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Relocation to Bangladesh is starting to bear fruit 
  

 Evergreen is one of the world’s leading global manufacturers of hair goods. After strategically shifted its production 

facilities from China to Bangladesh for years and accelerated the pace of capacity expansion starting 2017, 

Evergreen Products is expected to register strong revenue growth at 2-year CAGR of 28% from $647.3mn in 2017 

to $1,059.1mn in 2019 fueled by its low cost advantage. 

 

 Evergreen is less vulnerable to potential trade war between China and U.S. and escalating labor cost in China. 

Revenue generated from the production base in Bangladesh accounted for 87.4% of total revenue in 2017 compared 

with 54.1% in 2014. Hair goods manufacturing is a labor intensive industry. Total employee expenditures accounted 

for 39.5% and 44.4% of total production cost in 2016 and 2017 respectively. As labor cost in Bangladesh is roughly 

one-third of China, Evergreen should have a strong competitive advantage over its rivals in China. 

 

 U.S. is the principle market accounting for 80.5% of revenue in 2017. Three largest customers in U.S. had business 

relationship with Evergreen for more than 15 years and contributed 43.1% of the revenue in 2017. The decline in 

U.S. unemployment rate to the lowest level since 2000 and continued recovery of the U.S. economy are likely to 

ensure steady growth in demand for hair goods.  

 

 Three production complexes for bleaching and dyeing, printing and package cartoning will be completed in phases 

in 2018-2019. This will enable Evergreen to shorten the production lead time, improve its production efficiency and 

enlarge production of high margin human hair goods.  

 

 Thanks to revenue growth and margin improvement, Evergreen’s adjusted net profits are expected to reach 

$138.5mn in 2018 and $175.2mn in 2019 representing an increase of 49.4% and 26.5% respectively. Adjusted EPS 

growth will be 13.9% in 2018 and 26.5%in 2019 implying 2-year EPS CAGR of 20.0%. Current valuation of 

Evergreen at 2019 P/E of 6.0x and high dividend yield of around 5.0% is attractive to long term investors. We 

recommend a BUY on Evergreen with a 12-month price target of $2.28 based on 8.0x 2019 earnings. 

  

Y/E Dec (HK$mn) 2015 2016 2017 2018F 2019F

Revenue 554.5          595.7          647.3          847.2          1,059.1       

Revenue growth (%) 3.9% 7.4% 8.7% 30.9% 25.0%

Net profit 68.7            33.0            110.2          138.5          175.2          

Adjusted net profit 67.3            86.1            92.7            138.5          175.2          

Adjusted net profit growth (%) n/a 27.9% 7.7% 49.4% 26.5%

Adjusted EPS ($) 0.200          0.256          0.198          0.225          0.285          

Adjusted EPS growth (%) n/a 27.9% -22.6% 13.9% 26.5%

DPS ($) n/a n/a 8.1% 7.9% 10.0%

PER (x) n/a n/a 8.6              7.6              6.0              

Yield (%) n/a n/a 4.8% 4.6% 5.8%

No. of issued shares (mn shares) 615.0          Share price ($) 1.71            

Market capitalisation ($mn) 1,051.7       Price target ($) 2.28            

Average daily turnover ($mn) 0.43            12-month high / low ($) 1.86 / 1.11

Major shareholder Chairman Mr. Felix Chang (56.4%), SEAVI Advent Equity (17.7%)
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Company Background  

 

Evergreen is one of the world’s leading manufacturers of hair goods with an approximately 4.0% market share of global 

synthetic hair goods manufacturer revenue in 2016. It designs, manufactures and sells a wide range of hair goods made 

with synthetic fibres and human hair, including wigs, hairpieces, braids and high-end human hair extensions, targeted at 

different ethnic groups and the Halloween market. Key product segments include (i) wigs, hair accessories and others, (ii) 

high-end human hair extensions, and (iii) Halloween products. These three segments accounted for 69.0%, 24.7% and 6.3% 

of revenue in 2017 respectively. 

 

Evergreen currently had three production centers (UEPZ Phase I completed in early 2013, UEPZ Phase II completed in 

late 2015 and UEPZ Phase III completed in 2017) in Bangladesh measuring a total GFA of approximately 92,000 sq.m. 

for production of wigs and related products. The company plans to further expand production capacity and scope of 

operations in Bangladesh to include human hair sourcing, bleaching and dyeing, as well as printing and package 

cartooning. Construction work for three production facilities, namely the Bleaching and Dyeing Complex, UEPZ Printing 

Facility and UEPZ Carton Facility will be completed in 2018-2019 with a total investment of approximately $193mn. 

 

As at 31 December 2017, Evergreen employed a total of 16,629 (+29% yoy) employees in Bangladesh, 743 (-8% yoy) 

employees in China, 70 employees in Hong Kong and 9 employees in Japan and the U.S. Revenue generated from the 

production base in Bangladesh and China accounted for 87.4% and 12.6% of total revenue in 2017 respectively. 

 

In July 2017, Evergreen was listed on HKEx by issuing 184.5mn shares (including 153.75mn new shares and 30.76mn 

existing shares) at $1.65 each to raise net proceeds of approximately $220mn. 

 

 

Generous Dividend Policy 

 

Evergreen declared a final dividend of $50mn or $0.0813 per share for the year ended 31 December 2017. The dividend 

payout ratio is 45.4% based on net profit of $110.2mn attributable to shareholders, 53.9% based on adjusted net profit of 

$92.7mn, 34.6% based on basis EPS of $0.235 and 41.1% based on adjusted EPS of $0.198. The dividend is a positive 

surprise because the company is committed to distribute no less than 20% of net distributable profit for 2017 and 2018 in 

the Prospectus. We believe a generous divided policy is a reflection of solid financial position and good earnings prospect. 

We have assumed a dividend payout ratio of 35% (calculated based on DPS dividend by EPS) for both 2018 and 2019 in 

our earnings model, translating into a high dividend yield of 4.6% in 2018 and 5.8% in 2019. 

 

Major shareholder is confident on company’s long term growth prospect and also the beneficiary from a generous 

dividend policy. In July and October 2017, the chairman bought a total of 9.79mn shares in the open market at an average 

price of $1.46 per share, lifting his shareholding in the company from 54.8% to 56.4%.  
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Financial Results for 2017 

 

Key customers drove revenue growth 

 

For the year ended 31 December 2017, the company’ revenue increased by $51.6mn or 8.7% to $647.3mn. The U.S. 

remained the principle market with revenue contribution accounting for 80.5% of total revenue. Revenue generated from 

the Bangladesh factories accounted for 87.4% of total revenue. Revenue growth accelerated from 1.2% yoy in 1H17 to 

16.3% yoy in 2H17 showing that a successful IPO in July 2017 helped improve confidence of key customers. Sales from 

the three largest customers increased by $49.0mn or 21.3% to $278.7mn accounting for 43.1% of total revenue. 

 

Revenue from wigs, hair accessories and others increased by 9.1% to $446.6mn (69.0% of total revenue) primarily due to 

more sales of high margin products and less sales of low margin products and significant increase in sales under 

self-owned brands directly to end users through e-commerce. Revenue from high-end human hair extensions increased by 

13.1% to $160.0mn (24.7% of total revenue) primarily due to higher sales volume driven by increased production in 

Bangladesh. Revenue from Halloween products cut 9.4% to $40.7mn (6.3% of total revenue). 

 

Gross margin increased on product mix improvement 

 

Thanks to low labour costs from production in Bangladesh, overall gross margin improved from 35.5% in 2016 to 35.6% 

in 2017. Gross margin for wigs, hair accessories and others increased from 29.9% to 31.1%. Gross margin for high-end 

human hair extensions declined from 53.0% to 51.0% due to an increase in sales of low margin products under 

non-self-owned brands during the year. Hence, gross profit grew 9.0% to $230.2mn in 2017. 

 

Lower financing cost and effective tax boosted net profit growth 

 

Despite a high-single-digit growth in revenue, the company enlarged its workforce in Bangladesh by 26% to 16,629 

employees as at 31 December 2017 to cope with a significant capacity expansion in 2018-2019. As a result, total 

employee expenditures increased by 25.3% to $240.6mn in 2017 and accounted for 44.4% of total production cost in 

2017 versus 39.5% in 2016. Administrative expenses to revenue ratio rose from 14.7% in 2016 to 16.3% in 2017. 

Distribution and selling expenses to revenue ratio rose from 2.2% in 2016 to 2.4% in 2017. 

 

Excluding the change in fair value of redeemable convertible preferred shares ($32.1mn gain in 2017 versus $39.3mn loss 

in 2016) and the listing expenses ($15.3mn in 2017 and $14.0mn in 2016), the company’s profit before tax and finance 

costs dropped 1.7% from $107.9mn in 2016 to $106.0mn in 2017 due to higher staff costs. Due to a decrease in finance 

costs and taxation, the company’s adjusted net profit grew 7.7% to $92.7mn for the year ended 31 December 2017. Based 

on adjusted net profit, net margin and ROAE stood at 14.3% and 22.7% respectively compared with 11.0% and 8.6% for 

similar company Henan Rebecca (600437). 
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Earnings Forecast 

 

Our revenue projection for Evergreen is $847.2mn in 2018 and $1,059.1mn in 2019, up 30.9% and 25.0% yoy 

respectively driven by increasing sales to the U.S. market. Continued improvement in gross margin and net margin are 

very likely due to greater economies of scale. We expect adjusted net profit to reach $138.5mn in 2018 and $175.2mn in 

2019 representing an increase of 49.4% and 26.5% yoy respectively. Adjusted EPS growth will be 13.9% in 2018 and 

26.5% in 2019 implying a 2-year adjusted EPS CAGR of 20.0%. 
 

 

 * Adjusted net profit = Net profit excluding the change in fair value of redeemable convertible preferred shares and listing expenses 

 Source: Mason Securities  

Y/E Dec (HK$mn) 2015 2016 2017 2018F 2019F

Wigs, hair accessories and others 378.6            409.3            446.6            600.5            750.6            

High-end human hair extensions 130.6            141.5            160.0            208.0            270.4            

Halloween products 45.4              44.9              40.7              38.8              38.1              

Total revenue 554.5           595.7           647.3           847.2           1,059.1        

Wigs, hair accessories and others 118.9            122.5            138.8            189.1            240.2            

High-end human hair extensions 62.4              74.9              81.6              106.1            132.5            

Halloween products 13.5              13.9              9.8                9.7                9.5                

Gross profit 194.8           211.3           230.2           304.9           382.2           

Other income 3.5                2.7                4.1                4.0                3.0                

Other gains and losses (8.7)               (4.8)               (4.1)               (3.0)               (3.0)               

Change in fair value of investment properties 1.4                -                -                -                -                

Change in fair value of convertible preference shares -                (39.3)             32.1              -                -                

Listing expenses -                (14.0)             (15.2)             -                -                

Distribution and selling expenses  (12.9)             (12.9)             (15.7)             (19.5)             (24.4)             

Administrative expenses (92.4)             (87.4)             (105.7)           (129.6)           (159.5)           

Other expenses (1.8)               (0.9)               (2.7)               (2.0)               (2.0)               

Finance costs (12.5)             (17.6)             (12.5)             (14.0)             (18.0)             

Profit before taxation 71.4             37.0             110.4           140.8           178.3           

Taxation (2.6)               (4.3)               (1.0)               (2.8)               (3.6)               

Minority interests (0.0)               0.2                0.7                0.5                0.5                

Net profit 68.7             33.0             110.2           138.5           175.2           

Adjusted net profit 67.3             86.1             92.7             138.5           175.2           

Revenue growth (%) 3.9% 7.4% 8.7% 30.9% 25.0%

Net profit growth (%) -2.3% -52.0% 234.1% 25.7% 26.5%

Adjusted net profit growth (%) 4.0% 27.9% 7.7% 49.4% 26.5%

Effective tax (%) -3.7% -11.5% -0.9% -2.0% -2.0%

Distribution & selling expenses / revenue (%) -2.3% -2.2% -2.4% -2.3% -2.3%

Admin expenses / revenue (%) -16.7% -14.7% -16.3% -15.3% -15.1%

Net margin (%) 12.4% 5.5% 17.0% 16.3% 16.5%

Adjusted net margin (%) 12.1% 14.5% 14.3% 16.3% 16.5%

Gross margin (%) 35.1% 35.5% 35.6% 36.0% 36.1%

- Wigs, hair accessories and others (%) 31.4% 29.9% 31.1% 31.5% 32.0%

- High-end human hair extensions (%) 47.8% 53.0% 51.0% 51.0% 49.0%

- Halloween products (%) 29.8% 30.9% 24.1% 25.0% 25.0%
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Y/E Dec (HK$mn) 2015 2016 2017 2018F 2019F

Inventories 277          317          385          451          506          

Trade and other receivables 142          191          223          291          364          

Amounts due from directors 28            24            -           -           -           

Pledged bank deposits 25            36            101          101          101          

Bank balances and cash 41            60            91            76            66            

Others 5              2              1              1              1              

Current assets 517          631          801          919          1,038       

Trade and other liabilities 50            54            41            54            67            

Amount due to a related company 59            47            -           -           -           

Amount due to a former ultimate holding company 9              9              -           -           -           

Amount due to an intermediate holding company 20            11            -           -           -           

Tax payable 2              4              3              3              4              

Bank borrowings 318          504          506          636          706          

Others 5              5              8              8              8              

Current liabilities 463          633          558          701          785          

Net current assets 54            (3)             243          219          253          

Property, plant and equipment 235          305          365          458          553          

Prepaid lease payments 20            19            20            20            20            

Redeemable convertible preference shares -           (205)         -           -           -           

Others 18            27            45            30            30            

Shareholders' funds 327          143          672          727          856          

Net cash/(debt) (252)         (613)         (314)         (459)         (539)         

Net debt to equity (%) 77% 428% 47% 63% 63%

 
Figure 2: Balance Sheet  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Source: Mason Securities 

 

 

Financial Position 

 

As at 31 December 2017, the company’s banking facilities amounted to $584mn of which $78.1mn remained unutilized. 

Net debt to equity ratio declined from 428% in 2016 to 47% in 2017. Capital expenditure is $82.3mn in 2017 and is 

estimated at $95mn in both 2018 and 2019 mainly for further expansion of production capacity in Bangladesh. Although 

net debt to equity ratio is expected to increase to 63% in 2019, we believe the company’s financial position is still healthy 

and manageable given the anticipation of strong earnings growth in coming two years. 

  



 

7 May 2018 

Evergreen Products 
 

6 

Y/E Dec (HK$mn) 2015 2016 2017 2018F 2019F

Profit before taxation 71            37            110          141         178         

Depreciation 16            20            28            35           41           

Change in fair value of investment properties (1)            -           -           -          -          

Change in fair value of derivative liabilities 5              3              0              -          -          

Change in fair value of redeemable convertible preference shares -           39            (32)           -          -          

Finance costs 13            18            13            14           18           

Increase in inventories (69)           (40)           (68)           (66)          (56)          

Increase in trade and other receivables (22)           (48)           (33)           (69)          (73)          

Increase in trade and other payables 16            2              (12)           12           13           

Others (3)            (2)             (7)            (4)            (4)            

Net cashflow from operating activities 25           29            (2)            63           119         

Purchase of property, plant and equipment (66)           (89)           (74)           (93)          (95)          

Additions to receivables arising from insurance contracts -           (12)           -           -          -          

(Placement) withdrawal of pledged bank deposits 1              (11)           (65)           -          -          

Advance to directors (119)         (36)           -           -          -          

Repayment from directors 33            39            24            -          -          

Others (8)            6              (14)           (8)            (8)            

Net cashflow from investing activities (159)        (101)         (129)        (101)       (103)       

New mortgage and short term loans raised 38            218           80            130         70           

Proceeds from issue of shares -           -           254          -          -          

Increase/(decrease) in trust receipt loan and discounted bills (22)           22            (32)           -          -          

Repayment of mortgage and short term loans (50)           (55)           (45)           -          -          

Interest paid (13)           (16)           (20)           (18)          (22)          

Dividend paid -           (50)           -           (69)          (54)          

Advance from a related company 68            5              -           -          -          

Contribution from an intermediate holding company 117          -           -           -          -          

Others (21)           (31)           (77)           (20)          (20)          

Net cashflow from financing 118         93            160         22           (26)         

Net increase/(decrease) in cash and cash equivalents (17)           21            29            (15)          (10)          

Beginning cash and cash equivalent 60            41            60            91           76           

Effect of foreign exchange rate changes (1)            (2)             2              -          -          

Ending cash and cash equivalent 41            60            91            76           66           

 

Figure 3: Cash Flow Analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source : Mason Securities 
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Research Analyst Certification 

The views about any and all of the subject securities and issuers expressed in this report accurately reject the personal views of the research analyst(s) primarily responsible for this report; 

and the analysts are paid in part based or the profitability of Mason Securities Limited (“MSL”) and its affiliates (collectively called “Mason Group”) which includes revenue from investment 

banking activities. 

Research Analyst Conflicts 

Financial Interest: 

The research analyst(s) who prepared this report and/or his/her/their associates has/have no financial interests in relation to listed corporation(s) covered in this report. 

Relevant Relationships: 

The research analyst(s) who prepared this report and his/her/their associates do not serve as officer(s) of listed corporation(s) covered in this report. 

Mason Group’s Financial Interests and Business Relationships 

Mason Group may make a market in, or may, as principal or agent, buy or sell securities (or derivatives thereon) of issuer(s)  mentioned in this report. Mason Group may have a financial 

interest in the issuer(s) mentioned in this report, including a long or short position in its/their securities and/or options, futures or other derivative instruments based thereon, or vice versa. 

Likewise, Mason Group, including its officers or employees may serve or have served as an officer, director or in an advisory capacity for any issuer(s) mentioned in this report. Mason Group 

may also, from time to time, solicit, perform or have performed investment banking, underwriting or other services (including acting as adviser, manager, underwriter or lender) within the 

last 12 months for any issuer(s) referred to in this report. 

Affiliation 

Mason Group is a wholly owned subsidiary of Mason Group Holdings Limited (00273,hk). More Information can be obtained at the website, http://www.hkexnews.hk. 

Disclaimer 

This report is provided for information and discussion purposes only. None of the views contained in this report constitute a  solicitation or an offer by any member of MSL, their directors, 

representatives and / or employees to buy or sell, whether as principal or agent, any securities, futures, options or other financial instruments. 

This report is intended for receipt by those to whom it is supplied by MSL and is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such 

distribution or use would be contrary to law or regulation, or which would subject MSL to any regulatory requirement within such jurisdiction or country. Any person or entity who is in 

possession of this report and who intends to act or rely upon be information contained in it must satisfy himself / herself that he / she is not subject to any local requirement which restricts 

or prohibits him / her from doing so. 

Although the information in this report is obtained or compiled from sources that MSL believes to be reliable, it does not represent or warrant, whether expressly or impliedly, the accuracy, 

validity, timeliness or completeness of any such information. MSL expressly disclaims any warranties whether express or implied, of fitness for a particular purpose, or duties of care, in favor 

of any third party relying upon this reports. Information contained in this report may change at any time and MSL gives no undertaking to provide notice of any such change. Opinions and 

estimates stated in this report are a reflection of the judgment of MSL as at the date of this report and may also change at any time. MSL gives no undertaking to provide notice of any such 

change. 

The instruments and investments discussed in this report may not be suitable for investors, and this report has no regard to the specific investment objectives, investment experience, 

financial situation or needs of any particular recipient. Investors must make their own investment decisions based on their own investment objectives and financial position. The value of, 

and income from, an investment may vary because of changes in interest rates or foreign exchange rates, changes in the price of securities or indices, changes in operational or financial 

conditions of companies and other factors. There may be time limitations on the exercise of, or the exercise of rights associated with, the instruments and investments discussed in this 

report. Past performance is not necessary a guide to future performance. 

In no event will MSL or any other member of Mason Group be liable or have any responsibility for loss of any find, whether direct, indirect, consequential or incidental, resulting from the 

act or omission of any third party occurring in reliance upon the contents of this report even if Mason Group is aware of such act or omission at the time that it occurs.  

©  2017 MSL. All rights reserved. This report may not  be reproduced or redistributed, in whole or in part, without the written permission of MSL and MSL accepts no liability whatsoever 

for the actions of third parties in this respect. 

Guide to stock ratings 

Note: Newly issued research recommendations and target prices supersede previously published research.  

BUY 
Based on a current 12-month view of total shareholder return (change in share price from current price + projected dividend yield), we expect a positive return 

of over 10%. 

HOLD Based on a current 12-month view of total shareholder return, we expect the return to range between +10% to -10%. 

SELL Based on a current 12-month view of total shareholder return we expect a negative return of over 10%. 
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Mason Securities Limited, 

Portion 1, 12/F, The Center, 

99 Queen’s Road Central, Hong Kong 

Tel: (+852) 2218 2818 

Email: research@masonhk.com 

 


