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What’s New?: Man Wah Holdings was targeted by short-seller Muddy Waters at the Sohn 

Hong Kong Conference at around 2:00 pm HKT on 7 June 2017. Shares were suspended 

from trading at around 2:30 pm on the same day, and remains suspended pending an 

official response from the company. We are confident that many of the points raised can be 

convincingly countered by the company. 

  

Key highlights: While a full report from Muddy Waters is yet to be publicly disclosed, from 

what we understand, the main allegations on Man Wah are as follows: 

1. Man Wah has more debt than it appears on its books. Muddy Waters claims there is 

USD200m in undisclosed debt. 

2. There are inconsistencies with the tax basis for some of its subsidiaries (whether the 

subsidiaries should be a High-and-New Technology Enterprise (HNTE), which is 

subject to a lower tax rate). 

3. Over half of Man Wah’s profits are generated in Macau. This could either be a legal tax 

avoidance scheme or an avenue for fraud.  

4. Based on Muddy Water’s channel checks, China sales is not growing as quickly as 

they claim. Recall, Man Wah’s China business grew 37% YoY in FY17. 

 

We briefly spoke with Chairman Wong Man Li, and had hosted a post-results NDR with 

CFO Wang Guisheng on 1 – 6 June 2017. Our initial thoughts are as follows: 

 

1) There is indeed such a loan, and Man Wah has an agreement with their bank to 

offset the loan by a similar amount in cash deposits with the bank. This agreement is 

actually disclosed in the annual report (released only a day before Muddy Waters’ 

allegations). It is on page 140 and as follows: During the year, the Group entered into 

several agreements with a bank in the PRC to set off all its rights and obligations 

towards bank deposits amounted to RMB202,000,000 and USD169,588,000, bank 

borrowings amounted to USD200,000,000 and a forward exchange contract. We look 

forward to management’s clarification regarding the actual nature of the loan, but 

given that it is disclosed in the annual report (albeit with limited information), we 

believe its auditor, Deloitte, is well aware of this arrangement.  

 

2) Muddy Waters claims Man Wah’s Huizhou subsidiary should not claim HNTE status, 

and implied that its subsidiaries have a higher effective tax rate than the group. 

Chairman Wong noted that the NHTE status is applied on a yearly basis and any 

difference in amount is refunded the year after. Hence, this may be a result of a 

timing issue. Also, we acknowledge that taxes in China is rarely a black-and-white 

topic, and many companies have preferential tax rates with local authorities, which 

can explain any discrepancies. Lastly, we note the company’s 14% effective tax rate 

is actually already fairly higher than some of other major exporters: Techtronic 

Industries at 7.1%, VTech at 10.5% and Stella International at 8.1%. 

 

3) The company has a Macau subsidiary and does a significant portion of its export 

business through that entity. From what we understand, this is a legal tax avoidance 

model for many trading companies. Man Wah has done this for many years. We 

believe a number of other listed exporters also adopt a similar scheme, such as 
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Techtronic Industries, Texhong Textile, and Shenzhou International. We believe the 

issue of using Macau as an intermediary depends on how aggressive the company’s 

transfer pricing rules are. In the worst case scenario, this issue may result in higher 

effective taxes for Man Wah, but we believe this is not equivalent to fraud. 

 

4) This is a subjective observation. Man Wah has a network of close to 2,000 stores in 

China, but Muddy Waters visited 96 of them, or less than 5% of total stores. At any 

given time, we believe it is reasonable for a certain amount of stores to have weaker 

sales than others. The CFO and the Chairman has said that on average, sales have 

actually accelerated in April and May of 2017 vs in FY16. We have also recently 

joined calls with randomly picked distributors, and the store owners have generally 

said that China sales remain extremely strong. Importantly, we note that Man Wah’s 

35%+ growth in China is not out of the ordinary when compared with other strong 

industry players, such as Suofeiya Home Collection (002572 CH, not rated, a 

manufacturer of custom furniture) that is growing at c.40%, while Kuka Home 

(603816 CH, not rated, Man Wah’s main competitor in China) is growing at c.30%.  

 

We expect an official response from the company via a rebuttal report. But when 

considering the allegations, we remind investors that the company has returned HKD5.2bn 

out of the c.HKD6.0bn in accumulated net profit over the last 6 years, in the form of 

dividends and share repurchases. We believe the company has not raised money from the 

equity markets since its IPO in 2010. Chairman Wong who owns c.63% of the company, 

has not sold any shares in the company in the last 3 years. Our brief conversation with him 

indicates that he had no intention, and does not plan to sell any shares. As such, we 

believe there is no reason to prop up the share price. 

 

Recommendation: We have a Buy (1) rating and a 12-month TP of HKD8.80, based on a 

16x PER (a c.10% premium to the PER of its China exporter peers) applied to our FY18E 

EPS. Key risk: a substantial rise in raw-material prices. 

 

 

In the interests of timeliness, this document has not been edited. 
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Important Disclosures and Disclaimer 
 
This publication is produced by Daiwa Securities Group Inc. and/or its non-U.S. affiliates, and distributed by Daiwa Securities Group Inc. and/or its non-U.S. affiliates, except to the extent 
expressly provided herein. This publication and the contents hereof are intended for information purposes only, and may be subject to change without further notice. Any use, disclosure, 
distribution, dissemination, copying, printing or reliance on this publication for any other purpose without our prior consent or approval is strictly prohibited. Neither Daiwa Securities Group Inc. 
nor any of its respective parent, holding, subsidiaries or affiliates, nor any of its respective directors, officers, servants and employees, represent nor warrant the accuracy or completeness of 
the information contained herein or as to the existence of other facts which might be significant, and will not accept any responsibility or liability whatsoever for any use of or reliance upon this 
publication or any of the contents hereof. Neither this publication, nor any content hereof, constitute, or are to be construed as, an offer or solicitation of an offer to buy or sell any of the 
securities or investments mentioned herein in any country or jurisdiction nor, unless expressly provided, any recommendation or investment opinion or advice. Any view, recommendation, 
opinion or advice expressed in this publication may not necessarily reflect those of Daiwa Securities Group Inc., and/or its affiliates nor any of its respective directors, officers, servants and 
employees except where the publication states otherwise. This research report is not to be relied upon by any person in making any investment decision or otherwise advising with respect to, 
or dealing in, the securities mentioned, as it does not take into account the specific investment objectives, financial situation and particular needs of any person. 
 
Daiwa Securities Group Inc., its subsidiaries or affiliates, or its or their respective directors, officers and employees from time to time have trades as principals, or have positions in, or have 
other interests in the securities of the company under research including market making activities, derivatives in respect of such securities or may have also performed investment banking and 
other services for the issuer of such securities. The following are additional disclosures. 
 
Ownership of Securities 
For “Ownership of Securities” information, please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
Investment Banking Relationship 
For “Investment Banking Relationship”, please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Japan 
Daiwa Securities Co. Ltd. and Daiwa Securities Group Inc.  
Daiwa Securities Co. Ltd. is a subsidiary of Daiwa Securities Group Inc. 
Investment Banking Relationship 
Within the preceding 12 months, the subsidiaries and/or affiliates of Daiwa Securities Group Inc. * has lead-managed public offerings and/or secondary offerings (excluding straight bonds) of 
the securities of the following companies: Neo Solar Power Corp (3576 TT), Acushnet Holdings Corp (GOLF US), No Va Land Investment Group Corporation (NVL VN). 

*Subsidiaries of Daiwa Securities Group Inc. for the purposes of this section shall mean any one or more of: Daiwa Capital Markets Hong Kong Limited (大和資本市場香港有限公司), Daiwa 

Capital Markets Singapore Limited, Daiwa Capital Markets Australia Limited, Daiwa Capital Markets India Private Limited, Daiwa-Cathay Capital Markets Co., Ltd., Daiwa Securities Capital 
Markets Korea Co., Ltd. 
 
Hong Kong  

This research is distributed in Hong Kong by Daiwa Capital Markets Hong Kong Limited (大和資本市場香港有限公司) (“DHK”) which is regulated by the Hong Kong Securities and Futures 

Commission. Recipients of this research in Hong Kong may contact DHK in respect of any matter arising from or in connection with this research. 
 
Relevant Relationship (DHK)  
DHK may from time to time have an individual employed by or associated with it serves as an officer of any of the companies under its research coverage. 
 
Singapore 
This research is distributed in Singapore by Daiwa Capital Markets Singapore Limited and it may only be distributed in Singapore to accredited investors, expert investors and institutional 
investors as defined in the Financial Advisers Regulations and the Securities and Futures Act (Chapter 289), as amended from time to time. By virtue of distribution to these category of 
investors, Daiwa Capital Markets Singapore Limited and its representatives are not required to comply with Section 36 of the Financial Advisers Act (Chapter 110) (Section 36 relates to 
disclosure of Daiwa Capital Markets Singapore Limited’s interest and/or its representative’s interest in securities). Recipients of this research in Singapore may contact Daiwa Capital Markets 
Singapore Limited in respect of any matter arising from or in connection with the research. 
 
Australia 

This research is distributed in Australia by Daiwa Capital Markets Australia Limited and it may only be distributed in Australia to wholesale investors within the meaning of the Corporations Act. 
Recipients of this research in Australia may contact Daiwa Capital Markets Stockbroking Limited in respect of any matter arising from or in connection with the research. 
 
India 

This research is distributed in India to Institutional Clients only by Daiwa Capital Markets India Private Limited (Daiwa India) which is an intermediary registered with Securities & Exchange 
Board of India as a Stock Broker, Merchant Bank and Research Analyst. Daiwa India, its Research Analyst and their family members and its associates do not have any financial interest save 
as disclosed or other undisclosed material conflict of interest in the securities or derivatives of any companies under coverage. Daiwa India and its associates, may have received compensation 
for any products other than Investment Banking (as disclosed)or brokerage services from the subject company in this report or from any third party during the past 12 months. Daiwa India and 
its associates may have debt holdings in the subject company. For information on ownership of equity, please visit BlueMatrix disclosure Link at 
https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 

There is no material disciplinary action against Daiwa India by any regulatory authority impacting equity research analysis activities as of the date of this report. 
 

Associates of Daiwa India, registered with Indian regulators, include Daiwa Capital Markets Singapore Limited and Daiwa Portfolio Advisory (India) Private Limited. 
 
Taiwan 
This research is solely for reference and not intended to provide tailored investment recommendations.  This research is distributed in Taiwan by Daiwa-Cathay Capital Markets Co., Ltd. and it 
may only be distributed in Taiwan to specific customers who have signed recommendation contracts with Daiwa-Cathay Capital Markets Co., Ltd. and non-customers including (i) professional 
institutional investors, (ii) TWSE or TPEx listed companies, upstream and downstream vendors, and specialists that offer or seek advice, and (iii) potential customers with an actual need for 
business development in accordance with the Operational Regulations Governing Securities Firms Recommending Trades in Securities to Customers.  Recipients of this research including 
non-customer recipients of this research shall not provide it to others or engage in any activities in connection with this research which may involve conflicts of interests.  Neither Daiwa-Cathay 
Capital Markets Co., Ltd. nor its personnel who writes or reviews the research report has any conflict of interest in this research.  Since Daiwa-Cathay Capital Markets Co., Ltd. does not 
operate brokerage trading business in foreign markets, this research is “without recommendation” to any foreign securities and Daiwa-Cathay Capital Markets Co., Ltd. does not accept 

orders from customers to trade in such securities that are without recommendation.  Recipients of this research in Taiwan may contact Daiwa-Cathay Capital Markets Co., Ltd. in respect of 
any matter arising from or in connection with the research. 
 
Philippines 

This research is distributed in the Philippines by DBP-Daiwa Capital Markets Philippines, Inc. which is regulated by the Philippines Securities and Exchange Commission and the Phil ippines 
Stock Exchange, Inc. Recipients of this research in the Philippines may contact DBP-Daiwa Capital Markets Philippines, Inc. in respect of any matter arising from or in connection with the 
research. DBP-Daiwa Capital Markets Philippines, Inc. recommends that investors independently assess, with a professional advisor, the specific financial risks as well as the legal, regulatory, 
tax, accounting, and other consequences of a proposed transaction. DBP-Daiwa Capital Markets Philippines, Inc. may have positions or may be materially interested in the securities in any of 
the markets mentioned in the publication or may have performed other services for the issuers of such securities. 

For relevant securities and trading rules please visit SEC and PSE links at http://www.sec.gov.ph and http://www.pse.com.ph/ respectively. 
 
Thailand 
This research is distributed to only institutional investors in Thailand primarily by Thanachart Securities Public Company Limited (“TNS”). 

This report is prepared by analysts who are employed by Daiwa Securities Group Inc. and/or its non-U.S. affiliates. This report is provided to you for informational purposes only and it is not, 
and is not to be construed as, an offer or an invitation to make an offer to sell or buy any securities. Neither Thanachart Securities Public Company Limited, Daiwa Securities Group Inc. nor 
any of their respective parent, holding, subsidiaries or affiliates, nor any of their respective directors, officers, servants and employees accept any liability whatsoever for any direct or 
consequential loss arising from any use of this research or its contents.  

The information and opinions contained herein have been compiled or arrived at from sources believed to be reliable. However, Thanachart Securities Public Company Limited, Daiwa 
Securities Group Inc. nor any of their respective parent, holding, subsidiaries or affiliates, nor any of their respective directors, officers, servants and employees make no representation or 

https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
http://www.sec.gov.ph/
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warranty, express or implied, as to their accuracy or completeness. Expressions of opinion herein are subject to change without notice. The use of any information, forecasts and opinions 
contained in this report shall be at the sole discretion and risk of the user.  

Daiwa Securities Group Inc. and/or its non-U.S. affiliates perform and seek to perform business with companies covered in this research. Thanachart Securities Public Company Limited, 
Daiwa Securities Group Inc., their respective parent, holding, subsidiaries or affiliates, their respective directors, officers, servants and employees may have positions and financial interest in 
securities mentioned in this research. Thanachart Securities Public Company Limited, Daiwa Securities Group Inc., their respective parent, holding, subsidiaries or affiliates may from time to 
time perform investment banking or other services for, or solicit investment banking or other business from, any entity mentioned in this research. Therefore, investors should be aware of 
conflict of interest that may affect the objectivity of this research. 

 
United Kingdom  
This research report is produced by Daiwa Securities Co. Ltd. and/or its affiliates and is distributed in the European Union, Iceland, Liechtenstein, Norway and Switzerland. Daiwa Capital 
Markets Europe Limited is authorised and regulated by The Financial Conduct Authority (“FCA”) and is a member of the London Stock Exchange and Eurex. This publication is intended for 
investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FCA and should not therefore be distributed to such Retail Clients in the United Kingdom. 
Should you enter into investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by the United 
Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available. 
 
Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at 
http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory.  
 
Germany 

This document is distributed in Germany by Daiwa Capital Markets Europe Limited, Niederlassung Frankfurt which is regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for 
the conduct of business in Germany. 
 
Bahrain 

This research material is distributed in Bahrain by Daiwa Capital Markets Europe Limited, Bahrain Branch, regulated by The Central Bank of Bahrain and holds Investment Business Firm – 
Category 2 license and having its official place of business at the Bahrain World Trade Centre, South Tower, 7th floor, P.O. Box 30069, Manama, Kingdom of Bahrain. Tel No. +973 17534452 
Fax No. +973 535113 
 
United States 
This report is distributed in the U.S. by Daiwa Capital Markets America Inc. (DCMA). It may not be accurate or complete and should not be relied upon as such. It reflects the preparer ’s views 
at the time of its preparation, but may not reflect events occurring after its preparation; nor does it reflect DCMA’s views at any time. Neither DCMA nor the preparer has any obligation to 
update this report or to continue to prepare research on this subject. This report is not an offer to sell or the solicitation of any offer to buy securities. Unless this report says otherwise, any 
recommendation it makes is risky and appropriate only for sophisticated speculative investors able to incur significant losses. Readers should consult their financial advisors to determine 
whether any such recommendation is consistent with their own investment objectives, financial situation and needs.  This report does not recommend to U.S. recipients the use of any of 
DCMA’s non-U.S. affiliates to effect trades in any security and is not supplied with any understanding that U.S. recipients of this report will direct commission business to such non-U.S. entities. 
Unless applicable law permits otherwise, non-U.S. customers wishing to effect a transaction in any securities referenced in this material should contact a Daiwa entity in their local jurisdiction. 
Most countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as a process for doing 
so. As a result, the securities discussed in this report may not be eligible for sales in some jurisdictions. Customers wishing to obtain further information about this report should contact DCMA: 
Daiwa Capital Markets America Inc., Financial Square, 32 Old Slip, New York, New York 10005 (Tel no. 212-612-7000). 
 
Ownership of Securities: 
For “Ownership of Securities” information please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. 
 
Investment Banking Relationships: 
For “Investment Banking Relationships” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
DCMA Market Making: 
For “DCMA Market Making” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.  
 
Research Analyst Conflicts: 
For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The principal research analysts who prepared 
this report have no financial interest in securities of the issuers covered in the report, are not (nor are any members of their household) an officer, director or advisory board member of the 
issuer(s) covered in the report, and are not aware of any material relevant conflict of interest involving the analyst or DCMA, and did not receive any compensation from the issuer during the 
past 12 months except as noted: no exceptions. 
 
Research Analyst Certification: 
For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The views about any 
and all of the subject securities and issuers expressed in this Research Report accurately reflect the personal views of the research  analyst(s) primarily responsible for this report (or the views 
of the firm producing the report if no individual analyst is named on the report); and no part of the compensation of such analyst (or no part of the compensation of the firm if no individual 
analyst is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views contained in this Research Report. 
 
The following explains the rating system in the report as compared to relevant local indices, unless otherwise stated, based on the beliefs of the author of the report. 
"1": the security could outperform the local index by more than 15% over the next 12 months. 
"2": the security is expected to outperform the local index by 5-15% over the next 12 months. 
"3": the security is expected to perform within 5% of the local index (better or worse) over the next 12 months. 
"4": the security is expected to underperform the local index by 5-15% over the next 12 months. 
"5": the security could underperform the local index by more than 15% over the next 12 months. 
 
Disclosure of investment ratings  

Rating Percentage of total 

Buy* 66.8% 

Hold** 20.9% 

Sell*** 12.2% 

Source: Daiwa 

Notes: data is for single-branded Daiwa research in Asia (ex Japan) and correct as of 31 March 2017. 
* comprised of Daiwa’s Buy and Outperform ratings. 
** comprised of Daiwa’s Hold ratings. 
*** comprised of Daiwa’s Underperform and Sell ratings. 
 
Additional information may be available upon request. 
 
Japan - Additional notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.) 
 
If you decide to enter into a business arrangement with us based on the information described in materials presented along with this document, we ask you to pay close attention to the 
following items.  

 In addition to the purchase price of a financial instrument, we will collect a trading commission* for each transaction as agreed beforehand with you. Since commissions may be included in 
the purchase price or may not be charged for certain transactions, we recommend that you confirm the commission for each transaction.  

 In some cases, we may also charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your securities, if you are a non-resident of Japan.  

 For derivative and margin transactions etc., we may require collateral or margin requirements in accordance with an agreement made beforehand with you. Ordinarily in such cases, the 
amount of the transaction will be in excess of the required collateral or margin requirements.  

http://www.uk.daiwacm.com/about-us/corporate-governance-regulatory
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
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 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest rates, exchange rates, stock prices, 
real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount of the collateral or margin requirements.  

 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by us.  

 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as certified public accountants.  

 The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current market conditions and the content 
of each transaction etc.  

 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take responsibility for your own decisions 
regarding the signing of the agreement with us.  
 Corporate Name:  Daiwa Securities Co. Ltd. 
  Financial instruments firm: chief of Kanto Local Finance Bureau (Kin-sho) No.108 
 Memberships:  Japan Securities Dealers Association, The Financial Futures Association of Japan  
  Japan Securities Investment Advisers Association 
  Type II Financial Instruments Firms Association 

 


