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EBITDA  (A$M) 14.8 19.7 26.2 31.0
EBIT  (A$M) 14.3 19.0 25.5 30.2
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Initiation of Coverage

Growth that doesn't cost the earth
We initiate on BWX with a HOLD rating and target price of $4.87 per share. BWX
is a vertically integrated consumer goods company that develops, manufactures and
wholesales natural body, hair and skin care products. The share price has performed
well since its IPO in November 2015 given its strong earnings outlook underpinned by its
flagship brand, Sukin. We are forecasting 3-year EPS CAGR (FY16-FY19) of 19.9%. Although
the outlook remains positive and an underutilised balance sheet could be used to support
a value accretive transaction, we see the stock as trading just below fair value. We also
believe there are a number of risks currently, including regulatory risk in China, which could
impact on sentiment in the near term.
Sukin leads the way: BWX's brands include Sukin, Uspa, Edward Beale and Renew
Skincare. Sukin accounts for ~70% of forecast revenue with the natural products being
marketed as "skincare that doesn't cost the earth". The product has been highly successful
and is the primary driver of our forecast four year (FY15-FY19) EBITDA CAGR of 24.1%. In
our view, the company has four avenues to growth: expanding distribution, increasing the
range of products, developing new brands and acquisitions.
Chinese daigou market and e-commerce: China represents a very large opportunity for
BWX. We expect the daigou market to be more important than cross-border e-commerce
in the short to medium term and estimate it will account for ~10.6% of revenue in FY16.
The population, growing e-commerce market, impressive growth in cosmetics consumption
and comparative immaturity of the market suggests the trend has a long way to run.
China regulatory risk: We believe there will always be regulatory risk around importing
goods into China, although we believe sentiment will be impacted more than financials.
We see a greater level of regulatory risk to the daigou market than the cross-border e-
commerce market and note the recent increase in cosmetics postal tax from 50% to 60%.
Are margins sustainable? BWX operates at a higher EBITDA margin than any of our list of
51 global peers, and at 34.9% is over double the median margin of its peers. We are not
currently forecasting margins to decline as we expect sales to grow quicker than marketing
spend; however, operating at double the industry average is arguably unsustainable and
we see a longer-term risk around this.
An acquisition coming? The company has previously made several acquisitions, has
flagged M&A aspirations and we are forecasting a net cash position for FY16. Therefore,
we believe an acquisition is likely and that the company could comfortably spend $50m
if an appropriate target can be found. On our assumptions, a transaction could be over
10% EPS accretive.
Potential catalysts: We see four potential positive catalysts over the coming months:
potentially accretive acquisitions, results from the China trials, FY16 results in August and
the opening of flagship stores on Tmall and JD.com in June.
Valuation and recommendation: We have a HOLD rating and price target of A$4.87, based
on a blend of a DCF and forward earnings multiples. The stock is trading on an FY17 PE
of 23.6x and EV/EBITDA of 15.6x. BWX trades on a slight premium compared to domestic
and global peers based on its current high margins and growth prospects.

For important information, please see the Important Disclosures beginning on page 37 of this document.



  

FINANCIAL SUMMARY 

BWX Limited BWX:ASX

Analyst: Cameron Bell Rating: BUY

Date: 27/05/2016 416.7 Target Price: 4.87$             

Year end: 31 December 

Profit & Loss 2015A 2016F 2017F 2018F Valuation ratios 2015A 2016F 2017F 2018F

Sales Revenue 45.1 56.4 75.0 88.3 EPS 17.4 15.0 19.3 22.9

EBITDA 14.8 19.7 26.2 31.0 P/E (x) 26.2 30.2 23.6 19.9

Depreciation -0.5 -0.6 -0.7 -0.8 PER Rel  - All Ords. 45% 73% 50% 39%

EBITA 14.3 19.0 25.5 30.2 PER Rel - Small Ind. 38% 67% 53% 45%

Amortisation 0.0 0.0 0.0 0.0 Enterprise Value ($m) 440.7 414.8 407.9 397.8

EBIT 14.3 19.0 25.5 30.2 EV / EBITDA (x) 29.8 21.1 15.6 12.8

Net Interest Expense -1.1 -0.5 -0.2 -0.2 EV / EBIT (x) 30.8 21.8 16.0 13.2

NPBT 13.1 18.5 25.3 30.0  DPS (AU$ cps) 0.0 5.0 8.1 10.0

Tax expense -3.5 -5.6 -7.6 -9.0 Dividend Yield (%) 0.0% 1.1% 1.8% 2.2%

NPAT (Normalised) 9.6 12.9 17.7 21.0 Franking  (%) 100% 100% 100% 100%

NPATA (Normalised) 9.6 12.9 17.7 21.0 CFPS  (cps) -3.2 15.0 16.1 21.4

Signif icant items 0.0 -0.9 0.0 0.0 P / CFPS (x) -140.6 30.4 28.3 21.3

NPAT (Reported) 9.6 12.0 17.7 21.0

Cash Flow (US$m) 2015A 2016F 2017F 2018F Profitability ratios 2015A 2016F 2017F 2018F

Operating EBITDA 14.8 19.7 26.2 31.0 EBITDA Margin  (%) 32.8 34.9 34.9 35.1

 - Interest & Tax Paid -4.6 -6.2 -7.8 -9.2 EBIT Margin   (%) 31.7 33.8 34.0 34.2

 +/- change in Work. Cap. -4.9 -0.7 -3.6 -2.2 ROE (%) 17.0 14.5 17.7 18.6

 - other -7.1 0.0 0.0 0.0 ROA (%) 16.5 20.3 25.7 29.3

Operating Cashflow -1.8 12.8 14.7 19.6 ROIC (%) 13.0 15.2 19.6 22.5

 - Capex -0.7 -1.1 -1.1 -1.3

 - Aquisitions/divestments -54.3 -6.5 0.0 0.0 Balance Sheet ratios 2015A 2016F 2017F 2018F

-  other 0.0 0.0 0.0 0.0 Net Debt (cash) 24.0 -1.9 -8.8 -18.9

Free Cashflow -56.8 5.2 13.6 18.3 Net Gearing (ND/E%) 42.5% -2.1% -8.8% -16.8%

-  Ord Dividends 0.0 0.0 -6.7 -8.2 Interest Cover  (x) 13.3 34.8 114.9 136.1

 - Equity /other 41.4 16.7 0.0 0.0 ND/EBITDA (x) 1.6 -0.1 -0.3 -0.6

Net Cashflow -15.3 21.9 6.9 10.1 NTA per share (AU$) -0.09 0.32 0.38 0.52

Cash at beginning of period -0.3 3.1 8.0 14.9 Price / NTA (x) -50.5 14.3 11.9 8.7

+/- borrow ings / other 18.7 -17.0 0.0 0.0 EFPOWA (m) 55.2 85.4 91.6 91.6

Cash at end of period 3.1 8.0 14.9 25.0

Growth ratios 2015A 2016F 2017F 2018F

Balance Sheet (US$m) 2015A 2016F 2017F 2018F Sales revenue ($m) 45.0% 25.1% 32.9% 17.7%

Cash 3.1 8.0 14.9 25.0 EBITDA ($m) 62.4% 33.0% 32.9% 18.4%

Inventories 6.6 8.0 10.6 12.5 EBIT ($m) 64.1% 33.2% 33.8% 18.5%

Debtors 7.4 7.0 9.3 10.9 NPAT ($m) 41.3% 33.9% 37.5% 18.6%

PPE 2.3 2.8 3.2 3.7 Adj EPS (cps) -54.8% -13.4% 28.3% 18.6%

Intangibles 70.1 75.5 75.5 75.5 DPS (cps) nm nm 62% 23%

Other assets 0.5 0.5 0.5 0.5

Total Assets 90.0 101.7 114.0 128.2 Interim Analysis 1H15F 2H15F 1H16A 2H16F

Borrow ings 27.1 6.1 6.1 6.1 Revenues 22.1 23.0 27.7 28.7

Trade Creditors 6.0 6.2 7.5 8.8 EBITDA 6.5 8.3 9.8 9.9

Other Liabilities 0.6 0.6 0.6 0.6 EBITDA margin (%) 29.4% 36.1% 35.3% 34.5%

Total Liabilities 33.6 12.9 14.2 15.5 EPS 6.8 6.0 6.9 7.1

NET ASSETS 56.4 88.8 99.8 112.7 DPS 0.0 0.0 4.9 6.0

Board of Directors / Substantial Shareholders Valuation 2017F

Board of Directors Shareholding % Normalised EBITDA multiple (x)

Denis Shelley - Non-Executive Chairman 0.4 0.4% EBITDA ($m) 26.2

John Humble - Chief Executive Officer 10.0 11.0% Target EBITDA multiple (x) 16.0

Aaron Finlay - Finance Director 0.3 0.3% Net Debt (cash) ($m) -8.8

Craig Bottomley - Non-Executive Director 0.2 0.2% Implied Valuation 427.6

Ian Campbell - Non-Executive Director 0.2 0.2% Per Share (AU$) 4.67

Major Shareholders Shareholding % Target PE Multiple

Bennelong 12.3 13.5% Adjusted EPS (c) 19.3

John Humble - Chief Executive Officer 10.0 11.0% PE Target (x) 24.0

Paradice 8.7 9.5% Per Share (AU$) 4.63

Regal 8.5 9.3%

Perpetual 4.5 4.9% Discounted Cash Flow

Top 20 Shareholders 61.6 67.3% Cost of equity 10.5% WACC 9.1%

Cost of debt 5.0% Terminal Grow th Rate 3.5%

Description Net Debt/ Net debt + equity 20.0% Per Share (AU$) 5.32$             

Average valuation per share 4.87$             

BWX Ltd (ASX:BWX) is a vertically integrated consumer goods company that manufactures, 

develops and w holesales natural body, hair and skin care products. Its brands include: Sukin, 

Uspa, Edw ard Beale and Renew  Skincare. 

Source: Canaccord Genuity estimates, company reports 
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INVESTMENT CASE  

Company overview 

BWX Limited (ASX:BWX) is a vertically integrated consumer goods company that 

manufactures, develops and wholesales natural body, hair and skin care products. Its 

brands include: Sukin, Uspa, Edward Beale and Renew Skincare. 

 

Investment thesis 

We initiate coverage of BWX with a HOLD rating and A$4.87 price target.  

We have a positive view on the Sukin product as well as the stock but we see some 

risks ahead and view the current price as only slightly below fair value. Our mildly 

positive stance on the stock is based on several key attributes including: 

Sukin - High quality brand, growth prospects and valuation 

Sukin is now the number one selling cosmetic skin care brand in Australian 

pharmacies. The brand was only launched in 2007 and its market positioning as 

natural, environmentally friendly, high quality and affordable has resonated very well 

with consumers. The Sukin brand has outpaced industry growth with the brand 

growing 40% in the 12 months to August 2015 compared to the natural skin care 

market growth of 29% and the global beauty and personal care market which has 

experienced an estimated CAGR of 4.3% between 2009 and 2014. 

Strong EPS growth profile 

Based on our forecasts, we have a four-year (FY15-FY19) EBITDA compounded annual 

growth rate of 24.1%.  

BWX has in place a growth strategy that encompasses: 

1. Expanding the domestic and international distribution of its brands (BWX 

expects Sukin sales growth of 40% and Sukin export sales growth of 43% in 

FY16) 

2. Expanding the range of products offered by existing brands (new product 

lines accounted for 10% of Sukin sales in 1H16 and there are now >70 

different Sukin products.  

3. Developing new brands  

4. Acquisitions, especially as we are forecasting BWX to have a net cash position 

of $1.9m when FY16 results are released.  

High margins will need to be defended 

BWX operates at a higher EBITDA margin than any of our list of 51 global peers. We 

are forecasting a FY16 EBITDA margin of 34.9% which compares to the average 

among global peers in FY15 of 14% (Figure 24). We note that there are substantial 

differences in business models (some are retailers), distribution models and 

disclosure around rebates but nonetheless the differential is noteworthy. To make the 

matter more confounding, BWX operates in line with global peers, having a gross profit 

margin of 41%.  

The bulk of the difference appears to be driven by a lower marketing expense and 

lower administration and corporate overheads cost. This reflects the level of appeal 

that Sukin has, given it has not required a large marketing campaign. It is also a 

positive reflection on management and its cost-conscious approach.  

BWX Limited
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We are not currently forecasting margins to decline as we expect sales to grow quicker 

than marketing spend; however, operating at double the industry average is arguably 

unsustainable and we see a longer-term risk around this.  

China represents huge potential growth but we limit our expectations 

China’s large population, growing e-commerce market, impressive growth in cosmetics 

consumption and comparative immaturity of the market compared to other Asian 

nations suggests the trend has a long way to run and BWX being part of it (in 

particular with Sukin which fits in nicely with current consumer trends) suggests that it 

will be a rewarding process, albeit perhaps slower than some anticipate.  

Given cosmetics is generally a low growth industry and Sukin sales in Australia are 

expected to have doubled in FY16 from FY14, we view it as a safe assumption that a 

substantial portion of the revenue growth has been driven by domestic purchases that 

are sent to end users in China, commonly known as the “daigou” market. We expect 

the daigou market to be more important to BWX than cross border e-commerce in the 

short and medium term and despite very limited data, we estimate that the daigou 

market will account for ~10.6% of total revenue in FY16. We run through this in more 

detail later in this report; however, we note that management believe the number is 

slightly lower.  

BWX has also recently launched its more official sales strategy largely via cross border 

e-commerce channels. Chinese consumers continue to become more and more 

sophisticated with cross border e-commerce growing rapidly. The mainland consumer 

has an increasing preference for imported goods as they are generally perceived as 

higher quality. An encouraging aspect of the Chinese consumer story for natural 

cosmetics is that industry journals suggest it remains in a relative early stage and has 

yet to expand much beyond the tier 1 cities.  

BWX has appointed Chinese distributors and expects to increase activity from April 

2016. China is not an easy market to enter, and cosmetics is largely dominated by the 

Korean brands. This was demonstrated by the withdrawal from China of major brands 

including Revlon and Garnier, both citing lower-than-expected levels of revenue 

growth.  

We believe there will always be regulatory risk in regards to the import market into 

China; however, the goods are likely to reach the mainland one way or another and we 

view the most likely impact to be primarily to sentiment. Nevertheless, despite the 

recent changes to the cross border e-commerce trade, we see a greater level of 

regulatory risk to the daigou market given its semi-unregulated nature and tax 

avoidance potential. 

We believe the daigou market has been a substantial driver of Sukin sales in Australia 

over the last few years and believe that this market will continue to be the main 

Chinese angle that BWX will benefit from. In saying that, we see a greater level of 

regulatory risk to the daigou market than the cross border e-commerce market. 

Cosmetics is also not as attractive in the postal market as other products as the value 

of the goods is lower and the tax rates applied are far higher and increased even 

further in April, from 50% to the current 60% (vitamins, infant formula pay postal tax 

of 15%). 

Balance sheet strength suggests an acquisition could be coming 

BWX has made a series of acquisitions (including Sukin in 2015) and we are 

forecasting a net cash position of $1.9m in FY16. The strong balance sheet, 

management commentary and company history lead us to believe an acquisition is 

likely. BWX has a three-year $25m bank facility and we believe a larger facility would 

be available should they require it. The company has suggested that its target net 
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debt to EBITDA is 1x; however, we would be comfortable with a rate higher than that 

to fund an acquisition. 

We believe BWX could comfortably fund a $50m acquisition and assuming an 8x 

EBITDA multiple, the transaction would be 11.5% EPS accretive. 

Potential catalysts 

We see four potential positive catalysts: 

1. The primary positive catalyst we see is an acquisition. Although prices for 

targets have risen and the number of suitable targets has fallen, we see a 

reasonable likelihood of BWX making a highly accretive acquisition at some 

point in the next 12 months.  

2. Results from China trials – BWX started trials with Chinese distributors on 

April 1, 2016. The trials are for three months so should conclude at the end 

of June and we may see an update around the progress or the appointment 

of some distributors.  

3. BWX will report FY16 results in August. Compared to prospectus estimates, 

we are forecasting a revenue beat of 13% and an NPAT beat of 16%.    

4. Sukin’s flagship stores on Tmall and JD.com are expected to be up and 

running by the end of June 2016. This may lead to increased sales both 

online and via the daigou trade.  

 

Valuation and recommendation  

We initiate coverage of BWX with a HOLD rating. We set our price target at A$4.87 

which we derive from a blend of a discounted cash flow valuation, a target FY17 

EBITDA multiple and a target FY17 PE multiple.  

We calculate a DCF valuation of $5.32 per share, based on a cost of debt of 5.0%, risk 

free rate of 4%, market risk premium of 5%, equity beta of 1.3, WACC of 9.1% and 

terminal growth rate of 3.5%. We use an FY17 EBITDA multiple of 16x (the midpoint of 

global peers and ASX listed Chinese consumer stocks) and a FY17 PE multiple 

valuation based on 24x EPS (industry multiple rolled forward).  

The stock currently trades on an FY17 PE of 23.6x and EV/EBITDA of 15.6x. 

Compared to other Chinese consumer stocks on the ASX and NZX, BWX appears to be 

slightly expensive on an EBITDA basis but a reasonable value on a PE basis. 

Compared to an extended list of global peers BWX looks expensive on most measures 

including a 32% premium based on FY17 EV/EBITDA; however, we note that the 

company is higher growth than the bulk of the companies in our screen.  
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COMPANY OVERVIEW 

Background  

BWX Limited (ASX:BWX) was listed on the Australian Stock Exchange in November 

2015 following a $20m raising and a $19m partial sell-down at A$1.50 per share. 

This followed a $43m pre-IPO raising in June 2015. BWX operates within the beauty 

and personal care industry in Australia and internationally. More specifically, BWX 

focuses on the skin care segment of the market with the majority of products being 

considered natural.  

The company essentially dates back to 1993 when the current Managing Director, 

John Humble, founded LHS to formulate and produce beauty and personal care 

products. BWX itself was incorporated in 2013 and acquired the production business 

of LHS as well as Beautiworx which was a third party formulator and producer of 

personal care products that was founded in 2001. In 2014, BWX opened its 

Dandenong South production facility and acquired the Uspa and Edward Beale 

brands.  

The major transformational deal occurred in 2015 when BWX acquired Sukin. Sukin 

was established in 2007 and its products were formulated, developed and produced 

by LHS. As part of the sale agreement, BWX acquired Sukin, Derma Sukin and Renew 

Skincare in June 2015 for an initial payment of $53.2m and an additional $4m to be 

paid in June 2016.  

BWX is now a vertically integrated beauty and personal care company that owns, 

produces and distributes various brands. BWX maintains its third party manufacturing 

capabilities.  

BWX products and brands 

BWX owns five brands: Sukin, Derma Sukin, Uspa, Edward Beale and Renew Skincare. 

The “other revenue” in FY18 referred to below regards to revenue from the recently 

acquired Lightning Brokers, a distribution business.  
Fig ure 1 :  Beauty 

Figure 1: FY16 prospectus revenue forecasts Figure 2: FY18 CGAu revenue estimates  

  

Source: Company reports, Canaccord Genuity estimates Source: Canaccord Genuity estimates 

Sukin is by far the most important label with prospectus forecasts suggesting it 

accounts for ~70% of revenue.  Sukin is a leading skin and hair care brand that was 

launched in 2007. The brand offers products such as moisturisers, toners, cleansers, 
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scrubs, shampoos, body washes, oils and various creams. The mantra behind the 

label is that it “doesn’t cost the earth”, highlighting Sukin’s affordability but also the 

natural ingredient aspect of its products. There are over 70 products in the Sukin 

range.  

Sukin has performed remarkably well, with year-on-year growth generally well above 

industry rates. Having only launched in 2007, we view it as highly impressive that 

Sukin has grown to be the number one selling cosmetic skin care brand in Australian 

pharmacies. For FY16, the company is forecasting 40% sales growth, 43% export 

sales growth and gross margins of 50%. In August 2015, Nielsen data suggested 

Sukin had 14% market share of skin care sales at Australian pharmacies.  

Third party manufacturing remains a large generator of revenue for BWX (~25% in 

FY16); however, we are forecasting the importance of this channel to slowly ease over 

the coming years. Having visited the BWX factory in Melbourne, we are confident that 

the company could comfortably increase production capacity if there was a need to. 

Importantly, it has acted as a form of due diligence in the past (i.e., Sukin) and may 

continue to in the future.  

BWX’s other brands represent only 5% of FY16 forecast revenue and include: 

 Uspa – a skin care and hair care brand that offers a premium range of 

products that are derived from essential oils and herbs. Products are sold 

through day spas and beauty salons.  

 Derma Sukin – Launched in 2014, the skin range is targeted at people with 

sensitive, dry or itchy skin and the products are formulated without a number 

of common chemical ingredients. Sales are through pharmacies.  

 Edward Beale – A range of hair care products that can be found in specialty 

beauty retailers throughout Australia.  

 Renew Skincare – Specialises in natural products with rose hip oil and 

focuses on face, body and hair. It uses a network of state-based distributors 

throughout Australia.  

 

Where are they sold? 

Within the beauty and personal care industry, there are several models for sales and 

distribution. These include independent distributors and brokers, directly to stores via 

formal relationships, internal sales teams, multi-level marketing and branded retail 

stores. 

Breaking the sales process down via distribution method, there are generally four 

forms of distribution: 

 Grocery retailers – supermarkets, convenience stores etc. 

 Non-grocery retailers – pharmacies, health stores etc.  

 Mixed retailers – department stores etc. 

 Non-store retailing – direct selling, online sales etc. 
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Figure 3: Distribution channels of all Australian beauty and personal care – CY14  

 

Source: Euromonitor International June 2015, Company reports, Canaccord Genuity 

Geographically, BWX’s prospectus stated an expectation that 82% of its sales will be 

from the Australian market in FY16. In Australia, BWX sells the majority of its products 

via distributors (such as the recently acquired Lightning Brokers) who on-sell to 

retailers which are predominantly pharmacies. 52% of Sukin’s FY15 revenue was via 

Lightning Brokers, 14% was via Complete Health Products QLD and 7% Bio Choice 

Health Care WA. 22% of Sukin’s sales were from direct accounts.  

Uspa is distributed by day spas and beauty salons and is exported to various 

developed nations including the USA, Singapore, New Zealand and Japan.  

Internationally, BWX uses a variety of distribution channels. Export sales accounted 

for $4.6m of revenue in FY15 (~10.2% of total revenue or 16.3% of Sukin sales) and 

the most notable international sales jurisdictions for Sukin’s products were New 

Zealand, USA, Canada, Singapore, Malaysia, Hong Kong and the UK. The total 

percentage of revenue from export markets is expected to grow strongly over the 

coming years with the company expecting comfortably over 50% of sales within 5 

years’ time to be from international markets.    

 

Who buys the products? 

From a reputation perspective, BWX’s products are generally positioned towards the 

top end of the mass market without quite being considered premium. The market for 

skincare is broken into mass market and prestige, with Sukin being placed at the top 

end of mass market, often referred to as “masstige”. In saying that, Sukin’s products 

are very affordable and although they are marketed as being towards the top end of 

the mass market, they are not priced towards the top end.  

Figure 4 shows the various prices of hand moisturisers (~70-100ml) that are sold on a 

leading chemist’s website, in this case, Priceline. We have used this as a proxy for the 

mass market; however, we note that supermarkets are often skewed slightly cheaper 

than the specialist chemists. The median price for products was ~$10, in line with the 

average price for a Sukin hand moisturiser.  

  

Grocery 

Retailers, 

43%
Non-Grocery 

Retailers, 

22%

Mixed Retailers, 

21%

Non-Store 

Retailing, 12%
Other, 2%
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Figure 4: Priceline hand moisturisers by brand and price – mass market proxy 

Source: priceline.com.au, Canaccord Genuity 

Sukin is not available on the David Jones website; however, we include Sukin in the 

chart below for the sake of comparison.  

Figure 5: David Jones hand moisturisers by brand and price – premium market proxy 

 
Source: davidjones.com.au, Canaccord Genuity 
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Manufacturing and development 

BWX runs its own manufacturing and also provides product development and 

manufacturing to third party customers. Having visited the manufacturing site, we 

believe production could be substantially increased (potentially doubled) and 

additional rosters and equipment could also be added.  

In regards to ingredients and cost of goods sold, we understand that no single raw 

ingredient represents a significantly large portion; however, we note that packaging is 

a key expense. In saying that, we believe there would be a clear risk around the supply 

of certain ingredients if production were to increase drastically, as we expect.   

 

The beauty and personal care industry  

BWX operates in the beauty and personal care industry with a particular focus on the 

skincare segment. According to Euromonitor, the global beauty and personal care 

market was estimated to be worth US$465 billion in 2014, having grown at a 

compound annual rate of 4.3% between 2009 and 2014. Additionally, Euromonitor 

forecast a CAGR of 2.6% out to 2019.   

The skin care segment of the industry was estimated to be worth US$111 billion in 

2014 and Euromonitor forecasts a CAGR of 3.4% from 2014 to 2019.  

Figure 6: Beauty and personal care industry – developed and emerging economies trends 

 

Source: “Euromonitor International, Evolving habits in global beauty, 2015”, Canaccord Genuity 

 

  

BWX Limited
Initiation of Coverage

Hold  Target Price A$4.87  | 29 May 2016 Consumer Products 11



CHINA 

THE OPPORTUNITY 

China represents a huge opportunity for BWX. China is forecast to account for 33.2% 

of the total global growth in the beauty and personal care industry between 2014 and 

2019. Within the skin care markets, Euromonitor estimates that nearly 60% of the 

total growth by 2019 will come from emerging markets in Asia Pacific.  Additionally, 

China is forecast to contribute over 70% of the Asia Pacific growth within skin care by 

2019.  

Figure 7: Forecast absolute beauty market value growth by country and category: 2014-2019 

 

Source: Euromonitor International, Evolving habits in global beauty, 2015 

 

With a huge online shopping population and very high smart phone penetration, China 

represents the ideal growth market. Additionally, according to a BCG Perspectives 

report (by The Boston Consulting Group), Chinese consumers are the world’s most 

health conscious. 

China has grown to be the world’s second largest cosmetics consumer market in the 

world. The A$37.2 billion in cosmetics sales is almost double Australia’s total retail 

sales across all retail sub segments. The level of growth in cosmetics sales has been 

easing, according to national Bureau of Statistics of China; however, 2014 still 

registered a 10.0% increase in 2014. In addition, the market is immature when 

compared to western nations with low level penetration of usage and per capita spend 

almost 90% below Japan and South Korea according to Euromonitor.  
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Figure 8: Retail sales of cosmetics in China 

Year Retail Sales (RMB billions) Growth 
Retail Sales in A$b (at 

AUDCNY 4.9) 

2009 74.0  15.1 

2010 88.9 20% 18.1 

2011 110.3 24% 22.5 

2012 134.0 21% 27.3 

2013 162.5 21% 33.2 

2014 182.5 12% 37.2 

Source: National Bureau of Statistics of China, Canaccord Genuity 

Within the cosmetics figures above, skin care products represent the fastest growing 

sector according to the Hong Kong Trade development Council.  

Outside of Chinese products, the most popular cosmetics products come from Japan, 

South Korea and the USA.  

Jurlique will have helped substantially in boosting Australia’s reputation in China.  

The Asian market has a reputation as being brand focused with minimal interest in 

trying a new product out of curiosity. For this reason, “brand Australia” is of huge 

importance. Within China, Australia has become synonymous with high quality, natural 

and safe products. In saying that, Australia does not hold a strong reputation around 

fashion so the natural and green aspect is likely to be the selling point in our view.  

We expect sales to China to be driven from two key sources: 

1. The “daigou” market 

2. Cross border e-commerce 

 

THE “DAIGOU” MARKET 

In BWX’s case, the daigou market (also referred to as the grey market, suitcase 

market, smugglers etc) involves people purchasing Sukin products in Australia and 

sending them to friends/customers in China. The bulk of this is done via Taobao, 

Weibo or WeChat with the sending part either done by professional postal services or 

via suitcases. There are two primary drivers of this market: 1) the price of goods can 

be far cheaper given the import taxes and 2) trust concerns over products sold in 

China vs products sold overseas.  

We believe the daigou market has been a substantial driver of Sukin’s sales growth 

but unfortunately it remains unclear exactly how much it has been responsible for. 

Noting that the industry took off in FY15 (refer to Blackmore’s results), we have 

assumed that a third of the domestic Sukin sales growth from FY14 to FY16 has been 

from daigou. We believe sales in FY14 were ~$15.7m and we are forecasting $33.7m 

in FY16 which implies total revenue growth of $18m. On the basic 33% assumption, 

we believe $6m of domestic sales in FY16 are to daigou. This equates to 17.8% of 

domestic Sukin sales and 10.6% of total revenue.  

WeChat 

WeChat is a mobile phone application that allows users to have a profile (similar to 

facebook) and to instant message (similar to WhatsApp). WeChat is a major driver of 

the daigou market as it allows users to advertise various products they have either 
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purchased or have access to.  We found hundreds of posts on WeChat that were 

mainly advertisements to on-sell products purchased in Australia.  

Figure 9: Sukin’s official account found on WeChat and related posts 

 

Source: WeChat, Canaccord Genuity 

Weibo 

Weibo is the Chinese equivalent of Twitter. A search on weibo returned results that 

were generally either subtle advertisements, individual’s thoughts on the product or 

articles posted by various wellbeing or cosmetics sources. The figure below shows that 

posts with #sukin included have been viewed 2.03m times. We will track this number 

to monitor growth etc. By comparison, #jurlique has been viewed 43.9m times and 

#blackmores has been viewed 4.8m times 

Figure 10: Sukin’s official account found on WeChat 

 

Source: Weibo, Canaccord Genuity 
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Taobao 

Taobao is a C2C platform that is owned by Alibaba. It provides a similar service to 

eBay and is one of the worlds most visited websites. There is a large overlap between 

Tabao and the daigou market with a large portion of listed products stating that they 

were purchased in Australia and will be posted back to the end consumer.  

Figure 11: Sukin search results on Taobao 

 

Source: taobao.com, Canaccord Genuity 

Sukin products have clearly been available for an extended period on taobao, 

presumably via the grey market which shoppers in Australia (or elsewhere) resell their 

purchased goods in China. Taobao returned hundreds of search results. 

On the April 8, 2016, we tallied the total sales of each Sukin product on taobao and 

found that to date, a total of 3,860 units had been sold. 

The total number of products available is unclear; however, there are at least 100 

pages of products which equates to 6,000 various offerings. The median price is 

85RMB, which is $17.40. This would imply sales of A$67,164 and assuming a 

markup of 80% would amount to BWX revenue of $37,313 that is likely to be included 

in its domestic sales.    

The top left product in the image above is Sukin’s hydrating mist toner 125ml. It sells 

for $9.99 online at Priceline and is listed at 89RMB which roughly equates to ~A$18.  

 

ONLINE SALES 

In addition to the large population, rapidly growing level of wealth and increasing 

popularity of cosmetics, there is also the ongoing trend of shifting shopping from in 

store to online. An estimated 400-500 million people will shop online in China in 

2016.  

The figure below shows the actual and forecast size of China’s online economy and 

demonstrates a nine-year CAGR of 25.3%.  
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Figure 12: China’s e-commerce market (in trillions of RMB) 

 

 
Source: National Bureau of Statistics of The People’s Republic of China, Think China, 

Canaccord Genuity 

Internet retailing has grown to be a substantial driver of cosmetics sales and we point 

to the numbers below which suggest that it held a 15.5% market share of all beauty 

and personal care product sales in 2014 compared to only 5.3% just a few years 

earlier. We note that the figures below will include some daigou sales.  

Figure 13: Market share by distribution channels for beauty and personal care in 

China    

  2011 2012 2013 2014 

Grocery (supermarkets, hypermarkets etc) 37.8% 36.5% 33.9% 31.1% 

Department Stores 27.4% 23.4% 22.1% 20.9% 

Other Store based retailers 16.5% 16.9% 17.4% 18.2% 

Internet retailing 5.3% 10.5% 13.5% 15.5% 

Other 13.0% 12.7% 13.1% 14.3% 

Source: Euromonitor, Fung Business Intelligence Centre,  Canaccord Genuity 

 

The points of sale 

BWX will focus its official China sales strategy across a small number of distributors 

that will attempt to drive revenue across several popular online shopping platforms. 

They have chosen six channels which they have signed for periods of 1-2 years. That 

period only officially begins after a three-month trial period and continuity of the 

contracts is based on the distributors hitting targets. The trial periods began on the 1st 

of April.  

The online Chinese market has been slowly transitioning from C2C to B2C as the 

consumer has become more concerned with the quality of goods sold online; however, 

both forms remain important avenues to sales. Market sources estimate that in 

excess of 80% of all online cosmetics sales in China are on Tmall, JD.com and Jumei.  
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There are several forms of online cosmetics retailing in China; however, most 

companies tend to use one of the following: 

1. Their own self-operated site 

2. Third-party e-commerce platforms like Tmall, JD.com etc 

3. Cross border e-commerce platforms like Tmall Global, JD Worldwide etc 

4. Third-party cosmetics sites such as Watsons, Sephora, Jumei etc 

 

We run through a selection of China’s most popular e-commerce sites/apps below. 

Screen shots from our searches below can be found in the Appendices.  

 

Cross border e-commerce 

In regards to BWX’s official China strategy, we expect the company to focus on cross 

border e-commerce channels which offer international brands an opportunity to 

officially enter the Chinese market without having a physical presence of a trademark 

license. Tmall Global and JD Worldwide are the primary providers of cross-border e-

commerce.  

There are two primary models: 

1. Direct shipping from overseas – customers place an order and the seller 

ships the product from another jurisdiction.  

2. Bonded warehouses model – the seller can either ship their products to 

warehouses in China before or after the sale has been made. The 

warehouses are located in free trade zones where a domestic carrier will pick 

up the product and deliver it the customer.  

The benefits include reduced import taxes, simpler quarantine, logistically smoother 

and clear inspection procedures. It often involves less effort and investment 

compared to traditional methods. Companies with no presence in China (e.g., Sukin) 

qualify for cross border e-commerce. The program runs via a limited number of cities 

that may grow over time. 

Consumers have embraced the model with the bulk suggesting that price and product 

quality were the main reasons they shopped on the cross border platforms.  

 

Tmall - Tmall is a B2C platform that is owned by Alibaba. The company operates 

tmall.com and Tmall Global which allows international companies to sell products to 

Chinese consumers without having a physical presence in China.   

Out of 339 reviews, the brand had a 4.6 rating out of 5 and customer reviews have 

been posted as far back as August 2015. The brand had 74 followers and 61 

products. There were similar numbers on the global website. By comparison, 

Australian brand Jurlique has roughly 56,000 followers, Natio 31, Blackmores 5700, 

Swisse 14,000. Some international brands worth noting include Clinique (254,000 

followers), Estee Lauder (125,000), L’Occitane (38,000) and Kiehls (24,000) 

Tmall sales are largely driven via online “stores” within the mall. As an example, the 

link to the “careplus” store is below. Careplus is an Australian products store that 

focuses on wholesome goods and Sukin can be found on it. 

https://careplus.tmall.com 

Sukin is expected to have a flagship store on Tmall open by the end of June 2016.  
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JD.com - JD is the second largest B2C platform in China and is considered the major 

competitor to Tmall. A search for Sukin on JD.com returned 637 different items for 

sale. Sukin is expected to have a flagship store on JD.com by the end of June 2016.   

Jumei - Jumie.com is the leading online cosmetics website in China. The company is 

listed on the New York Stock Exchange. A search on jumei.com returned no matches 

for “Sukin”. Similarly, we did not find any matches on Jumei Global.  

Lefeng - Behind Jumei, Lefeng is considered the other specialist cosmetics website 

in China. VipShop owns 75% of Lefeng. A search on Lefeng.com returned no matches 

for “Sukin” 

suning.com - A search on suning returned 120 products. Interestingly, only one 

product had more than 10 comments and that was a package of three products that 

had 142 comments and sold for RMB 199 (A$42.40).   

KJT.com - A search on KJT returned 54 results.   

Yihaodian - Yihaodian is a B2C online grocery platform that is owned by Walmart. A 

search for Sukin on yhd.com returned 89 results.  Some products mention “bonded 

warehouse delivery”, others state “foreign direct mail”.  

amazon.cn - A search on Amazon China returned 13 results. As a reference point, 

there are 419 search results on the western amazon.com.  

 

The challenges 

One of the largest challenges is the regulatory environment and we cover that in the 

section following this.  

The Chinese market is by no means an easy market to crack and we are wary of the 

market attributing too much value to this too early. As an example, well known 

cosmetics brands including Garnier, Revlon and Episteme all exited the market after 

reporting disappointing sales. They cited fierce competition, a crowded market and a 

disloyal customer base but market commentary suggested brand positioning was a 

problem for both. Revlon entered the Chinese market in 1996 and was unable to gain 

a foothold over 18 years. In saying that, clearly other brands (e.g., Kiehls, FANCL, 

Jurlique etc) have experienced gigantic sales growth in China.  

Some well-known challenges include: 

 Chinese customers are disloyal to brands and switch often 

 Product fulfillment is difficult without a partner 

 Customer service expectations are very high 

There is a common theme of trust within the cosmetics industry in China. Consumers 

are reluctant to believe mass market products are good for them and there is also a 

trend of not sticking with the one brand for an extended period given a belief that 

prolonged usage of the same product could be bad for their skin.  

An interesting quirk of the Chinese market is that to have a physical presence on the 

mainland (i.e., brick and mortar stores) with a product that is produced overseas, the 

brand must have animal testing. This is the polar opposite of Sukin’s policy and as 

such, it is very unlikely that Sukin will have stores on the ground in China in our view.  
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The regulatory landscape  

The regulatory aspect of doing business in China is a focus, especially following recent 

changes and the ensuing confusion. We believe there will always be a level of 

regulatory risk in China; however, we expect the sentiment impact to the stock is likely 

to be greater than any actual financial impact. We see any financial impact to be more 

likely on the daigou market rather than the cross border e-commerce trade and we 

also see the daigou market as currently far more important to BWX.  

Some retail goods on cross border sites had been operating in a near tax free 

environment, having been classed as parcels which faced a personal postal tax rate 

below other imported goods. This will no longer be the case and under the China Food 

and Drug Administration, the supervision of cosmetics comes under the 

pharmaceuticals regulatory system whereas previously it was under health. This could 

lead to a more rigorous registration process. The CFDA stated on May 15 that certain 

products (including cosmetics and most foods) in the bonded warehouse model must 

now obtain a clearance certificate. 

The Chinese government introduced new tax rates for imports on the  April 8, 2016.  

Additionally, it introduced a “positive list” of products that can be sold online and 

positively, cosmetics was included.  

The regulatory focus at present is on the cross border e-commerce rules which were 

recently in the press following the changes that were announced across numerous 

ministries but were a challenge to interpret. The cross border e-commerce tax rates 

have changed so that a 50% tax rate is no longer applicable for cosmetics under RMB 

2000 (A$426). It has been replaced by an import VAT that is stated as 70% of the 

standard rate, or equivalent to ~11.9%. Additionally, there is a consumption tax that is 

worth 70% of the applicable rate, or 21%.  

Figure 14: Tax changes for cosmetics being sold into China  

  Old New 

Cosmetics – cross border e-commerce 50% 32.9% 

Cosmetics > RMB2000 – cross border e-commerce 50% 47% 

Postal rate 50% 60% 

Source: China Skinny, Canaccord Genuity 

As outlined above, the daigou market for cosmetics is more expensive than other 

industries that Australian investors are used to. We understand the postal tax paid on 

infant formula and vitamins has increased from 10% to 15% whereas daigou selling of 

cosmetics now faces 60% postal tax compared to the previous 50%.  

Despite the recent changes to the cross border e-commerce trade, we see a greater 

level of regulatory risk to the daigou market given its semi-unregulated nature and tax 

avoidance potential.  

 

Test cases in Singapore and Hong Kong 

Singapore has proven an appealing market for Sukin where other Australian 

cosmetics groups have found it challenging. Conversely, Hong Kong has not been as 

profitable as might be expected with distribution limited to a small number of 

pharmacies. We understand the company has a strategy in mind in order to rectify the 

low level of sales in Hong Kong.  
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Perhaps more important than the actual success, the experience suggests that 

appointing the right distribution partner is a hugely important step and we note the 

positive step the company has taken in appointing multiple partners in China.  

 

Our conclusion on China 

We believe the strength of the tailwinds will ensure that BWX continues to have a level 

of success almost regardless of the challenges it faces. In saying that, we urge caution 

and see a risk that the market may apply too great a valuation to China before any 

success in the cross border e-commerce channel is actually achieved. China is not an 

easy market and we note with interest the number of western peers that have pointed 

to several challenges and have either departed the market or have scaled back the 

market’s expectations (Revlon, Garnier, L’Occitane etc). Conversely, industry feedback 

suggests that Australian peer, Jurlique, has experienced impressive results in China so 

far.  

We will watch with interest the success/fail of Kao which is launching its flagship store 

on JD Worldwide at a similar time. Kao is a A$34 billion market capitalization giant 

and has had an online presence on Tmall Global for a year.  

The huge population, the growing e-commerce market, the impressive growth in 

cosmetics consumption and the comparative immaturity of the market compared to 

other Asian nations suggests the trend has a long way to run and BWX being part of it 

(in particular with Sukin which fits in nicely with current consumer trends) suggests 

that it will be a rewarding process, albeit perhaps slower than some anticipate.  

We believe the daigou market has been a substantial driver of Sukin sales in Australia 

over the last few years and believe that this market will continue to be the main 

Chinese angle that BWX will benefit from. In saying that, we see a greater level of 

regulatory risk to the daigou market than the cross border e-commerce market. 

Cosmetics is also not as attractive in the postal market as other products (e.g., 

Vitamins, infant formula) as the tax rates applied are far higher (now 60% tax) and 

have increased further recently (from 50% recently).  
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FINANCIAL FORECASTS 

Profit and loss forecasts 

Revenue – Revenue is stated net of any discounts or rebates. Sukin sales both in 

Australia and internationally make up the bulk of BWX revenue as well as revenue 

growth. We expect Sukin to account for 71.8% of revenue in FY16, increasing to 

76.8% in FY18.  

We do not believe that BWX is currently providing material discounts or rebates to 

major customers, as is a common feature in FMCG. The strength of Sukin sales has 

meant that rebates have not been required in the bulk of distribution.  

We expect third-party manufacturing to play a smaller part in BWX’s future and have 

factored in negative revenue growth for the short and medium term.  

Figure 15:  BWX profit and loss prospectus forecasts 

  

FY16 

prospectus 

forecast 

FY16 

CGAu 

estimate 

Variance 

% 
Comment 

Third party manufacturing 12.4 10.8 -13% Scaling back 

Sukin - domestic 29.0 33.7 16% Sales guided higher at the 1H results 

Sukin - international 6.3 6.8 8%  

Other brands 2.4 2.6 8%  

Other 0.0 2.5 na Acquired revenue 

Total Revenue 50.1 56.4 13%  

COGS 20.1 22.8 14% Higher sales lead to higher COGS 

Gross Profit 30.0 33.6 12%  

GP % 59.9% 59.5% -0.4%  

Operating costs 12.5 13.9 11%  

EBITDA 17.5 19.7 13%  

EBITDA % 34.9% 34.9% 0.0% Margins in line 

D&A 0.8 0.6 -19%  

EBIT 16.7 19.0 14%  

Interest 0.4 0.5 37%  

PBT 16.3 18.5 13%  

Tax 5.2 5.6 8%  

NPAT 11.1 12.9 16% Sizeable beat, both organic & acquisitive 

Source: BWX Prospectus, Canaccord Genuity estimates 

EBITDA margins – BWX is expected to boost margins to 34.9% in FY16.  Our list of 51 

global peers has no company that operates at a higher margin to BWX; the highest is a 

Thai company called Beauty Community that reported a 31% margin in FY15.  

Part of this is due the highly impressive performance of the Sukin brand in general; 

however, a large portion is around the selling, general and administrative expenses 

where BWX runs costs equal to 25% of revenue compared to the industry average of 
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46%. We note that a portion of the variance is due to different business models that 

include some retailers, in-house distribution, heavy discounting/rebates etc.  

Although this is a clear indication of the strength of the product and management, it 

raises questions about the sustainability of the high margins. Countering the question 

is our expectation that sales growth combined with operating-scale efficiencies in 

BWX’s manufacturing operations should support margins. We expect revenue growth 

to outpace marketing spend growth and have therefore factored in relatively flat 

margins for the short and medium term; however, we view margin compression as a 

risk and also as a strength that will need to be defended.  

Figure 16:  Margin analysis  

 
FY15 Industry 

Average 

FY15 Industry 

Median 
FY16F BWX 

REVENUE 100% 100% 100% 

COGS 41% 40% 41% 

Implied GP margin 59% 60% 59% 

Total SG&A 46% 47% 25% 

Sales Marketing 26% 29% 12% 

EBITDA margin 14% 16% 35% 

Source: Canaccord Genuity estimates, Capital IQ 

BWX’s balance sheet is largely made up of intangibles and therefore there is a low 

level of depreciation. There is also a low level of interest payments presently given the 

minimal debt.  

Figure 17:  BWX profit and loss  

 A$m FY15 FY16F % ∆ FY17F FY18F 

REVENUE      

Third party manufacturing 14.5 10.8 -25.4% 6.5 6.2 

Sukin - domestic 23.6 33.7 42.8% 43.8 52.6 

Sukin - international 4.6 6.8 47.9% 10.9 15.2 

Other brands 2.4 2.6 8.3% 3.0 3.2 

Other 0.0 2.5 na 10.8 11.1 

Total Revenue 45.1 56.4 25.1% 75.0 88.3 

EBITDA 14.8 19.7 33.0% 26.2 31.0 

EBITDA margin 32.8% 34.9% 2.1% 34.9% 35.1% 

EBIT 14.3 19.0 33.2% 25.5 30.2 

Reported NPAT 9.6 12.0 24.5% 17.7 21.0 

Underlying NPAT 9.6 12.9 33.9% 17.7 21.0 

EPS (¢) 17.4 15.0 -13.4% 19.3 22.9 

DPS (¢) 0.0 5.0 na 8.1 10.3 

Source: BWX Prospectus, Canaccord Genuity estimates  
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We have used a tax rate of 30.5% in FY16. The prospectus forecasts implied 31.9% in 

FY16 but the 1H16 results reported 30.2%. We have assumed 30% in future years.  

The company intends to pay between 35%-50% out in dividends. We have assumed a 

payout ratio of 35% in FY16 but our assumption trends upwards over the next few 

years.  

Strong 1H16 result 

BWX reported strong results for 1H16 that were ahead of prospectus forecasts and 

ahead of market expectations. The results were 14% ahead at the EBITDA line and 

17% ahead at the NPAT level.  

Sukin sales were the primary driver of the outperformance and third-party 

manufacturing was a little light.  

Figure 18:  BWX interim profit and loss  

 A$m 
1H16 prospectus 

forecast 
1H16 actual Variance % 

2H16 CGAu 

estimate 

Total Revenue 24.7 27.7 12% 28.7 

COGS 9.8 11.3 15% 11.6 

Gross Profit 14.9 16.4 10% 17.1 

GP % 60.3% 59.4% -1.0% 59.6% 

Operating costs 6.3 6.7 6% 7.2 

EBITDA 8.6 9.8 14% 9.9 

EBITDA % 34.8% 35.3% 0.5% 34.5% 

D&A 0.4 0.2 -38% 0.4 

EBIT 8.2 9.5 16% 9.5 

Interest 0.3 0.5 62% 0.1 

PBT 7.9 9.1 15% 9.4 

Tax 2.5 2.7 9% 2.9 

NPAT 5.4 6.3 17% 6.5 

Source: BWX Prospectus, Canaccord Genuity estimates 

 

Acquisition of Australian distributor  

In February earlier this year, BWX acquired Lightning Brokers, a national distributor of 

personal care products established in 2009 and a distributer of Sukin products in 

NSW, ACT, Victoria and Tasmania. Lightning Brokers was responsible for ~50% of 

Sukin’s distribution to the Australian pharmacy market and its acquisition effectively 

allows BWX to more closely manage relationships with its major customers.  

BWX paid $11m and the acquisition was expected to generate revenue of $25m and 

EBITDA of $3.0m in FY16, putting the transaction on a multiple of 3.7x. However the 

multiple is slightly distorted given the internalising of both costs previously paid to 

Lightning Brokers and profit made. We view the transaction favourably given it allows 

BWX to further vertically integrate its operations and control its own fate more 

effectively.  
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Balance sheet  

BWX’s balance sheet is in a very strong position and we expect the company to 

comfortably be in a position to make acquisitions in the future. BWX has a three-year 

$25m bank facility that ends June 2018. It is made up of a $15m revolving 

acquisition facility and a $10m trade finance facility.  

The company has suggested that its target net debt to EBITDA is 1x; however, we 

would be comfortable with a rate higher than that to fund an acquisition. To get to 

1.5x, the company could take out an additional $48m of debt in FY17; however, that 

scenario doesn’t include any additional EBITDA so in reality the company could likely 

handle far greater additional debt.  

A $4m deferred payment for the Sukin acquisition is to be paid 12 months after the 

completion of the transaction, or around June 2016.  

Figure 19: BWX’s balance sheet 

  CY15A CY16F CY17F CY18F 

Total Current Assets 17 23 35 49 

Property, Plant & Equip 2.8 3.2 3.7 4.2 

Intangibles  60 65 65 65 

TOTAL Assets 90 102 114 128 

Borrowings 23 12 13 14 

Other Liabilities 10 1 1 1 

TOTAL Liabilities 34 13 14 16 

NET ASSETS 56 89 100 113 

Net Debt (cash) 24.0 -1.9 -8.8 -18.9 

ND/E 43% -2% -8.8% -16.8% 

ND/EBITDA 1.6 -0.1 -0.3 -0.6 

EBITDA/Interest 13.8 36.0 118.0 139.8 

Source: BWX, Canaccord Genuity estimates  

 

 

BWX Limited
Initiation of Coverage

Hold  Target Price A$4.87  | 29 May 2016 Consumer Products 24



WHAT MIGHT AN ACQUISITION LOOK 
LIKE?  
BWX operates within an industry that has seen a large number of mergers and 

acquisitions in recent years and BWX has proven itself to be an astute acquirer 

judging by its results to date, especially the purchase of Sukin. Additionally, the 

company is forecast to be in a small net cash position and has flagged its desire to 

make further acquisitions.  

In the example below, we include a $50m acquisition completed on 31 December 

2016 at a price of 8x forward EBITDA. Industry multiples vary greatly; however, we 

note that Sukin was acquired on ~5.6x and BWX listed on 8.1x. Transactions within 

the natural care segment have been priced in a wide range with some above 30x; 

however, we expect the company to focus any acquisition on a multiple toward the 

lower end of the range.  

BWX’s banking facility would need to be expanded in this scenario; however, we 

believe that wouldn’t be a large hurdle. 1x EBIT is the basic gearing target; however, 

we believe the company would exceed this for the right acquisition. The scenario 

below has the company briefly exceeding it to 1.5x in FY17 before quickly coming 

back to 0.9x in FY18. The assumptions in the scenario below include: 

1. $50m acquisition, paid in cash 

2. Priced at 8x forward EBITDA 

3. 20% EBITDA margins 

4. Transaction completed on December 31st, 2016.  

Figure 20:  Scenario of changes to our forecasts following acquisition described above 

(US$M) FY17F FY18F 

 

Old New % Change Old New % Change 

Total Revenue 75.0 90.6 20.8% 88.3 120.5 36.5% 

EBITDA 26.2 29.4 12.2% 31.0 37.2 20.1% 

EBITDA margin 34.9% 32.4% -2.5% 35.1% 30.9% -4.2% 

EBIT 25.5 28.2 10.6% 30.2 35.9 19.0% 

Underlying NPAT 17.7 17.8 0.5% 21.0 23.4 11.5% 

EPS (¢) 19.3 19.4 0.5% 22.9 25.5 11.5% 

EV/EBITDA 15.4 15.5 0.7% 12.7 12.0 -5.5% 

P/E 23.4 23.3 -0.5% 19.7 17.7 -10.4% 

ND/EBITDA -0.3 1.5 -538.7% -0.6 0.9 -251.2% 

Source: Canaccord Genuity   

In the above scenario, the transaction would be 11.5% accretive to FY18 NPAT. 

Although the stock currently appears reasonably valued, if the forward PE were to 

come down by 2x, the value would become very attractive verse global peers. On an 

FY18 PE basis, the stock currently trades on a 4% discount and the acquisition 

outlined above would make it a 14% discount.  

The obvious challenge in this scenario is finding an appropriate and willing target.  
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VALUATION  

We set our price target to $4.87 which we derive from a blend of a discounted cash 

flow model, a target FY17 EBITDA multiple and a target FY17 PE multiple.  

We derive a DCF valuation of $5.32 per share, based on a cost of debt of 5.0%, risk 

free rate of 4%, market risk premium of 5%, equity beta of 1.3, WACC of 9.1% and 

terminal growth rate of 3.5%.  

Figure 21:  DCF valuation  

   2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT $m 25.5 30.2 34.1 38.4 42.3 45.6 49.0 51.8 55.1 57.8 

Dep & Amort $m 0.7 0.8 0.9 1.1 1.2 1.3 1.3 1.4 1.4 1.5 

Δ in WC $m (3.6) (2.2) (1.8) (2.0) (2.0) (1.8) (1.7) (1.4) (1.6) (1.2) 

Capex $m (1.1) (1.3) (1.5) (1.7) (1.7) (1.7) (1.7) (1.7) (1.7) (1.7) 

less Tax $m (7.6) (9.0) (10.2) (11.5) (12.6) (13.6) (14.6) (15.5) (16.5) (17.3) 

Total FCF $m 13.8 18.5 21.6 24.3 27.2 29.8 32.3 34.6 36.9 39.1 

            

       WACC Assumptions     

PV FCF (10 years) $m 172.1     Cost of Equity   % 10.5  

PV Franking Credits $m 0.0     Risk Free Rate  % 4.0  

PV Terminal Value $m 306.0     Beta   1.3  

Net Debt $m 8.8     Market Risk Premium  % 5.0  

Net Company Value $m 486.9     Cost of Debt  % 5.0  

Per Share $ 5.32          

       Implied Multiples     

Current Share Price $ 4.55     PER  27.5   

Upside to Valuation % 16.9     EBITDA  18.9   

Source: Canaccord Genuity estimates 
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In order to get to our price target, we have utilised a DCF, EBITDA multiple and PE 

valuation. As outlined above, our DCF generates a value of $5.32 per share.  

We use an FY17 EBITDA multiple of 16x which compares to the FY16 industry median 

of 13.6x and the ASX/NZX-listed Chinese consumer stocks of 18.5x. We are 

comfortable with BWX trading at a EBITDA multiple premium to peers given its lower 

D&A charges, and 16x is roughly the midpoint of the two medians mentioned above.  

Our FY17 PE multiple valuation is based on 24x EPS. This is a very small discount to 

the current FY16 industry PE that we have rolled forward a year.  

Figure 22:  Price target methodology   

   

Normalised EBITDA multiple (x)  

FY17F EBITDA ($m) 26.2 

Target EBITDA multiple (x) 16.0 

FY17 Net Debt (cash) ($m) -8.8 

Implied Valuation ($m) $427.6 

Per Share (AU$) $4.67 

    

Target PE Multiple   

Adjusted FY17F EPS (c) 19.3 

PE Target (x) 24.0 

Per Share (AU$) $4.63 

   

Discounted Cash Flow $5.32  

  

Average valuation per share $4.87  

Current Price $4.55 

Implied return (including dividend) 8.8% 

Source: Capital IQ, Factset, Canaccord Genuity estimates 
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Comparative analysis 

Compared to the ASX/NZX listed companies that are exposed to the Chinese 

consumer, BWX appears to be slightly expensive on an EBITDA basis but reasonable 

value on a PE basis. As we outlined earlier, given BWX’s net cash position and 

acquisition ambitions, we see possible upgrades to EPS that could generate a 2x 

discount to the FY18 PE.  

Figure 23: ASX/NZX listed comps – Chinese consumer peers  

  
Mkt Cap 

(A$m) 

FY16F 

EV/EBITDA 

FY17F 

EV/EBITDA 

FY16F 

P/E 

FY17F 

P/E 

Bega Cheese  952 15.4 13.1 32.6 25.8 

Bellamy's Australia  1,087 20.4 11.8 29.7 17.1 

Blackmores  2,782 18.2 14.7 27.9 22.3 

Freedom Foods Group  643 27.7 19.0 59.1 37.7 

The a2 Milk Company  1,048 22.5 12.9 38.0 20.2 

Treasury Wine Estates  7,704 16.6 12.7 34.5 27.2 

Trilogy International  245 18.7 12.7 26.0 17.2 

Vitaco Holdings  257 12.6 10.8 19.5 17.1 

Average 1,840 19.0 13.5 33.4 23.1 

Median 1,000 18.4 12.8 31.2 21.2 

BWX 417 21.1 15.6 30.2 23.6 

Discount to median  14% 22% -3% 11% 

Source: Capital IQ, Factset, Canaccord Genuity estimates. Reflects stock prices as of 5/27/16 

 

Figure 24 compares BWX to an extended list of global peers. The result is that BWX 

looks expensive on most measures however we note that the company is higher 

growth than the bulk of the companies listed.  

We also highlight the EBITDA margin differential that we highlighted earlier in this 

report.  
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Figure 24:  Global listed peers – beauty and personal care 

  
Mkt Cap 
(A$m) 

Country 
FY16F 

EV/EBITDA 
FY17F 

EV/EBITDA 
FY16F 

P/E 
FY17F 

P/E 

FY15 
EBITDA 

margin % 
Able C&C Co. Ltd. 624 South Korea 12.0 11.5 22.1 20.6 7% 
Adjuvant Cosme Japan  95 Japan NA NA NA NA 16% 
Amorepacific Corp. 30,675 South Korea 21.7 18.1 33.4 27.9 19% 
AmorePacific Group 14,169 South Korea 8.9 7.6 35.1 29.2 20% 
Avon Products Inc. 2,262 United States 7.8 6.6 28.0 12.1 7% 
BaWang International (Group)  242 China NA NA NA NA -14% 
Beauty Community Public  706 Thailand 24.6 19.6 34.1 28.8 31% 
Beiersdorf AG 27,985 Germany 14.2 13.4 26.5 24.7 16% 
Beijing Tongrentang Co.,  7,836 China 16.6 15.4 36.6 30.4 18% 
Best World International  231 Singapore 6.2 5.2 11.7 9.9 22% 
Bonjour Holdings Ltd. 189 Hong Kong 16.0 13.2 31.0 15.5 4% 
Bringwell AB (publ) 51 Sweden NA NA NA NA -5% 
Ci:z Holdings Co.,Ltd. 1,356 Japan 11.2 10.4 20.3 18.8 22% 
Colgate-Palmolive Co. 88,005 United States 15.4 14.5 25.2 23.1 28% 
Coreana Cosmetics Co., Ltd. 287 South Korea NA NA NA NA 7% 
Cosmax, Inc. 1,586 South Korea 23.0 17.3 35.2 24.9 9% 
COSON Co., Ltd. 373 South Korea NA NA NA NA 13% 
Coty Inc. 12,288 United States 16.3 9.0 23.9 25.1 17% 
Edgewell Personal Care  6,539 United States 13.1 12.5 23.2 21.3 16% 
Elizabeth Arden, Inc. 310 United States 47.4 14.6 NM NM -1% 
Emami Limited 4,795 India NA 28.8 NA 40.2 18% 
FANCL Corp. 1,119 Japan NA 8.5 NA 35.7 5% 
Genic Co., Ltd. 150 South Korea NA NA NA NA 10% 
Hankook Cosmetics Co., Ltd. 178 South Korea NA NA NA NA 2% 
Henkel AG & Co. KGaA 64,516 Germany 11.6 10.9 19.9 18.8 18% 
Ivy Cosmetics Corporation 164 Japan NA NA NA NA 14% 
Kao Corporation 37,701 Japan 11.4 10.6 24.5 22.2 17% 
Korea Kolmar Co., Ltd. 2,298 South Korea 21.6 18.2 33.3 27.2 13% 
Korea Kolmar Holdings  1,055 South Korea NA NA NA NA 17% 
KOSE Corp. 6,637 Japan NA 9.7 NA 22.8 17% 
LG Household & Health Care 17,182 South Korea 15.3 13.5 27.5 23.2 16% 
L'Occitane International S.A. 3,444 Luxembourg 8.6 7.9 20.4 17.3 18% 
L'Oreal SA 142,311 France 16.4 15.5 25.5 23.8 21% 
LVMH  112,874 France 9.0 8.5 18.0 16.6 23% 
Mandom Corp. 1,472 Japan NA 8.8 NA 22.5 13% 
Milbon Co. Ltd. 995 Japan 11.5 10.4 24.9 22.6 20% 
Natura Cosméticos SA 3,682 Brazil 8.1 6.9 15.6 12.3 17% 
Neopharm Co Ltd 305 South Korea NA NA NA NA 21% 
Noevir Holdings Co., Ltd. 1,388 Japan NA NA NA NA 18% 
Nu Skin Enterprises Inc. 3,059 United States 6.9 6.6 14.4 12.5 12% 
POLA Orbis Holdings, Inc. 6,349 Japan 13.4 12.3 28.4 28.1 14% 
Revlon, Inc. 2,270 United States NA NA NA NA 16% 
Rohto Pharmaceutical  2,444 Japan NA 7.8 NA 19.5 13% 
Sa Sa International  1,181 Hong Kong 8.6 8.3 14.7 14.5 11% 
Shanghai Jahwa United Co. 3,948 China 13.8 13.0 20.8 20.8 13% 
Shiseido Company, Limited 13,902 Japan 13.0 11.6 29.4 33.7 10% 
The Estée Lauder Companies 47,309 United States 16.1 14.6 29.1 25.9 19% 
Trilogy International  244 New Zealand 19.1 13.0 26.7 17.6 17% 
Unilever PLC 179,788 UK 13.8 12.9 22.0 20.3 16% 
USANA Health Sciences Inc. 2,096 United States 9.1 8.2 15.7 13.4 17% 
Yunnan Baiyao Group Co. 13,641 China 15.7 13.8 20.8 17.6 15% 

Average 17,160  14.9 12.1 24.8 22.2 14% 

Median 2,266  13.6 11.8 25.1 22.1 16% 

BWX 385 Australia 21.1 15.6 30.2 23.6 33% 

Premium (Discount) to median    54% 32% 21% 7% 100% 

Source: Capital IQ, FactSet, Canaccord Genuity estimate. Reflects stock prices as of 5/27/16.  
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RISK ANALYSIS - SWOT 

Strengths  Weaknesses 

Product quality and reputation – Sukin is a very highly 

regarded product within the beauty and skincare market. It is 

affordable and trusted and has seen its sales grow from $0 

less than 10 years ago to our FY16 forecast of $40.5m.  

Favourable industry drivers – Consumption of cosmetics 

increases at low single digits; however, within that, skincare 

is the highest growth segment and within that, natural 

products are the highest growth.    

Balance Sheet - BWX’s balance sheet is in a very strong 

position and we expect the company to be in a net cash 

position of $1.9m at the FY16 results.  

Bank support – BWX has a three-year $25m bank facility with 

CBA that ends June 2018. It is made up of a $15m revolving 

acquisition facility and a $10m trade finance facility. 

 

Short track record – BWX has a relatively short financial 

history with trends hard to pick up. Published financials only 

go back to 2H14.  

Clarity around daigou market – Even for BWX management, 

it is hard to tell how much of Sukin’s sales growth has been 

driven by the grey market. Although we believe over 10% of 

revenue is from daigou, we understand management’s 

estimate is closer to 3-6%.  

Reliance on one brand – Sukin accounts for over 70% or 

BWX revenue. Although it’s currently remarkably popular 

and high growth, the brand may lose its appeal or could 

reach saturation point in Australia.  

 

Opportunities Threats 

Acquisitions – Given BWX's history and forecast net cash 

position, we believe an acquisition is likely and is likely to be 

highly EPS accretive. 

New products – We expect BWX to work on new products 

under existing brand names but also to launch new brands.  

New geographies – We expect BWX to grow sales in some 

international geographies where it already has a presence 

(Canada, USA, UK etc) but also to expand into new regions.  

China – The Chinese consumer represents the largest 

opportunity for BWX. The huge population, the growing e-

commerce market, the impressive growth in cosmetics 

consumption and the comparative immaturity of the market 

compared to other Asian nations suggests the trend has a 

long way to run.  

 

Execution and integration risk – BWX’s growth strategy is 

partially acquisition driven, which relies on effective 

execution and integration.  

Safety – Products’ safety and possible associated liability 

could pose a risk.  

Competition – Competitive forces can impact Sukin’s 

growth. Korean, Japanese and French products are very 

highly regarded around the world.  

Regulatory risk – Regulations vary between jurisdictions and 

can change. This refers to taxes, import restrictions, 

manufacturing rules, ingredients, testing etc. which can all 

change.  

Supply of ingredients – With rapidly growing sales, the 

amount of supplies will need to increase. Given the diverse 

range of ingredients, there is a risk that one or more could 

face supply challenges.  

Counterparty risk – Other than suppliers (mentioned above), 

there is a risk around BWX’s other partners including its 

main customers (e.g.. Priceline and Chemist Warehouse) 

and its distributor partners.  
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BOARD & MANAGEMENT 

Mr. Denis Shelley (Non-Executive Chairman) 

Mr. Shelley is an experienced senior executive in FMCG whose previous roles include 

14 years as CEO of Sara Lee. His experience spans marketing, direct selling and 

manufacturing and he has worked in pharmaceuticals, health and beauty, personal 

care, intimate apparel and household products.  

Mr. John Humble (Chief Executive Officer) 

Mr. Humble founded Leisure and Hospitality Services in 1993 to provide third-party 

manufacturing services to small cosmetics companies.  The business expanded into 

providing the development of formulations and eventually into the fledgling “natural” 

products market. He led the establishment of BWX as well as the acquisition of the 

Sukin label.  

Aaron Finlay (Finance Director) 

Mr. Finlay is a Chartered Accountant and Chartered Company Secretary with over 24 

years’ experience across a range of industries. He has held a number of executive and 

director roles for listed companies, including Mayne Pharma. He was CFO of INVESCO 

Australia after holding the position of Head of Group Tax & Treasury for INVESCO’s 

global operations in London. Prior to that he worked for PwC.  

Craig Bottomley (Non-Exec Director) 

Mr. Bottomley is a highly experienced executive and entrepreneur and has been 

involved in the manufacturing, importing, exporting and marketing of products. He has 

established national and international sales distribution channels and was a founder 

of Mayne Pharma where he was COO and Executive Director from 2005 2010.  

Ian Campbell (Non-Exec Director) 

Mr. Campbell is an experienced company executive across several industries, with a 

focus on manufacturing and marketing. He spent 15 years with GUD Holdings and 

was CEO until 2013. GUD manufactures various products including Sunbeam 

Appliances and Ryco and sells them through channels such as retail, wholesale and 

B2B.  
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APPENDIX  

Below is a selection of Chinese online retailers and searches for “Sukin”.  

Tmall 

Tmall is the most popular B2C platform in China and operates as tmall.com and Tmall 

Global. A search for “Sukin” returned 61 searches at the start of April however that 

increased to 73 by late May.  

 

Figure 25: Sukin search results on Tmall 

 

Source: tmall.com, Canaccord Genuity 
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Taobao 

Figure 26: Sukin search results on Taobao 

 

Source: taobao.com, Canaccord Genuity 

 

JD.com 

JD is the second largest B2C platform in China 

Figure 27: Sukin search results on JD.com 

 

Source: JD.com, Canaccord Genuity 
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Jumei 

Jumie.com is the leading online cosmetics website in China. No results were found.  

Figure 28: Sukin search results on jumei 

 

Source: jumei.com, Canaccord Genuity 

 

Lefeng 

Behind Jumei, Lefeng is considered the other specialist cosmetics website in China.  

Figure 29: Sukin search results on Lefeng 

 

Source: lefeng.com, Canaccord Genuity 

A search on Lefeng.com returned no matches for “Sukin” 

 

  

BWX Limited
Initiation of Coverage

Hold  Target Price A$4.87  | 29 May 2016 Consumer Products 34



KJT.com 

A search on KJT returned 54 results.   

Figure 30: Sukin search results on KJT.com 

 

Source: KJT.com, Canaccord Genuity 

 

Suning.com  

A search for Sukin on suning returned 120 results.   

Figure 31: Suning search results on KJT.com 

 

 

Source: yhd.com, Canaccord Genuity  
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Yihaodian 

A search for Sukin on yhd.com returned 89 results.   

Figure 32: Yihaodian search results on KJT.com 

 

Source: yhd.com, Canaccord Genuity 

 

amazon.cn 

A search on Amazon China returned 13 results. As a reference point, there are 419 

search results on the western amazon.com.  

Figure 33: Sukin search results on amazon.cn 

 

Source: amazon.cn, Canaccord Genuity 
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The authoring analysts who are responsible for the preparation of this research have received (or will receive) compensation based upon
(among other factors) the Investment Banking revenues and general profits of Canaccord Genuity. However, such authoring analysts
have not received, and will not receive, compensation that is directly based upon or linked to one or more specific Investment Banking
activities, or to recommendations contained in the research.
Canaccord Genuity and its affiliated companies may have a Investment Banking or other relationship with the issuer that is the subject
of this research and may trade in any of the designated investments mentioned herein either for their own account or the accounts of
their customers, in good faith or in the normal course of market making. Accordingly, Canaccord Genuity or their affiliated companies,
principals or employees (other than the authoring analyst(s) who prepared this research) may at any time have a long or short position in
any such designated investments, related designated investments or in options, futures or other derivative instruments based thereon.
Some regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as
a result of publication or distribution of research. This research has been prepared in accordance with Canaccord Genuity’s policy on
managing conflicts of interest, and information barriers or firewalls have been used where appropriate. Canaccord Genuity’s policy is
available upon request.
The information contained in this research has been compiled by Canaccord Genuity from sources believed to be reliable, but (with the
exception of the information about Canaccord Genuity) no representation or warranty, express or implied, is made by Canaccord Genuity,
its affiliated companies or any other person as to its fairness, accuracy, completeness or correctness. Canaccord Genuity has not
independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions and other information contained
in this research constitute Canaccord Genuity’s judgement as of the date of this research, are subject to change without notice and are
provided in good faith but without legal responsibility or liability.
Canaccord Genuity’s salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies
to our clients and our proprietary trading desk that reflect opinions that are contrary to the opinions expressed in this research.
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Canaccord Genuity’s affiliates, principal trading desk, and investing businesses may make investment decisions that are inconsistent
with the recommendations or views expressed in this research.
This research is provided for information purposes only and does not constitute an offer or solicitation to buy or sell any designated
investments discussed herein in any jurisdiction where such offer or solicitation would be prohibited. As a result, the designated
investments discussed in this research may not be eligible for sale in some jurisdictions. This research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company
that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. This material is prepared for
general circulation to clients and does not have regard to the investment objectives, financial situation or particular needs of any
particular person. Investors should obtain advice based on their own individual circumstances before making an investment decision.
To the fullest extent permitted by law, none of Canaccord Genuity, its affiliated companies or any other person accepts any liability
whatsoever for any direct or consequential loss arising from or relating to any use of the information contained in this research.

Research Dissemination Policy

To the extent reasonably practicable, research will be disseminated simultaneously to all of the Canaccord Genuity customers who are
entitled to receive the firm's research. Canaccord Genuity research is posted on the Canaccord Genuity Research Portal and will be
available simultaneously for access by all of Canaccord Genuity’s customers who are entitled to receive the firm's research. In addition
research may be distributed by the firm’s sales and trading personnel via email, instant message or other electronic means. Customers
entitled to receive research may also receive it via third party vendors. Until such time as research is disseminated to Canaccord
Genuity’s customers as described above, Authoring Analysts will not discuss the contents of their research with Sales and Trading or
Investment Banking employees without prior compliance consent.

Short-Term Trade Ideas

Research Analysts may, from time to time, include “short-term trade ideas” in research reports. A short-term trade idea offers a short-
term view on how a security may trade, based on market and trading events, and the resulting trading opportunity that may be available.
A short-term trade idea may differ from the price targets and recommendations in our published research reports that reflect the
research analyst's views of the longer-term (one-year) prospects of the subject company, as a result of the differing time horizons,
methodologies and/or other factors. It is possible, for example, that a subject company's common equity that is considered a long-
term ‘Hold' or 'Sell' might present a short-term buying opportunity as a result of temporary selling pressure in the market or for other
reasons described in the research report; conversely, a subject company's stock rated a long-term 'Buy' or “Speculative Buy’ could be
considered susceptible to a downward price correction, or other factors may exist that lead the research analyst to suggest a sale over
the short-term. Short-term trade ideas will be identified as such in the research report and the factors underlying those ideas and the
risks associated with them will be described in the research report. Short-term trade ideas are not ratings, nor are they part of any
ratings system, and the firm generally does not intend, and does not undertake any obligation, to maintain or update short-term trade
ideas. Short-term trade ideas may not be suitable for all investors and have not been tailored to individual investor circumstances and
objectives, and investors should make their own independent decisions regarding any securities or strategies discussed herein. Please
contact your salesperson for more information regarding Canaccord Genuity’s research.

For Canadian Residents:
This research has been approved by Canaccord Genuity Corp., which accepts sole responsibility for this research and its dissemination
in Canada. Canaccord Genuity Corp. is registered and regulated by the Investment Industry Regulatory Organization of Canada (IIROC)
and is a Member of the Canadian Investor Protection Fund. Canadian clients wishing to effect transactions in any designated investment
discussed should do so through a qualified salesperson of Canaccord Genuity Corp. in their particular province or territory.
For United States Persons:
Canaccord Genuity Inc., a US registered broker-dealer, accepts responsibility for this research and its dissemination in the United States.
This research is intended for distribution in the United States only to certain US institutional investors. US clients wishing to effect
transactions in any designated investment discussed should do so through a qualified salesperson of Canaccord Genuity Inc. Analysts
employed outside the US, as specifically indicated elsewhere in this report, are not registered as research analysts with FINRA. These
analysts may not be associated persons of Canaccord Genuity Inc. and therefore may not be subject to the FINRA Rule 2241 and NYSE
Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst
account.
For United Kingdom and European Residents:
This research is distributed in the United Kingdom and elsewhere Europe, as third party research by Canaccord Genuity Limited,
which is authorized and regulated by the Financial Conduct Authority. This research is for distribution only to persons who are Eligible
Counterparties or Professional Clients only and is exempt from the general restrictions in section 21 of the Financial Services and
Markets Act 2000 on the communication of invitations or inducements to engage in investment activity on the grounds that it is being
distributed in the United Kingdom only to persons of a kind described in Article 19(5) (Investment Professionals) and 49(2) (High Net
Worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
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(as amended). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. This material is not for
distribution in the United Kingdom or elsewhere in Europe to retail clients, as defined under the rules of the Financial Conduct Authority.
For Jersey, Guernsey and Isle of Man Residents:
This research is sent to you by Canaccord Genuity Wealth (International) Limited (CGWI) for information purposes and is not to be
construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This research has been produced
by an affiliate of CGWI for circulation to its institutional clients and also CGWI. Its contents have been approved by CGWI and we are
providing it to you on the basis that we believe it to be of interest to you. This statement should be read in conjunction with your client
agreement, CGWI's current terms of business and the other disclosures and disclaimers contained within this research. If you are in any
doubt, you should consult your financial adviser.
CGWI is licensed and regulated by the Guernsey Financial Services Commission, the Jersey Financial Services Commission and the Isle
of Man Financial Supervision Commission. CGWI is registered in Guernsey and is a wholly owned subsidiary of Canaccord Genuity Group
Inc.
For Australian Residents:
This research is distributed in Australia by Canaccord Genuity (Australia) Limited ABN 19 075 071 466 holder of AFS Licence No
234666. To the extent that this research contains any advice, this is limited to general advice only. Recipients should take into account
their own personal circumstances before making an investment decision. Clients wishing to effect any transactions in any financial
products discussed in the research should do so through a qualified representative of Canaccord Genuity (Australia) Limited. Canaccord
Genuity Wealth Management is a division of Canaccord Genuity (Australia) Limited.
For Singapore Residents:
This research is distributed pursuant to 32C of the Financial Advisers under an arrangement between each of the Canaccord Genuity
entities that publish research and Canaccord Genuity Singapore Pte. Ltd who is an exempt financial adviser under section 23(1)(d) of
the Financial Advisers Act. This research is only intended for persons who fall within the definition of accredited investor, expert investor
or institutional investor as defined under section 4A of the Securities and Futures Act. It is not intended to be distributed or passed on,
directly or indirectly, to any other class of persons. Recipients of this report can contact Canaccord Genuity Singapore Pte. Ltd. (Contact
Tel: +65 6854 6150) in respect of any matters arising from, or in connection with, the research.
For Hong Kong Residents:
This research is distributed in Hong Kong by Canaccord Genuity (Hong Kong) Limited which is licensed by the Securities and Futures
Commission. This research is only intended for persons who fall within the definition of professional investor as defined in the Securities
and Futures Ordinance. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. Recipients of
this report can contact Canaccord Genuity (Hong Kong) Limited. (Contact Tel: +852 3919 2561) in respect of any matters arising from, or
in connection with, this research.
Additional information is available on request.
Copyright © Canaccord Genuity Corp. 2016 – Member IIROC/Canadian Investor Protection Fund

Copyright © Canaccord Genuity Limited. 2016 – Member LSE, authorized and regulated by the Financial Conduct Authority.

Copyright © Canaccord Genuity Inc. 2016 – Member FINRA/SIPC

Copyright © Canaccord Genuity (Australia) Limited. 2016 – Participant of ASX Group, Chi-x Australia and of the NSX. Authorized and
regulated by ASIC.

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under copyright to Canaccord
Genuity Corp., Canaccord Genuity Limited, Canaccord Genuity Inc or Canaccord Genuity Group Inc. None of the material, nor its content,
nor any copy of it, may be altered in any way, or transmitted to or distributed to any other party, without the prior express written
permission of the entities listed above.
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