29 August 2014

Tongda Group (0698.HK) Y!:frl""p.cfmta'
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Rating:
Maintain at Buy
« The sales revenue and net profit of Tongda Growpréachedibout 2.1 billiol Target Price HKD} 137
HKD (similarly hereinafter) and 167 million in 1Hl#espectivelyincreasing b Forecast Dividerd (RIVE) 0.04
24.3% and 28.3% yearly which mainly benefits frohe toverexpectatio =~~~
Closing Price (HD) 107

Investment Action
The factors such as the slowing down of smartpag@wth, etc. make the compi

performance of nophone revenue and the promotion of profitabilitheTgros
profit margin rises to 23.0% from 21% compared vitie same @riod of las Patentid Upside
year, and gross profit increases by 35.6% to 48#omi Overall speaking,

maintains a steady growth. Corpany Dieser ption
The growth of cellphone casirfgusiness slowed down in the first half of y Tongda Group mainly produss csings applied to handsets, notabook
But in the next half of year, China Telecom andr@hincom will accelerate tt computer, and elecrical appliances induding refigemmrs and air
4G construction and will provide pemmercial services in 16 cities, and n conditionsrs. The ampany plans to antinue to ingsase input in
alternative terminals and the 4G tariff which ispbful to go down again m cellphone business, andLLG antenna techni que will beame main govth
stimulate the shipment of 4G cellphones. The maskeires of Tongda's na™*"tien.

clients such as Huawei, Lenovo, Xiaorand Coolpad are further riSiIConmn,'DEta

31.8%

Meanwhile, the newly built plants in Xiamen aregioted to go into operation gy rap (o m sar
September, the number of CNfiachines will increase from 200 in 2013 10 gyupyiservabe o mi 57
at the end of this year, and the company's cellphoasingbusiness Will b g yyearange; i G- 7
improved both in production capacity and produaicttire. Clasing Price nS2wiess range #:I
The data of July shows that the selling of housthagpliances in inland

persistently improved. In addition, China may launsubsidy progims t e BRI
encourage the wider use of enegfficient household appliances, together ' 5. - 13m0

the successive withdrawal of home-purchase reisinigiolicies. The househo
appliance industry is hopeful to continue the trehdecovery, and the compe 124
will also benefit from this.

The company begins to disperse the business iet@bduction of automob %1
parts. The auto industry is holding a steady growatid the annual output of
million cars shows that the market witnesses adpraspect. In addition,u& 0
parts also enjoy good profitability, so we preditat auto parts are hopeful .
become the new growth impetus of the company imtbdium term.

a0 T

perform poorly. But in the next half of year, both lpblone shell and househ

appliance business will face the possibility of moyement. In the meantime, * sjor sharshaders

promotion expectation of product structure willllsfupport the improvement 1wangyanan Farfc
profitability.

Although the company's scale of operation is natipgzed with any advantage nc

its ability of sustainable growth is rare in themgaindustry. Based on more optimi yxuetion veted
prospect in the second half of year, we give thegany the valuation level of ge

times earnings per share corresponding to 2014 ttendarget price of 1.3AKD,

with the rating of "Buy ". Fessandh Depart mert
Key Financial Summary researhiFhilip coencn
FYE 12/12 12/13 12/14F 12/15F 521 5162800110
Turnover (HKD mn) 3,408 3,627 4,705 5,957 —

Net Profit, adj. (HKD mn) 300 360 472 620

EPS, adj. (HKD) 0.06 0.08 0.09 0.11

P/E (X) 16.9 14.5 11.8 9.5

BVPS (HKD) 0.44 0.53 0.58 0.66

P/B (X) 2.40 2.10 1.90 1.60

DPS (HKD) 0.02 0.03 0.04 0.04

Div. Yield 1.9% 2.3% 3.2% 3.7%

Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
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Solid growth in 1H14

The interim report of 2014 show that the sales maeeand net profit of Tongda
Group has reached about 2.1 billion HKD (simildnbreinafter) and 167 million in
1H14, respectively increasing by 24.3% and 28.3%rlyewhich mainly benefits

from the over-expectation performance of non-ph@avenue and the promotion of
profitability. The gross profit margin rises to 2% from 21% compared with the
same period of last year, and gross profit increage35.6% to 482 million. Overall
speaking, it maintains a steady growth.

Figure 1. Tongda keeps on steady growth

Net Profit

Revenue

120%

100%

80% A\

// \\

o R e

20% - .

0“/: / / ‘ ; ; : ; |
0% 200 2008 / 2009 2010 2011 2012 2013 1H14
-40%

0% N

-80%

Source: Company reports; PSR

According to category, although benefiting from t@ing the certified supplier of
Xiaomi and Coolpad and the increased market shademestic cellphone brands,
the slowing down of smartphones' growth makes tineotver growth of cellphone
casing business accounting for half of its reveslosv down to 16.4%, reaching
about 960 million. But the performance of otheribasses exceeds the expectation,
for example: the selling of electrical appliancesibass increases by 19.9% from
270 million to 324 million compared with the sameripd of last year; in the aspect
of laptop, though the client Sony VAIO is lost, kéting from the order growth of
HP, Lenovo and NEC, and the income increases b§%28o 287 million; while
ironware component department benefits from thesie of the demand for high-
end household electrical appliances IML decorasioall, and the revenue increases
by 39.8% from 224 million to 314 million; the rewen of communication
equipment department also increases by 47.0% fré8nndillion to 218 million on
year-on-year basis; and the demand for SATV receara plastic STB shell
increases under the World Cup effect.

The company's profitability continues to increabe, gross profit margin increases
from 21.0% to 23.0% on year-on-year basis, while tiperating profit margin
increases from 11.2% to 12.9%, among which the aijpey profit margin of
electrical accessories increases from 12% to 14ab#bthe operating profit margin
of communication equipment vastly increases frob¥bto 11.5%.

Figure 2. Improved earning capabilities
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The growth of smartphonein 2H14 may speed up

Although the growth of phone shell business slodedn in the first half of year,
we expect that it will speed up in the second bélfear. The 4G business of China
Mobile is on the trend of steady increasing, are flamber of clients in the first
half of year was only about 13.94 million, but thenthly growth of July increased
by over 10% to 6.5 million. Looking into 2H14, Chifelecom and China Unicom
will accelerate the 4G construction and will pravigre-commercial service in 16
cities, more alternative terminals and the 4G ftahit is hopeful to decrease again
may stimulate the shipment of 4G cellphones. Meadlewthe market shares of its
major clients such as Huawei, Lenovo, Xiaomi andl@ad are further rising,
which planned the annual growth of 50% to 220% eetpely, and completed the

annual target of 43% to 65% in the first half o&ye
Figure 3. Aggressive targets of smartphone vendors in 2014 (m units)
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In addition, the company has also built new plantXiamen, and the plants are
expected to go into operation in September. Whabigh mentioning, the company
is vastly investing in metal shell production capadhe number of CNC machines
will increase from 200 in 2013 to 500 at the endto$ year, and the metal shell
enjoy more attractive selling price and profitalilin general. Therefore, the
cellphone shell business of the company will be rompd both in production

capacity and product structure.

Electric appliance shell businessis hopeful to recover

After the global financial crisis in 2008, Chinashi@aunched a series of household
appliance subsidy programs, and the stimulatiorcpalf 4 trillion yuan made the
demand for household appliances released in advarfve related business of
Tongda realized the fast growth of 176% and 359009 and 2010 respectively,
but the income of household appliance shell coetinto decrease in the past two
years because of the withdrawal of relative subpimlicies.

In 1H14, although domestic real estate market becainggish, the electric
appliance shell business of Tongda vastly increéise®0%, and the latest data of
July shows that the selling of household appliancéasland continues to improve.
What is worth mentioning, China may launch subgidggrams to encourage the
wider use of energy-efficient household appliancasd household appliance
industry is hopeful to continue the trend of reagyeand the company will also

benefit from it.
Figure 4. China's appliances sales has graduallyr  ecovered (YoY% in value)
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Auto parts may become the new driving force

In the past 10 years, it was the diversified bussrstructure of cellphones, laptops
and electric appliances that ensured the solid tirefthe company. However, the
company starts to disperse the business into thauption of auto parts this year,
and produces decoration parts for a Sino-US jaitdraobile brand set up in
Shanghai from the beginning of this year. We thihd¢ this action aims to relieve
the downturn of laptops and other businesses. Titweiadustry is always on the
trend of steady growth, and the annual productfid@Oanmillion cars shows that the
market witnesses broad prospect. In addition, patts also provide good
profitability, and the gross profit margin of 0\@0% far exceeds the current level
of about 20% of the company. Therefore, we exgetthe auto parts are hopeful
to become the new growth impetus of the company.

Figure 5. Revenues by segments
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Figure 6. Global vehicle production has presented s teady growth
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Catalyst
New plants are put into operation;
To win more smartphone vendors.

Risks
Price pressure by intensified competition of sntaste vendors;
New plants are not put into operation as expected.

PhillipCapital
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Phillip Securities (Hong Kong) Ltd
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Periodicity: \| 2011 2012 2013/ 2014F| 2015F
Valuation Ratios
Price Earnings 20.0x 16.9x 14.5x 11.8x 9.5x
Price to Book 2.7x 2.4x 2.1x 1.9x 1.6x
Dividend Yield 1.6% 1.9% 2.3% 3.2% 3.7%
Per share data(HK$)
EPS Adjusted 0.054 0.064 0.075 0.092 0.113
Book Value Per Share 0.397 0.441 0.525 0.582 0.660
Dividends Per Share 0.017 0.020 0.025 0.035 0.040
Growth & Margin
Revenue growth 34.02% 8.29% 6.42% 29.71% 26.62%
Gross profit growth 48.52% 20.70% 9.22% 35.59% 28.82%
Net profit growth 24.57% 19.85% 20.00% 31.11% 31.36%
Gross Margin 19.2% 21.4% 22.0% 23.0% 23.4%
Operating Margin 11.5% 13.1% 12.9% 14.1% 14.5%
Net Profit Margin 8.0% 8.8% 9.9% 10.0% 10.4%
Dividend Payout Ratio % 31.8% 31.8% 33.5% 38.2% 35.2%
Key ratios
Return on Assets 7.4% 7.6% 8.1% 8.8% 9.7%
Return on Equity 14.4% 15.2% 15.2% 15.4% 16.4%
Liability ratio 48.77% 47.84% 45.27% 41.14% 40.00%
Effective Tax Rate 23.0% 16.8% 11.1% 13.0% 13.0%
Income Statement(HKS$: mn)
Revenue 3,147 3,408 3,627 4,705 5,957
- Cost of Goods Sold 2,542 2,677 2,829 3,622 4,563
Gross Income 605 731 798 1,082 1,394
- Selling, General & Admin Expenses 254 295 357 447 566
Operating Income 361 448 468 665 865
- Interest Expense 53 49 52 55 62
Pretax Income 337 401 415 600 793
- Income Tax Expense 77 67 46 78 103
Income Before XO Items 260 334 369 522 690
- Minority Interests 9 34 9 50 70
Net Profit 250 300 360 472 620
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5
REIMERS

We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final

recommendation

,,,,,,, PhillipCapital
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2014 Phillip Securities (Hong Kong) Limited
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