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Cowell e Holdings (1415.HK)

Low valuation has basically reflected multiple risks

Hong Kong | TMT| Company report

Steady Growth in 2015

The annual revenue of Cowell e (hereinafter referred to as the "Company") in 2015 was
USD980 million with a YoY increase of 10.6%, and net profit was USD60.7 million with a YoY
increase of 14.1%. The sales growth of flip-chip camera modules had driven the total module
shipments by an increase of 2% to 197.4 million pieces, and the sales price had also
increased due to structure upgrade. However, delivery of the Company's chip-on-board
(COB) modules to LG had declined.

In respect of profitability, the Company's gross profit margin had increased by 1.3
percentage points to 14%, which was mainly the result of the Company's effective
management of supplies (with supplies reduced) and productivity improvement.
Additionally, the asset-liability ratio had dropped by 25 percentage points to 36.9% through
listing and financing, while financial expenses had also decreased by USD1.5 million, making
further contribution to performance growth.

Recovered earning capabilities
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Orders of Apple Continue to Be the Main Driving Force in Growth

With advanced flip-chip packaging technology, strong R&D capability, and its high-quality
lens modules, the Company has been the only manufacturer supplying Apple with front lens
modules for each generation of iPhone/iPad since 2009 (with 50%/20% share of orders).
Decrease in the order share of iPhone front lenses is the short-term uncertainty facing the
Company, but the Company still has better capacity advantage over potential new suppliers
(Foxconn or ASE). In 2016, the Company will have the largest flip-chip front lens module
production capacity (with an increase of 35% to 20kk/m already in 2015), so we think the
market has worried too much about potential competitors.
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KEY FINANCIALS

USS$ mn FY14 FY15 FY16E FY17E
Net Sales 886 980 1096 1167
Net Profit 53 61 66 73
EPS, USS - 008 0.08 0.09
PER, x - 4.8 4.5 4.1
BVPS, USS 026 034 042 0.51
P/BV, x 1.4 1.0 0.8 0.7
ROE, % 320 254 20.8 1838
Debt/Equity (%) 162.9 584 66.7 66.7

Source: Company reports, Phillip Securities Est.
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It is worth noting that Apple currently contributes 82% of the Company’s revenues,
which is expected to maintain a steady growth in 2016. Apart from the increase of
sales price due to lens upgrade, the output of flip-chip camera modules is expected to
grow further. Delivery of CM of Apple’s iPhone SE began in April 2016. It is reported
that the market demand for the model has exceeded expectation, and Apple has
already increased its orders in the second quarter from 3.5 to 4 million units to over 5
million units, and the order in the third quarter will keep up to the same level. In
addition, Apple plans to launch new generations of iPhone and iPad in the second
half of the year or present substantial innovations. As it is normally the case that
shipments will be greatly increased following the introduction of Apple new products,
Cowell e is also expected to benefit therefrom.

The new-generation iPhone 7 will probably be installed with dual rear cameras. Since
Sharp’s financial problem may affect the stability of its supply, Apple may probably
introduce new suppliers of rear camera module. The Company, with experience of
advanced packaging technology and stable supply since 2009, has the hope to
become one of the suppliers of rear cameras to Apple in 2016. The average sales
price of rear camera is USD14, which is at least twice the average price of front
camera of USD6. Furthermore, the complex production process of rear camera
creates higher profit margin than front camera, which can positively impact on the
Company's profitability.

Diversification of Risks and Underestimation of Value

In addition to expanding and maintaining good working relationship with Apple, the
Company’s management intends to take the lead in expanding the Company's
product portfolio using its expertise in semiconductor industry, such as to develop
advanced infrared cut-off filters, and at the same time, develop diversified customer
base to reduce risks of excessive dependence on one single company. Besides, with
the Company’s steady growth and good capital structure, we believe that the
Company has basically reflected the multiple risks in its valuation which is fairly low.
We grant the company the target price of hk$3.7, equivalent to 6X EPS in 2016, with
the “Buy” rating initially. (Closing price as at 5 May 2016)
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Peer Comparison

Ticker Name PIE ROE (%) Dvd 12M YId (%)
1415 HK Equity |COWELL E HOLDINGS INC 4.8 254 -
1639 HK Equity |AKMINDUSTRIAL COLTD 15.6 78 -
2038 HK Equity [FIH MOBILE LTD 13.9 6.0 6.0
2018 HK Equity |AAC TECHNOLOGIES HOLDING 17.4 304 18
2382 HK Equity |SUNNY OPTICAL TECH 272 216 0.8
1478 HK Equity [Q TECHNOLOGY GROUP COLT] 13.9 28.1 30
005930 KS Equitf SAMSUNG ELECTRONICS CO L 10.0 10.0 16
066570 KS EquitjLG ELECTRONICS INC 95.6 0.8 0.7
Average 16.3 14.9 2.3

Source: Bloomberg, Phillip Securities (HK) Research
Risks

Market competition has increased.
Shipment of iPhone and iPad is lower than expected.
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Financials
FYE 2013 2014 2015 2016F 2017F
Valuation Ratios
Price Earnings - 4.8x 4.5x 4.1x
Price to Book - 1.4x 1.0x 0.8x 0.7x
Per share data(US$)
EPS Adjusted - 0.08 0.08 0.09
Book Value Per Share - 0.26 0.34 0.42 0.51
Growth& Margin
Revenue growth - 8.9% 10.6% 11.8% 6.5%
Gross Profit growth - 8.6% 22.1% 8.1% 7.3%
Net Profit growth - 26.8% 14.0% 9.4% 10.1%
Profitability Ratios
Gross Margin 12.7% 12.6% 14.0% 13.5% 13.6%
Net Profit Margin 6.2% 6.0% 6.2% 6.1% 6.3%
Key Ratios
Return on Assets 12.9% 11.8% 12.7% 12.8% 11.3%
Return on Equity 44.4% 32.0% 25.4% 20.8% 18.8%
Effective Tax Rate 21.3% 21.2% 21.2% 21.2% 21.2%
Liability ratio 65.1% 62.0% 36.9% 40.0% 40.0%
Income Statement(US$: mn)
Revenue 814 886 980 1,096 1,167
- Cost of Goods Sold 711 774 843 948 1,008
Gross Income 103 112 137 148 159
- Selling, General & Admin Exper 34 44 57 66 70
Operating Income 69 70 82 84 91
- Interest Expense 5 3 2 1 1
Pretax Income 64 68 77 84 93
- Income Tax Expense 14 14 16 18 20
Net Profit 50 53 61 66 73

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 5 May 2016)
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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 +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-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.
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