproofing. The warranty period of roof and wall waterproofing 
will increase to no less than 20 years under the new specifications vs five years
under the existing specifications. Our base case is that this could boost national 
waterproof material demand by 8% in 2023 and 10% in 2024.

Table 4: Case scenario of waterproof material demand boost driven by new building code

Approved date of 
new specification

Implementation 
date of new 

specification
Magnitude of 

implementation 

2023E
waterproof 

material 
demand boost

2024E
waterproof 

material 
demand boost

Bull case July-2022 Jan-2023 40% 20% 20%
Base case Oct-2022 Apr-2023 20% 8% 10%
Bear case Oct-2022 Oct-2023 10% 3% 5%

Source: J.P. Morgan estimates. Note: Assumes three layers under new specification vs two layers previously.

County-level rooftop solar growth to boost TPO demand

In late June 2021, the NEA released a notice on county-level trials of distributed 
solar power generation, designed to boost rooftop solar installation. We think this 
will benefit TPO membrane demand via increasing deployment in industrial roofs.
TPO roofs have an advantage over PVC membrane and metal roofs. TPO is designed 
to be an improved version of PVC and EPDM. TPO combines the benefits of PVC 
and EPDM, making it more flexible and reflective, as well as environmentally
friendly and more weather-resistant. Metal roofs’ disadvantage is that their lifespan is 
subject to climate change (causing metal to rust). In 2021, TPO membrane accounted 
for ~7% of synthetic polymer sheets (or ~0.8% of China’s total waterproof material), 
based on a market size of Rmb3.3bn (or 33mn sq.m) for TPO membrane, on our 
estimates. We believe the TPO market size could more than double in 2022, based on 
exponential market potential. 



14

Asia Pacific Equity Research
06 April 2022

Addison Dai
(86-21) 6106 6320
addison.dai@jpmorgan.com

     
     
     

China’s solar development on industrial rooftops should boost demand for TPO 
membrane by 300mn sq.m per annum, based on: (1) the retrofit of existing 
industrial rooftops, which could boost demand for TPO by 150mn sq.m per annum, 
assuming that it takes 10 years for 50% of the existing stock of 3bn sq.m to complete 
refurbishment; and (2) new demand per annum of 150mn sq.m, assuming that 50% 
of the country’s newly added industrial rooftops of 300mn sq.m per annum will use 
TPO membranes. This is equivalent to ~7% of China’s estimated waterproof 
material output in 2021.

Yuhong has engaged in providing TPO roofing systems for >10 years, with 
applications for autos, aerospace and electronic communication and tobacco plants. 
The company’s customers include Tencent, Cherry Auto, Tesla, Cherry Jaguar Land 
Rover Auto, NIO, etc. To meet growing demand and leveraging its experience in 
BIPV (building integrated photovoltaic) roofing systems, Yuhong plans to expand its 
TPO membrane output capacity to 60mn sq.m per annum by end-2022 vs around 
20mn sq.m as of end-2021.

On 11 September 2021, Yuhong announced that it had signed a strategic cooperation 
agreement with Anhui Xinyi Power (a subsidiary of Xinyi Electric Storage Holding 
Ltd.) to achieve in-depth cooperation in the field of solar roof integration to jointly 
promote BAPV (building attached photovoltaic) and BIPV solar power generation 
projects nationwide. A five-year partnership will see the two companies share sales 
channels, with Yuhong to offer rooftop solar waterproof solutions and waterproof 
materials, and Xinyi Power to provide EPC design and construction of BAPV and 
BIPV. On 30 September 2021, Yuhong announced that it had signed a cooperation 
agreement with JA Solar (002549.CH) to promote distributed solar projects. A five-
year partnership will have the pair share resources and sales channels, with Yuhong 
to offer rooftop solar waterproof solutions and waterproof materials, and JA Solar to 
provide EPC design and construction of BAPV and BIPV. 

Development in build repairs to boost product demand

China seems to be in a refurbishment upcycle, where old building stock at risk of 
collapse is refurbished to extend its lifespan and abandoned industrial factories are 
renovated to become new tech or cultural hubs.

Yuhong established a build repairs business unit in 2015 and set up a build repairs
company two years later. The network of the build repairs business segment has now 
expanded to around 1,000 sales outlet across almost all the prefecture-level cities in 
China. In 2020, the company launched the Construction E-commerce Platform (建筑

e院) app to facilitate business expansion from 2B to 2C. This underpins the demand 
growth for waterproof and non-waterproof materials, including architectural coating, 
insulating material, tile grout, etc. We estimate Yuhong’s build repairs market share 
at merely ~1% in 2021. 
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Empower green building with dedicated products

Against the backdrop of a national strategy of green building, Yuhong is dedicated to 
providing materials products with high-quality. For example, Yuhong’s wonewsun 
brand has created the HEEC (healthy energy-efficiency environmentally friendly 
comfortability) near-zero energy building service system, which is recognized as 
China’s first near-zero energy EPC solution that integrates consulting, design, 
purchase, construction, operation and maintenance. 

Near-zero energy architecture refers to buildings that adapt to climate characteristics
and natural conditions. It adopts efficient fresh air and heat recovery technology, 
minimizes the heating and cooling needs of a building, and makes full use of 
renewable energy to provide a healthy and comfortable indoor environment with less 
energy consumption and meets the basic requirements of green buildings through an 
envelope structure with better thermal insulation and air tightness. As of end-2020, 
Yuhong had applied its thermal insulation material to a cumulative area of 1.34mn 
sq.m through near-zero energy projects, which saved about 14,092 tonnes of standard 
coal and reduced carbon dioxide emissions by 38,048 tonnes per annum. 

On roof systems, the company has multiple green roof waterproofing designs, such 
as ARC701 and ARC711, to combine with bituminous coating to form root 
penetration resistance waterproof layer applications in rooftops and underground 
parking lot ceilings. Plants on these tops help carbon sequestration and oxygen 
release.

On prefabricated construction, Yuhong proposes EDEE (economic, durable, efficient 
and energy-saving) roof systems by integrating the systems of sealing, 
waterproofing, coating, insulating and decorating inner and outer walls. This can 
save resources and time to a great extent and could shorten construction duration by 
~30-45%.
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Valuation and price target

Yuhong has a proven track record of business expansion, with sales revenue and 
earnings CAGRs of 33% and 36%, respectively, over 2016-20. Revenue growth of 
non-waterproof material surpassed that of waterproof material (traditional core 
business) for the first time in 2020, reflecting a stronger position as a solution provider 
and enhancing its relevance with customers by offering complementary products.

We forecast an earnings CAGR of 22% over 2021-23, aided by a sales revenue
CAGR of 25%. The growth in sales revenue is underpinned by: (1) a 22% CAGR in 
waterproof material (sheet membrane and coating), driven by an output CAGR of 
21% (to 2,088mn sq.m); and (2) a 34% CAGR in non-waterproof material business,
bolstered by a 25% CAGR in waterproof engineering and a 47% CAGR in non-
waterproof material and build repairs. Non-waterproof material includes coating, 
insulating material, tile grout, etc. 

In the meantime, we factor in the challenge of outstanding receivables from potential 
delinquent payments by property developers. Our base case forecasts credit 
impairment in 2022/23 at Rmb608mn and Rmb554mn, respectively, which puts our 
2022E/23E earnings 16%/14% below consensus. Yuhong’s one-year fwd P/E has de-
rated from 32x in Feb-21 to 20x currently, based on Bloomberg consensus forecasts, 
reflecting the market’s concerns about potential credit impairment. China’s property 
debt crisis outbreak in 2H21, triggered by the Evergrande default, has raised
concerns about the potential impairment of deposits, in addition to pressure from
trade receivables write-offs.

We project an earnings CAGR of 22% in 2021-23, driven by a revenue CAGR of 
25%. Our PT of Rmb60 is based on a 24.5x 2023E P/E, assuming the multiple will 
not deviate from the current 24.8x 2022E P/E. Our target valuation is slightly above 
the company’s 1 S.D above historical seven-year average of 23.5x. We believe the 
valuation could trade continuously above mean-reversion, based on: (1) market 
leadership in its core business firming up; (2) other business expansion bolstered by 
greater product penetration and industry growth opportunities; and (3) a growing 
revenue contribution from the 2C business.

Figure 11: Yuhong: Historical P/E valuation
(x)

Source: Bloomberg Finance L.P., J.P. Morgan.

Figure 12: Yuhong: Historical P/B valuation
(x)

Source: Bloomberg Finance L.P., J.P. Morgan.
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Peer comparison 

In 2020, Yuhong’s operating margin of 20% was lower than European peer Sika’s 
23.7%; Yuhong’s ROE of 24.8% was slightly below Sika’s 25.7%. Yuhong turned to 
a net cash position in 2020, driven by improvement in Op-CF (+149% YoY) on the 
back of strong earnings growth (+64%), while Sika’s net gearing was 76%, but with
positive FCF. 

Table 5: Waterproof material producers – Operational comparison (2020)

Company Yuhong Keshun Canlon Sika 
Sherwin-
Williams GCP

Ticker 002271 CH 300737 CH 300715 CH SIKA SW SHW US GCP US
Sales revenue generated from waterproofing materials (%) 79% 84% 98% 33% 27% 23%
Sales revenue (Rmb mn) 21,730 6,238 2,008 65,268 128,638 6,230 
Common size (as % of sales revenue)
Sales revenue 100.0 100.0 100.0 100.0 100.0 100.0 
COGS 63.8 63.7 57.3 68.9 54.4 60.4 
Gross profit 36.2 36.3 42.7 31.1 45.6 39.6 
SG&A 16.2 14.7 22.7 10.0 29.4 31.3 
Operating profit 20.0 21.6 20.0 21.0 16.2 8.4 
EBITDA 23.0 18.7 18.6 16.3 18.7 22.8 
Net profit (core earnings) 13.9 14.3 12.9 9.3 11.1 11.1 
Ratio analysis
ROE (%) 24.8 24.5 21.7 25.7 52.5 16.8 
Net gearing (%) (18.0) (12.6) 21.7 76.2 222.7 (20.0)

Source: Company data, J.P. Morgan.

Founded in 1910 and headquartered in Switzerland, Sika is a specialty building 
materials and chemicals company producing sheet membrane, coating, mortar, 
concrete and adhesive used for bonding, sealing, damping, reinforcing and protecting
in the construction and industrial (motor vehicle) sectors.

Sika is primarily engaged in producing waterproof material, including sheet 
membrane, coating, mortar, adhesives and concrete in the construction industry and 
industrial manufacturing. The business faces more than 100 countries, with EMEA, 
Americas and Asia/Pacific accounting for 45%, 25% and 22% of total sales revenue 
in 2020, respectively. The company geared up in 2018 as it completed a large 
acquisition of Parex (a France-based mortar manufacturer) in 2019. Sika has been 
deleveraging since then, but has managed to maintain positive FCF in the past two 
decades, driven by strong Op-CF. Its EBIT margin rose to 14.1% in 2020 relative to 
11.7% in 2015. In comparison, Yuhong’s EBIT margin increased to 20.9% in 2020 
relative to 16.3% in 2015. 

Sika currently trades at a 37x 12M fwd P/E, based on Bloomberg consensus, vs its
historical seven-year average of 27x. The re-rating reflects a period of continuous 
margin enhancement, a track record of organic growth and M&A strategy, and 
sustained strong cash generation. The current valuation has de-rated from end-2021’s 
47x 12M fwd P/E on a slowing revenue growth outlook (the company guides
revenue growth of 6-8% p.a. until 2023 vs sales revenue growth of 17.1% YoY in 
2021), driven by home improving demand.

Eurozone construction is growing at a moderate pace, with monthly construction 
YoY growth range-bound between -5.5% and 2.9% over 2015-20, while new U.S.
privately owned housing starts recorded a CAGR of 4.8%. During the period, Sika’s 
grew above the market level, with sales revenue increasing at a CAGR of 7.5%.
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Figure 13: Eurozone monthly production in construction YoY growth 
(three-month moving average)
%

Source: Bloomberg Finance L.P., J.P. Morgan.

Figure 14: U.S.: New privately owned housing units started
k units

Source: U.S. Census Bureau, J.P. Morgan.

Table 6: Yuhong: Peer valuations comparison

Source: Bloomberg Finance L.P., J.P. Morgan estimates for Yuhong and Weixing. We use 2021 actual for Weixing as it has released 2021 results. Prices as of close of 1 April 2022 as A-share 

trading was halted due to Chinese public holiday on 4-5 Apr 2022. 

Company Name Ticker Mkt Cap

(USDm) 2021E 2022E 2023E 2021E 2022E 2023E 2021E 2022E 2023E

China construction materials

Oriental Yuhong 002271 CH 44.89 18,218        27.3 23.9 18.3 4.2 3.6 3.1 19.8 16.4 18.3

Keshun 300737 CH 11.55 2,222          14.5 10.4 8.1 2.7 2.0 1.6 16.5 20.2 21.3

Jiangsu Canlon 300715 CH 14.79 925            23.7 15.7 11.5 1.9 1.8 1.6 10.4 13.2 15.2

Skshu 603737 CH 89.22 5,504          477.5 36.8 25.4 15.1 11.5 8.3 -3.0 31.2 36.1

Guangdong Kinlong 002791 CH 105.88 5,645          36.0 25.8 18.7 7.4 5.9 4.6 21.2 23.2 25.1

Beijing New Building Materials 000786 CH 31.21 8,358          12.7 10.9 9.9 2.4 2.0 1.8 18.9 19.0 18.3

China pipes

Weix ing 002372 CH 20.63 5,258          27.6 23.3 19.2 6.6 5.8 4.9 25.5 26.5 27.7

China Lesso 2128 HK 9.60 3,954          5.8 4.9 4.7 1.0 0.9 0.6 17.7 18.2 18.1

Xiongsu 300599 CH 9.19 528            12.4 10.0 8.1 N.A. N.A. N.A. N.A. N.A. N.A.

Cangzhou Mingzhu 002108 CH 5.66 1,269          19.2 19.0 18.1 2.1 1.9 1.7 10.8 10.5 9.1

Global waterproof materials

Sika SIKA SW 307.90        51,983        39.4 31.7 27.9 8.8 7.2 6.0 23.8 24.8 22.5

Sherw in-Williams SHW US 255.21        67,213        27.6 23.3 20.7 21.8 19.6 20.0 86.6 87.2 109.8

GCP GCP US 31.54          2,328          39.8 30.5 N.A. N.A. N.A. N.A. N.A. N.A. N.A.

PE (x) P/BV (x) ROE(%)Share price 

(LC)
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Financials

Sales revenue increased 19.7% YoY in 2020, to Rmb21.7bn, driven by 16% growth
in waterproof material (sheet membrane: +13%; coating: +41%), 41% growth in 
waterproof engineering and 24% growth in non-waterproof material.

Figure 15: Yuhong: Sales revenue breakdown
Rmb mn

Source: Company data, J.P. Morgan estimates.

Figure 16: Yuhong: Sales revenue and revenue growth
Rmb mn, %

Source: Company data, J.P. Morgan estimates.

Figure 17: Yuhong: Waterproof material (incl. sheet membrane and coating) segment sales 
revenue and sales volume
Rmb mn, mn sq.m

Source: Company data, J.P. Morgan estimates.

Sales volume and capacity

We expect sales volume to increase at a CAGR of 21% over 2021-23, to 2,083mn 
sq.m, driven by capacity expansion. The sales volume of waterproof material 
increased at a CAGR of 38% over 2016-20, to 1,009mn sq.m. During the period, the 
production capacity of sheet membrane and coating grew at CAGRs of 27% and 
48%, respectively.

On 1 April 2021, Yuhong raised Rmb8bn by issuing 175.8mn shares of non-public 
A-shares at Rmb45.5 per share. The funds will be used to expand output capacities,
including: (1) 289mn sq.m of waterproof sheet membrane, of which 100mn sq.m is 
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polymer membrane; (2) 245kt of waterproof coating; (3) 800kt of architectural 
paints; (4) 1.25mt of mortar; (5) 150kt of non-woven fabrics; and (6) 135kt of 
functional membranes. This represents capacity growth of 61% for waterproof sheet 
membrane, 25% for waterproof coating, 5.3-fold for architectural paints, 63% for 
mortar and 100% for non-woven fabrics.

Blended prices of waterproof membrane and coating 

The company does not disclose the selling prices of waterproof membrane and 
coating separately. We calculate that the blended ASP of sheet membrane and 
coating was Rmb17.1/sq.m in 2020, down 6.1% YoY. We expect the ASP to 
increase 2.2% in 2022, based on an estimated 3.0% increase in 2021, to reflect raw 
material cost inflation, driven by strong oil prices.

Figure 18: Yuhong: Waterproof sheet membrane ASP change YoY vs bitumen price change YoY

Source: Company data, Wind, J.P. Morgan estimates.

GP margin

There is a time lag for product prices to adjust in response to cost increases. 
Yuhong’s waterproof membrane and coating products are mainly 2B (to business-
end), so the selling prices of membrane and coating products in 2021 could not fully 
pass through cost increase pressures. We expect 2022/23 GP margins for waterproof 
material to decline to 34.7%/35.8% vs an estimated 37.1% in 2021, reflecting ASP 
increases the company could not fully pass through via cost inflation.

Figure 19: Yuhong: Waterproof material (sheet membrane and
coating) GP margin
%

Source: Company data, J.P. Morgan estimates.

Figure 20: Yuhong: Waterproof material (sheet membrane and
coating) unit GP
Rmb/sq.m

Source: Company data, J.P. Morgan estimates.
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Cost of goods sold

For sheet membrane, raw material accounts for ~86% of COGS. The key raw 
material inputs are bitumen, polyester base and MDI & SBS modifier. Bitumen is 
key raw material used in the manufacture of waterproof membrane. It is a byproduct 
of oil refining and a waste material obtained from the petrochemical process. In 
2021, bitumen prices in China increased 20% YoY, to Rmb3,186/t, when oil (WTI 
spot) prices strengthened 73% YoY. YTD as of 17 Mar 2022, the oil price (WTI 
spot) has been US$92/bbl. J.P. Morgan’s global commodity team forecasts WTI spot
at US$101/bbl in 2022 (+49% YoY) and US$94/bbl (-7% YoY) in 2023 vs 
US$68/bbl in 2021.

For coating, raw material accounts for ~87% of COGS. The key raw material inputs
are polyurethane and acrylic acid. The company procures raw material from 
petrochemical producers, and raw material prices typically move in the same 
direction as oil prices. In 2021, China’s acrylic acid price increased 66% YoY, to 
Rmb12,455/t. Over January-February 2022, the average price was Rmb14,215/t. 

We forecast a unit COGS YoY increase of 6% in 2022 for waterproof material (sheet 
membrane and coating), based on an estimated 9.4% increase in 2021.

Figure 21: Bitumen price vs oil price (WTI spot)
Rmb/ton, USD/bbl

Source: Wind, Bloomberg Finance L.P., J.P. Morgan estimates.

Figure 22: China acrylic acid prices
Rmb/ton

Source: Bloomberg Finance L.P., J.P. Morgan.

Table 7: Yuhong: Consolidated income statement

Source: Company data, J.P. Morgan estimates.

Rmb mn, % 2016 2017 2018 2019 2020 2021E 2022E 2023E

Sales revenue 7,000             10,293        14,046          18,154         21,730       31,892       40,206       49,478     

% YoY 32.0% 47.0% 36.5% 29.3% 19.7% 46.8% 26.1% 23.1%

COGS (4,016)            (6,409)        (9,187)           (11,665)        (13,681)      (21,147)      (27,563)      (33,728)    

Gross profit 2,903             3,784         4,737            6,350          7,864         10,471       12,300       15,327     

Gross margin (%) 41.5% 36.8% 33.7% 35.0% 36.2% 32.8% 30.6% 31.0%

Total SG&A (1,665)            (2,228)        (2,884)           (3,464)         (3,512)        (4,957)        (6,042)        (7,435)     

Total EBIT 1,203             1,540         2,015            3,005          4,535         5,291         5,609         7,644      

% YoY 39.2% 28.0% 30.8% 49.2% 50.9% 16.7% 6.0% 36.3%

EBITDA 1,347             1,718         2,279            3,360          5,009         5,852         6,295         8,475      

EBITDA margin (%) 19.2% 16.7% 16.2% 18.5% 23.0% 18.3% 15.7% 17.1%

Finance expenses (46)                (103)           (193)             (413)            (380)           (183)           (107)           (94)          

Profit before tax 1,157             1,437         1,822            2,592          4,155         5,107         5,502         7,550      

Income tax expenses (131)               (195)           (311)             (517)            (769)           (945)           (1,018)        (1,396)     

Profit after tax 1,026             1,242         1,511            2,075          3,387         4,163         4,484         6,154      

Net profit / (loss) attributable to owners of the company 1,029             1,239         1,508            2,066          3,389         4,185         4,508         6,186      

Net profit margin (%) 14.7% 12.0% 10.7% 11.4% 15.6% 13.1% 11.2% 12.5%

Core NPAT (Calc.) 955                1,139         1,323            1,857          3,023         3,979         4,542         5,937      

% YoY 49.7% 19.3% 16.1% 40.4% 62.8% 31.6% 14.1% 30.7%
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Health check on financial liquidity 

In addition to business growth, the financial liquidity of downstream property 
developers has been another focus area in the past few years. At end-2018, Yuhong 
conducted an evaluation of the credit and liquidity status of property developers and 
introduced different receivables policies for three categories of property customers,
which led to improvement in outstanding receivables. For example, in 2019, the 
company’s recovery rate of trade receivables (>1-yr, <2-yr) increased to 79% vs 71% 
in 2015; in 2018, the recovery rate of trade receivables (>2-yr, <3-yr) increased to 
91% vs 87% in 2015 (see Figure 25). 

Figure 23: Yuhong: Recovery rate of accounts receivable

Source: Company data, J.P. Morgan. Note: 1-2 years (>1-yr, <2-yr), 2-3 years (>2-yr, <3-yr) and 3-4 years (>3yr, <4-yr) represent % of 

accounts receivable on a cumulative basis.

Outstanding receivables from potentially delinquent payments of property developers
represent a challenge. Our base case expects Yuhong’s credit impairment in 2022/23 
to be Rmb608mn/Rmb765mn. Breaking this down, we project the write-offs of trade 
receivables/other receivables to be Rmb428mn/Rmb180mn in 2022 and 
Rmb515mn/Rmb250mn in 2023. This indicates that Yuhong’s credit impairment in 
2022/23 represents 3.4%/3.2% of total outstanding receivables vs 2.5% in 2021, on 
our estimates, relative to 2.3% in 2020.

The prevailing practice in China is for raw material suppliers (such as waterproof 
material and decorative paints) to offer a certain margin deposit to property 
developers to secure a long-term (strategic) business relationship. In this way, 
developers can obtain a certain amount of financing when they place raw materials
orders. The deposit terms are determined by negotiation between suppliers and 
property developers, which does not have a fixed finance cost. Raw material 
suppliers recognize this in financial statements as other receivables. China’s property 
debt crisis outbreak in 2H21, triggered by the Evergrande default, has raised
concerns about the potential impairment of deposits, in addition to pressure from
trade receivable write-offs. 

In 1H21, Yuhong’s deposit (to property developers) went up markedly, increasing
9.4-fold YoY, to Rmb2bn, accounting for 88% of other receivables (or equivalent to 
6.3% of pre-announced 2021 sales revenue of Rmb31.9bn). At end-3Q21, the 
company’s other receivables increased 90%, to Rmb4bn vs Rmb2.1bn at end-1H21.

What is the margin that raw 
material suppliers offer to 
property developers? 
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We expect Yuhong’s other receivables to decrease 10% YoY in 2022, to 
Rmb3.6bn, and 30% YoY in 2023, to Rmb2.5bn, on a deposit decline.

We outline a scenario analysis in the table below to evaluate the potential negative 
impact on earnings in the event of deposits converting to bad debt provisions. In our
base case, we forecast negative earnings impacts of Rmb180mn in 2022 and 
Rmb125mn in 2023 from credit impairment of other receivables, by applying a 5% 
write-down each to other receivables, to convert to bad debt provisions. 

Table 8: Yuhong: Credit impairment forecasts 

Rmb mn, % 2022E 2023E
Trade receivables 14,261 21,462 
Credit impairment % trade receivables 3.0% 2.0%
Credit impairment of trade receivables 428 429
Other receivables 3,600 2,500 
Bull case (2.5% write-down in 2022E/2.5% write-down in 2023E) 90 63
Base case (5% write-down in 2022E/5% write-down in 2023E) 180 125
Bear case (10% write-down in 2022E/10% write-down in 2023E) 360 250
Credit impairment of other receivables under base case 180 125
Total credit impairment of outstanding receivables 608 554
Total credit impairment % outstanding receivables 3.4% 2.3%

Source: J.P. Morgan estimates.

Yuhong’s outstanding receivables days vs peers

Figure 24: Yuhong: Total outstanding receivables days vs Keshun and Canlon
Days

Source: Company data, J.P. Morgan.

Capex and dividend payout

We forecast capex in 2022/23 of Rmb2.8bn to reflect investments in new projects 
and existing-plant upgrades. We project a 2022/23 dividend payout of 22%, 
consistent with company’s dividend policy in 2020. 
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Figure 25:Yuhong: Net cash
Rmb mn

Source: Company data, J.P. Morgan estimates.

Figure 26: Yuhong: Free cash flow
Rmb mn

Source: Company data, J.P. Morgan estimates.

Figure 27:Yuhong: Return on equity
%

Source: Company data, J.P. Morgan estimates.

Figure 28: Yuhong: DuPont analysis
(x),%

Source: Company data, J.P. Morgan estimates.

Table 9: Yuhong: Consolidated balance sheet 

Source: Company data, J.P. Morgan estimates.
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Table 10: Yuhong: Consolidated cash flow statement

Source: Company data, J.P. Morgan estimates.

Stock option incentive plan 

Yuhong announced on 27 March 2021 that 52mn stock options had been granted to 
4,160 senior management members and core staff with an exercise price of 
Rmb48.99 per share (average trading price for the company’s A-shares one trading 
day prior to the announcement).The underlying stocks account for 2.22% of total 
outstanding shares as of the announcement date, and the source will be private 
placement. The lockup period will be one to four years, to be exercised at 25% each.

Table 11: Yuhong: Stock option incentive plan performance target

Exercise period Performance target 
Exercise Period 1
(12-24 months)

Based on 2020 net profit, 2021 net profit growth should be no less than 25%, and accounts 
receivable growth should not be higher than revenue growth in the year

Exercise Period 2
(24-36 months)

Based on 2020 net profit, 2022 net profit growth should be no less than 56%, and accounts 
receivable growth should not be higher than revenue growth in the year

Exercise Period 3
(36-48 months)

Based on 2020 net profit, 2023 net profit growth should be no less than 95%, and accounts 
receivables growth should not be higher than revenue growth in the year

Exercise Period 4
(48-60 months)

Based on 2020 net profit, 2024 net profit growth should be no less than 144%, and 
accounts receivables growth should not be higher than revenue growth in the year

Source: Company data, J.P. Morgan. Note: Net profit refers to net profit attributable to equity holders of the company after the 

deduction of non-recurring profit or loss.

Rmb mn 2016 2017 2018 2019 2020 2021E 2022E 2023E

EBIT 1,203             1,540         2,015            3,005          4,535         5,291         5,609         7,644      

Depreciation and amortization 144                178            265              355             473            562            686            831         

Interest income 9                   14              27                34               40              66              83              103         

Interest expense (35)                (78)             (150)             (367)            (261)           (159)           (101)           (106)        

Operating profit before working capital changes 1,320             1,653         2,156            3,027          4,788         5,759         6,277         8,471      
Decrease (Increase) in inventories (76)                (796)           (664)             156             817            (985)           (41)             (271)        

Decrease(increase) in accounts receivable and other accruals (862)               (1,569)        (1,483)           (1,912)         (1,064)        (6,350)        786            (7,562)     

Increase in a/payable and other payables and accruals 449                487            2,316            787             (1,163)        3,857         (2,682)        5,437      

Change in working capital (489)               (1,878)        170              (969)            (1,410)        (3,478)        (1,937)        (2,396)     
PRC income taxes paid (131)               (195)           (311)             (517)            (769)           (945)           (1,018)        (1,396)     

Others (110)               443            (1,001)           48               1,342         -             -             -          

Net cash flow from operating activities 590                24              1,014            1,589          3,952         1,336         3,323         4,679      

Purchase of PPE (708)               (1,108)        (1,766)           (1,408)         (1,524)        (2,800)        (2,800)        (2,800)     

Cash paid for investments (22)                (193)           (6)                 (47)              (474)           (1,200)        (1,250)        (1,300)     

Others 241                95              187              80               254            64              70              90           

Net cash flow from investing activities (489)               (1,206)        (1,585)           (1,374)         (1,744)        (3,936)        (3,980)        (4,010)     

Issue / (repurchase) of shares -                -             -               -              -             7,996         -             -          

New loans borrowed 1,833             2,053         3,928            4,073          3,549         2,581         2,581         2,581      

Repayment of amounts borrowed (1,393)            (1,803)        (1,541)           (4,287)         (3,646)        (4,482)        (2,482)        (2,482)     

Dividends and interest paid (139)               (221)           (271)             (737)            (708)           (757)           (935)           (1,007)     

Others 529                2,021         795              287             (13)             -             -             -          

Net cash flows from financing activities 830                2,050         2,912            (664)            (818)           5,338         (836)           (908)        

Net change in cash and cash equivalents 931                868            2,340            (449)            1,390         2,738         (1,492)        (239)        
Cash and cash equivalents at the end of the year 1,435             2,294         4,631            4,212          5,572         8,754         7,262         7,022      

Other monetary capital 175                130            224              216             444            -             -             -          

Cash and Cash equiv as per b/sheet 1,611             2,423         4,855            4,428          6,016         8,754         7,262         7,022      
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China waterproof building material industry

Waterproof product demand breakdown

In 2021, construction (incl. property and public construction), infra and build repairs
accounted for about 35%, 35% and 30% of China’s waterproof building material 
demand, respectively. 

Figure 29: China: Waterproof material product demand breakdown, 2021

Source: China National Building Waterproof Association (CWA), J.P. Morgan.

Waterproof material industry turnover growth > GDP growth 

In spite of the headwind of sluggish property investment (GFA new starts declined 
11% YoY vs down 1% YoY in 2020) and tepid infrastructure construction (infra FAI 
inched up 0.4% vs up 0.9% in 2020) last year, China’s demand for waterproof building 
material remained supportive. In 2021, China’s output of waterproof material was 
estimated at 4,092mn sq.m, up 8.4% YoY, based on 2020’s restated 3,774mn sq.m, 
according to China National Building Waterproof Association (CWA). 

The sales revenue of producers with scale (839 players) increased 13.2% YoY last 
year, to Rmb126bn (vs China’s nominal GDP growth of 8.1%), while the sales 
revenue of producers with scale in 2020 (723 players) was up 4.6% YoY. Notably, 
the number of scale producers (criterion = annual sales revenue exceeding 
Rmb20mn) ranged 598-784 players in 2017-19, with sales revenue growth of 
15.7%/14.8%/12.2% in 2017/18/19, surpassing China’s nominal GDP growth of 
6.9%/6.7%/6.0%.

The output of waterproof material for 2020 was restated to 3,774mn sq.m vs the 
previously reported 2,515mn sq.m, to reflect the number of build repairs’ starting to 
be included in the statistics in 2021.

Stay Awake
Highlight
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Highlight
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Highlight
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Figure 30: China: Waterproof material industry revenue growth (producers with scale) vs real 
GDP growth

Source: China National Building Waterproof Association, NBS, Wind, J.P. Morgan.

Figure 31: China: Infrastructure (excl. power) FAI
Rmb bn,%

Source: Wind, NBS, J.P. Morgan.

Figure 32: China: Special local government bond issuance
Rmb bn

Source: MOF, J.P. Morgan.

Figure 33: China: Property (residential and commercial) GFA new starts 
Mn sq.m, %

Source: NBS, J.P. Morgan.
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China waterproof material products

China’s waterproof building material products are composed primarily of waterproof 
sheet membrane and waterproof coating (liquid applied membranes), which 
accounted for 70% and 26% of total production in 2021, respectively. The output of 
sheet membrane and coating rose 8.9% and 8.2% in 2021, respectively. In China, 
there is a growing trend of using both sheet membrane and coating in construction 
applications, vs the single use of sheet membrane previously, to provide better-
quality building (higher duration). 

Table 12: China: Waterproof material products overview

Products Application Features and benefits Remarks

SBS (styrene-butadiene-styrene) 
and APP (atactic polypropylene) 
modified bitumen sheet

Roofs, underground, indoor 
swimming pools, fire pools

Aging resistance, durability, 
stability, high tension 
strength and excellent 
elongation

B2B

Self-adhesive polymer modified 
bituminous waterproof sheet

Non-exposed roofs or 
underground structures, pools 
and canals, especially for 
waterproof works where open 
flames are not allowed 

Initial bonding property is 
excellent, good seal-healing 
for micro cracks, excellent 
elongation

B2B

Synthetic polymer waterproof 
sheet (e.g., TPO (thermoplastic 
polyolefin), HDPE (high-density 
polyethylene))

TPO – Industrial, civil, public 
building roofing and other 
roofing projects; HDPE –
Underground, caves, tunnels, 
subways, municipal buildings
and other waterproof 
impermeable projects

TPO – Durability and 
weather resistance, excellent 
low- and high-temperature 
impact resistance, resistance 
to root penetration, energy 
savings; HDPE – High 
waterproof performance, 
excellent resistance to 
concrete alkaline water, easy
installation, eco-friendly

B2B

Waterproof coating Subways, swimming pools, 
fire pools, landscape pools, 
indoor and basements, 
underground parking lots, 
bathrooms, kitchens, 
balconies

High tensile strength, good 
elasticity, strong resistance 
to deformation of the base

B2B, B2C

Source: Chyxx, J.P. Morgan.

Figure 34: China: Waterproof material product breakdown by output volume, 2021

Source: China National Building Waterproof Association (CWA) J.P. Morgan.
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Demand growth opportunity

Four pillars of demand growth

#1: Building code upgrades urged by the government

In September 2019, MOHURD circulated a draft solicitation of new specifications in 
waterproofing in building and municipal engineering construction. The new 
specifications raise mandatory waterproofing standards in the building code, 
increasing waterproofing layers (e.g., upgrading one to two layers under existing 
specifications to three layers for underground waterproofing). The warranty period of 
roof and wall waterproofing will increase to no less than 20 years under new
specifications vs five years under the current specifications.

Table 13: New specification requirement summary

Category Summary
Design working life New specifications mandate that waterproofing design for roof and wall works be no 

less than 20 years vs five years previously
Waterproofing materials New specifications mandate that underground waterproof be three layers vs one to

two layers previously; and roof waterproof be three layers vs two layers previously 

Source: CWA, J.P. Morgan.

On the timeline, the final draft was submitted to the MOHURD at end-2021 and our 
base case assumes that the new building code could be granted approval in October 
2022. We forecast that it might take 6-12 months for the new specifications to be 
implemented after they become effective. To understand the potential demand boost 
of the new specifications, we outline scenarios below. With the assumption that the 
new code requires three layers of waterproof material vs two layers before, our base 
case forecasts an 8% boost in waterproof material demand in 2023 and 10% in 2024,
if the new building code is implemented well.

Table 14: Case scenario of waterproof material demand boost driven by new building code

Approved date of 
new specification

Implementation 
date of new 

specification
Magnitude of 

implementation 

2023E
waterproof 

material 
demand boost

2024E
waterproof 

material 
demand boost

Bull case July-2022 Jan-2023 40% 20% 20%
Base case Oct-2022 Apr-2023 20% 8% 10%
Bear case Oct-2022 Oct-2023 10% 3% 5%

Source: J.P. Morgan estimates. Note: Assumes three layers under new specification vs two layers previously.

#2: Demand for quality products has room to improve

We estimate that substandard waterproofing systems account for ~30% of China’s 
total, implying plenty room for leading players with high-quality products to gain 
market share. 

The 2020 market for China’s waterproof building material industry was estimated by 
CWA at about Rmb200bn. In 2020, China’s two largest waterproof material 
producers were Yuhong and Keshun. Yuhong’s market share was 12%, based on its 
sales revenue of waterproof material of Rmb17.2bn. Keshun’s market share was 4%,
based on its sales revenue of waterproof material of Rmb5.7bn. The market size of 
about Rmb140bn implied by the two leading players’ numbers reconcile with each 
other. The implied market size is a 30% discount to CWA’s reported number, which 
means the actual usage of waterproof material is lower than the theoretically
suggested usage. This could be due to substandard waterproofing systems installed 
during construction.
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#3: Growing retrofit demand upon property sales boom in the past two decades

China’s cumulative residential GFA sold in 1999-2020 was up almost 140-fold, to 
18.1bn sq.m vs 134mn sq.m in 1999. Assuming that a building is 10 stories on
average, the roof area requiring renovation is around 1.8bn sq.m. Assuming that it 
takes around 15 years for an old building to require rooftop refurbishment leads to 
new demand for waterproof material of 120mn sq.m, which is equal to ~3% of 
China’s waterproof material output in 2021 of 4,092mn sq.m. 

China’s 14th FYP targets the renovation of 219k old neighborhoods (those built by 
end-2000). Last year, 55.6k old neighborhoods started renovation work, accounting 
for 25% of the 2021-25 target. 

Figure 35: China: Residential GFA sold
Mn sq.m

Source: NBS, J.P. Morgan.

#4: Gov’t push for county-level rooftop solar positive for polymer (TPO) 
membrane demand 

In late June 2021, the NEA released a notice on county-level trials of distributed 
solar power generation, designed to boost rooftop solar installation. To apply for the 
trial program, a minimum of 20% of the county’s residential rooftops need to be 
suitable for solar installation, at least 30% of industrial and commercial rooftops, at 
least 40% of public buildings (such as schools and hospitals) rooftops, and at least 
50% of the government estates rooftops. 

In China, distributed solar installation is applied predominantly in industrial and 
commercial buildings. 

Figure 36: China: Distributed solar capacity installation by end user 
(as of end-2020)
%

Source: China5e.com, J.P. Morgan.

Figure 37: China: New installation of distributed PV vs synthetic 
polymer waterproof sheet output growth
GW,% 

Source: NEA, Sohu, China5e, IN-EN, CWA, J.P. Morgan.
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TPO roofs have an advantage over PVC membrane and metal roofs. TPO is designed 
to be an improved version of PVC and EPDM. TPO combines the benefits of PVC 
and EPDM, making it more flexible and reflective, as well as environmentally 
friendly and more weather-resistant. Metal roofs’ disadvantage is that their lifespan is 
subject to climate change (causing metal to rust). In 2021, TPO membrane accounted 
for ~7% of synthetic polymer sheets (or ~0.8% of China’s total waterproof material), 
based on a market size of Rmb3.3bn (or 33mn sq.m) for TPO membrane, on our 
estimates. We believe the TPO market could more than double in 2022, premised on 
exponential market potential. 

China’s rooftop solar development on industrial rooftops could boost demand 
for TPO membrane by 300mn sq.m per annum, based on: (1) the retrofit of 
existing industrial rooftops, which could boost demand for TPO by 150mn sq.m per 
annum, assuming that it takes 10 years for 50% of the existing stock of 3bn to 
complete refurbishment; and (2) new demand per annum of 150mn sq.m, assuming 
that 50% of the country’s newly added industrial rooftops of 300mn sq.m per annum 
will subscribe to TPO membrane. This is equivalent to ~7% of China’s estimated
waterproof material output in 2021.

Overseas waterproof material industry brief

In Japan, GFA new starts peaked in 1996, while waterproof material demand peaked 
in 2014, at 65mn sq.m. Subsequently, waterproof demand did not collapse off 2014’s 
level, instead registering a CAGR of -0.9% in 2014-19 before a 7.4% drop in 2020,
affected by COVID-19.

Figure 38: Japan: GFA new starts (peaked in 1996)
K sq.m

Source: Economic and Social Research Institute, CEIC, J.P. Morgan.

Figure 39: Japan: Waterproofing material demand
Mn sq.m

Source: Wind, J.P. Morgan.

In the U.S., liquid membrane has been dominant for commercial vertical application
end users for many years due to its low cost and effectiveness in dealing with 
complicated flashings, accounting for about 67% of total vertically applied 
waterproof membrane in 2018. Global Marketing Insights estimated that sheet 
membrane application would see lower growth than that of liquid membrane. For 
commercial roofing, self-adhesive sheet membrane (incl. TPO, bitumen, EPDM and 
PVC) accounted for about 45% of total material installed in 2014. Out of sheet 
membrane, the U.S. largely adopts PVC sheet due to cost efficiency, easy installation 
and eco-friendliness; meanwhile, TPO roofing systems have been growing fast due to 
their low cost, easy installation and flexibility. 
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In Europe, aftermarket refurbishment, rather than new construction, is the demand 
driver of waterproof material. Bitumen membranes have been used in the region for 
over 100 years. The idea of using a bitumen-like binder to coat roofing felt was first 
published in a paper of the Royal Swedish Academy of Sciences in 1784. Polymer 
modified bitumen membrane still dominates waterproof material in Europe, 
accounting for more than 60% of waterproof material used in flat roofs. On polymer 
modified bitumen membrane, cold application is increasingly deployed by peel-and-
stick, relative to the pour-and-toll techniques of liquid bitumen in the past. Bitumen 
membranes are high-quality products manufactured under Construction Product 
Regulations (CPR) in Europe. 

Waterproof material industry is fragmented 

China’s waterproof material industry is fragmented, with uneven product quality. In 
2019, China’s top three producers Yuhong, Keshun and Shenzhen Zhuobao had 
market shares of 12.0%, 3.1% and 1.7% respectively, based on sales revenue. During 
the year, the top nine producers accounted for a total market share of 24.1%. 

Figure 40: China: Market share of major waterproofing material producers, 2019

Source: Chyxx, J.P. Morgan.

Figure 41: Sales revenue of Yuhong, Keshun and Canlon as a % of China’s waterproof industry 
sales revenue (based on producers with scale)

Source: China National Building Waterproof Association (CWA), Company data, J.P. Morgan.
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Industry supply chain 

Waterproof material companies are expanding their mortar output through either 
organic growth or M&A to complement building finishing solutions. Mortar is a 
material used in masonry construction to fill the gaps between bricks and blocks. It is 
a mixture of sand, a binder such as cement or lime, and water, and is applied as a 
paste that then sets hard. Factory-produced (ready-to-use) mortars are valuable to end 
users such as house builders, ground workers, general builders and self-builders.

Earnings sensitivity

Table 15: Yuhong: Earnings sensitivity

Key assumptions 2022E

Core earnings under base case (Rmb mn) 5,036 
1% increase in blended ASP of waterproof material 4.2%
1% increase in unit COGS of waterproof material -3.3%
10% increase in total outstanding receivables and 10% increase in write-off of other receivables -7.4%
10% increase in fossil fuels and fossil fuel derivatives price -9.3%

Source: J.P. Morgan estimates.
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Investment Thesis, Valuation and Risks

Beijing Oriental Yuhong - A (Overweight; Price Target: Rmb60.00)

Investment Thesis 

We rate Yuhong OW. Yuhong is the number one waterproof material (sheet 
membrane and coating) producer in China, with a 12% market share in 2020. We 
believe the company’s waterproof segment (WS) revenue could rise at a 22% CAGR 
in 2021-25 (vs the industry’s market size CAGR of 9%) to underpin a market share 
of 25% in 2025. Leveraging the strong customer resources of WS, other business 
expansion (decorative and insulation material, build repairs, etc.) has proved 
successful, with revenue growth surpassing that of WS for the first time in 2020, 
driven by increasing product penetration and China’s strong aftermarket 
refurbishment growth. In the long run, we foresee multiple industry demand growth 
opportunities, such as China’s building code (waterproof) upgrades, growing retrofit 
demand upon pile-up stocks of old buildings, and the government’s push for rooftop 
solar, benefitting Yuhong as a top player.

Valuation

We project an earnings CAGR of 22% in 2021-23, driven by a revenue CAGR of 
25%. Our Dec-22 PT of Rmb60 is based on a 24.5x 2023E P/E and assumes that the 
multiple will not deviate from the current 24.8x 2022E P/E. Our target valuation is 
slightly above the company’s historical seven-year average plus 1 S.D of 23.5x. In 
our view, valuation could trade above mean reversion due to: 1) a market leadership 
firm-up in its core business; 2) other business expansion bolstered by product 
penetration increases and industry growth opportunities; and 3) a growing revenue 
contribution by the 2C business.

Risks to Rating and Price Target

Downside risks to our rating and price target include: 1) worse-than-expected 
delinquent payments of property developers, which would trigger write-offs of 
outstanding receivables – we estimate that an additional 10% increase in total 
outstanding receivables and an additional 10% increase in the write-offs of other 
receivables would adversely impact 2022E earnings by 7.4%; and 2) the company’s 
failure to increase selling prices in order to thoroughly pass through raw material 
price inflation against the backdrop of a high-oil-price environment – we estimate 
that a 10% increase in fossil fuels and fossil fuel derivatives prices would adversely 
impact 2022E earnings by 9.3%.
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Beijing Oriental Yuhong - A: Summary of Financials
Income Statement FY19A FY20A FY21E FY22E FY23E Cash Flow Statement FY19A FY20A FY21E FY22E FY23E

Revenue 18,154 21,730 31,892 40,206 49,478 Cash flow from operating activities 1,589 3,952 1,336 3,323 4,679

COGS (11,665) (13,681) (21,147) (27,563) (33,728) o/w Depreciation & amortization 355 473 562 686 831

Gross profit 6,489 8,050 10,744 12,644 15,750 o/w Changes in working capital (969) (1,410) (3,478) (1,937) (2,396)

SG&A (3,107) (3,048) (4,383) (5,318) (6,544)

Adj. EBITDA 3,360 5,009 5,852 6,295 8,475 Cash flow from investing activities (1,374) (1,744) (3,936) (3,980) (4,010)

D&A (355) (473) (562) (686) (831) o/w Capital expenditure (1,408) (1,524) (2,800) (2,800) (2,800)

Adj. EBIT 3,005 4,535 5,291 5,609 7,644 as % of sales 7.8% 7.0% 8.8% 7.0% 5.7%

Net Interest (413) (380) (183) (107) (94)

Adj. PBT 2,592 4,155 5,107 5,502 7,550 Cash flow from financing activities (664) (818) 5,338 (836) (908)

Tax (517) (769) (945) (1,018) (1,396) o/w Dividends paid (737) (708) (757) (935) (1,007)

Minority Interest (9) 2 22 24 33 o/w Shares issued/(repurchased) 0 0 7,996 0 0

Adj. Net Income 1,857 3,023 3,979 4,542 5,937 o/w Net debt issued/(repaid) (214) (97) 6,095 99 99

Reported EPS 0.83 1.30 1.64 1.88 2.45 Net change in cash (419) 1,360 2,738 (1,492) (239)

Adj. EPS 0.83 1.30 1.64 1.88 2.45

Adj. Free cash flow to firm 181 2,428 (1,464) 523 1,879

DPS 0.21 0.33 0.39 0.42 0.57 y/y Growth (124.1%) 1240.0% (160.3%) (135.8%) 259.0%

Payout ratio 25.4% 25.0% 23.5% 22.2% 23.3%

Shares outstanding 2,237 2,321 2,420 2,420 2,420

Balance Sheet FY19A FY20A FY21E FY22E FY23E Ratio Analysis FY19A FY20A FY21E FY22E FY23E

Cash and cash equivalents 4,428 6,016 8,754 7,262 7,022 Gross margin 35.7% 37.0% 33.7% 31.4% 31.8%

Accounts receivable 8,347 9,411 15,761 14,975 22,537 EBITDA margin 18.5% 23.0% 18.3% 15.7% 17.1%

Inventories 2,016 1,199 2,184 2,226 2,496 EBIT margin 16.6% 20.9% 16.6% 14.0% 15.4%

Other current assets 10,976 13,073 21,945 20,801 27,734 Net profit margin 10.2% 13.9% 12.5% 11.3% 12.0%

Current assets 15,447 19,387 32,200 29,662 36,456
PP&E 4,349 4,755 5,640 6,753 7,932 ROE 21.1% 24.8% 19.8% 16.4% 18.3%

LT investments 0 166 171 176 181 ROA 8.8% 12.0% 11.5% 11.2% 13.2%

Other non current assets 1,556 2,144 1,484 1,851 3,520 ROCE 17.2% 22.5% 19.1% 15.7% 18.3%

Total assets 22,416 27,847 41,142 40,184 50,026 SG&A/Sales 17.1% 14.0% 13.7% 13.2% 13.2%

Net debt/Equity 0.1 NM NM NM NM

Short term borrowings 3,093 2,925 600 800 900 Net debt/EBITDA 0.2 NM NM NM NM

Payables 4,806 3,643 7,500 4,819 10,256

Other short term liabilities 2,187 5,565 6,372 3,868 2,880 Sales/Assets (x) 0.9 0.9 0.9 1.0 1.1

Current liabilities 10,086 12,132 14,472 9,487 14,036 Assets/Equity (x) 2.4 2.1 1.7 1.5 1.4

Long-term debt 1,993 422 845 744 743 Interest cover (x) 8.1 13.2 31.9 58.8 90.4

Other long term liabilities 2,370 883 845 744 743 Operating leverage 168.1% 258.4% 35.6% 23.1% 157.3%

Total liabilities 12,456 13,016 15,317 10,231 14,779 Tax rate 19.9% 18.5% 18.5% 18.5% 18.5%

Shareholders' equity 9,740 14,614 25,630 29,782 35,109 Revenue y/y Growth 29.3% 19.7% 46.8% 26.1% 23.1%

Minority interests 220 217 195 171 138 EBITDA y/y Growth 47.4% 49.1% 16.8% 7.6% 34.6%

Total liabilities & equity 22,416 27,847 41,142 40,184 50,026 EPS y/y Growth 42.0% 56.9% 26.2% 14.1% 30.7%

BVPS 4.35 6.30 10.59 12.31 14.51 Valuation FY19A FY20A FY21E FY22E FY23E

y/y Growth 24.7% 44.6% 68.2% 16.2% 17.9% P/E (x) 56.1 35.8 28.3 24.8 19.0

P/BV (x) 10.7 7.4 4.4 3.8 3.2

Net debt/(cash) 657 (2,670) (7,309) (5,717) (5,379) EV/EBITDA (x) 35.2 23.0 18.8 17.8 13.2

Dividend Yield 0.5% 0.7% 0.8% 0.9% 1.2%

Source: Company reports and J.P. Morgan estimates.

Note: Rmb in millions (except per-share data).Fiscal year ends Dec. o/w - out of which
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