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Minth Group (425.HK)

Pioneer in Domestic Automobile Interior and Exterior Parts

China | Automobile parts | Company Initiation

Company Profile

MINTH Group Limited is China's leading supplier in design, manufacturing and sales of trim
strips, decorative parts, body structural parts and other automotive components and parts.
The revenue from its three major products accounts for 34%, 32% and 21.5% of total
revenue, and core products take up more than 30% market share.

Its strong capability of R&D, cost control and quality control have greatly propped up and
sustained business development. MINTH's R&D centers are located in China, Germany,
North America and Japan, with thousands of R&D personnel. In recent years, R&D expenses
have maintained an over 4% proportion of total expenditure. The company has the
capability of synchronous design and development with OEMs, and has been an industry
leader.

More than 30 manufacturing plants attached to OEMs have been built across China’s Jiaxing,
Ningbo, Guangzhou, Wuhan, Tianjin, Changchun and other cities, and manufacturing bases
also scatter across foreign countries, including the United States, Mexico, Thailand and
Germany, ensuring flexibility of manufacturing and lowering transport costs. On the other
hand, the company’s entry into automobile interior and exterior parts as early as 1993 has
secured benefit from China’s automobile industry boom. Its net profit margin and revenue
CAGR between 2006 and 2015 stood up to 19% and 26%, respectively.

Customer and Regional Structure More Balanced, Gross Margin Gradually Stabilizes

The company’s large customer base covers almost all joint-venture OEMs in China, among
which the Japanese-car customers make up the largest proportion of 39%. In recent years,
with active exploitation of customers of other car series, the proportion of European cars,
American cars and self-owned cars has gradually increased to 17.3%, 32.5% and 7.5%,
respectively.

The company owns a global production, R&D and sales network and a rapidly growing
overseas business with the globalization of auto parts and components procurement.
Currently, the revenue from overseas market accounts for more than 40% of total revenue,
of which North America 25.6%, Europe 8.7% and the Asia-Pacific region 6.4%. The company
aims for becoming a giant in global auto parts and components with the intended revenue
from overseas business comprising 50% of total revenue to RMB10 billion by 2020.

Though gross margin fell from 40% to 31% year by year due to appreciation of RMB, OEM
price drop and labor-cost increase, the profitability has proved to be robust with gross
margin higher than the industry high level of 30% and a net profit margin of 17%. Beginning
from H2 2015, gross margin has resumed to 34% thanks to sales-structure optimization and
capacity-utilization improvement after the Wuhan plant’s reaching target output. We expect
the pick-up trend to maintain as projects geared to BMW, Audi and other high-end
customers proceed.
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KEY FINANCIALS

CNY mn FY15 FY16 FY17E FY18E
Net Sales 7654 9400 11506 13389
Net Profit 1272 1719 2121 2454
EPS, CNY 115 154 187 2.16
P/E, x 216 172 143 124
BVPS, CNY 827 9.47 1099 12.68
P/BV, x 30 28 24 21
DPS (CNY) 055 060 074 0.86
Div. Yield (%) 1.8% 2.0% 2.5% 2.9%

Source: Company reports, Phillip Securities Est.
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Key margin trend
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Strategic Layout of Four New Businesses Expected to Boost New Growth

MINTH's aims its enterprise strategy at becoming a giant in the global auto parts and
components, and has actively developed the strategic products which sustain long-
term growth, including four major businesses in body lightening (aluminum products),
automotive intelligent electronics (vehicle cameras), motor and new energy
automobile. In terms of light-weight products, the company has already been a core
global supplier of BMW's aluminum strips and entered Audi's and Daimler’s global
procurement system, with anticipated CAGR exceeding 50%.

In terms of intelligent drive, it entered vehicle-camera sector in 2015 by acquisition of
SPTek, an automotive electronics company in Taiwan for a 51% stake, formed a 60/40
JV with Japanese Fujitsu in 2016, and ran its Chunxiao camera plant in 2016, which is
likely to be a new profit growth point if certification goes well.

Regarding high-performance electric drive system and new energy automobile, it
formed a JV with the American Clean Wave in 2016 to produce advanced electric
drive systems for new energy cars. Also, the subsidiary MINAN has recently obtained
the qualification for making electric passenger vehicles. The company’s layout in key
sectors of new energy cars will lay a foundation for sustained growth in future results.

Investment Thesis

In summary, the existing businesses indicate a robust growth momentum, while great
potential boom lies before the new ones. We believe that it is reasonable to give the
company a valuation of 16.6x/14.3x P/E in 2017/2018, equivalent to target price of
HKS 34.45 and Accumulate rating. (Closing price as at 22 Mar 2017)

Peer Comparison

Ticker Name M BIEA & EP/E T EP/B ROE
Market Cap Revenue 2016E 2017E
600480 CH 3z 7 iy 7720 7202 36 30 2.2 6.20%
425 HK fiirsz 4 4 29789 24623 17 14 2.8 17.30%
002662 CH 5T @i i1 14258 3595 22 17 3 15.20%

Source: Wind, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY12 FY13 FY14 FY15 FY16 FY17F FY18F
Valuation Ratios

P/E (X), adj. 30.6 26.1 23.0 21.6 17.2 14.3 124

P/B (X) 3.8 34 3.1 3.0 2.8 24 2.1

Dividend Yield (%) 1.3% 1.5% 1.7% 1.8% 2.0% 2.5% 2.9%
Per share data (RMB)

EPS, (Basic) 0.78 0.89 1.02 1.15 1.54 1.87 2.16

EPS, (Diluted) 0.78 0.89 1.01 1.14 152 1.87 2.16

DPS(HKD) 0.39 0.45 0.52 0.55 0.60 0.74 0.86

BVPS 6.27 6.82 7.52 8.27 9.47 10.99 12.68

Growth & Margins (%)

Growth

Revenue 5.8% 27.3% 21.3% 14.5% 22.8% 22.4% 16.4%
EBIT 6.0% 20.2% 10.3% 15.4% 33.1% 22.3% 15.3%
Net Income, adj. 0.8% 15.3% 15.2% 13.9% 35.2% 23.4% 15.7%
Margins

Gross margin 33.1% 33.0% 31.2% 31.7% 34.6% 35.1% 35.2%
EBIT margin 24.7% 23.4% 21.2% 21.4% 23.2% 23.2% 23.0%
Net Profit Margin 19.4% 17.6% 16.7% 16.6% 18.3% 18.4% 18.3%
Key Ratios

ROE 13.1% 13.7% 14.2% 14.6% 17.3% 18.3% 18.3%

Income Statement (RMB mn)

Revenue 4330 5510 6684 7654 9400 11506 13389
Gross profit 1434 1818 2085 2428 3250 4036 4709
EBIT 1071 1287 1420 1639 2181 2668 3076
Profit before tax 1044 1224 1355 1569 2119 2603 3009
Tax 148 196 203 249 339 414 478
Profit for the period 896 1028 1152 1320 1779 2189 2530
Minority interests 55 58 35 48 60 68 76
Total capital share 1081 1094 1102 1112 1119.6 1119.6 1119.6
Net profit 841 970 1117 1272 1719 2121 2454
Source: PSR

(Financial figures as at 22 March 2017)
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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.
© 2017 Phillip Securities (Hong Kong) Limited
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