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Huayu Auto (600741.CH)

Continue to Promote Product Upgrading and Emerging
Business Development Following the “3+2+1” Strategy

China | Automobile parts| Company Update

Investment Summary

HASCO is the pioneer of China’s auto component industry. The company will continue grow
its core businesses through a combination of outward expansion and organic growth, so that
it can foster transformation and upgrade of these business lines to support sustainable
growth. We believe that to attract customers, auto manufacturers will tend to apply more
high-end and high-technology auto parts and components in their automobiles. This trend
will certainly benefit top-tier auto parts manufacturers such as HASCO. We reaffirm "Buy"
rating.

Earning Increased by Nearly 50% in H1 and Acquisition of Huayu Vision Improved Result
Huayu Automotive's revenue increased by 19.35% to RMB81.627 billion in the first half. The
total net profit attributable to the parent was RMB4.774 billion, increasing by 47.67% yoy,
equivalent to EPS RMB1.51. The result significantly exceeded market expectations and this
was mainly due to the acquisition of Shanghai Koito Automotive Lamp Co., Ltd.(now named
Huayu Vision), meanwhile one-time premium investment gains of RMB920 million were
recognized. Excluding that, net profit was RMB3.34 billion, up about 8.5% yoy. Besides, the
excellent performance of its major customers, SAIC Motor companies also contributed to
the outstanding result of the company.

Main Business Maintained Steady Growth

During the period, the company’s main business maintained a rapid growth, up 19.8% yoy.
With regard to business segments, traditional main business such as interior and exterior
trims and functional parts maintained steady growth, and emerging business such as
automobile electronics soared. Interior and exterior trims revenue was RMB51.637
billion(+16.2%), functional assembly revenue was RMB17.073 billion (+18%), metal moulding
revenue was RMB5.737 billion (+71.4%), electronic and electric parts revenue was
RMB2.766 billion (+32.7%) and hot working processing revenue was RMB482 million (-3.3%).
Among major joint ventures, Yanfeng Visteon Automotive Trim Systems Co., Ltd reported
revenue of RMB49.72 billion (+5.3%), Shanghai Huizhong reported revenue of RMB10.68
billion (+23.5%) and Huayu Vision reported revenue of RMB7.74 billion. With regard to
regions, domestic business revenue surged up 27%, while overseas operations fell 2.8% as
the U.S. market underperformed.

Costs Rose to Some Extent

As raw material prices rose in the first half of the year, gross margin of the main business
dropped 0.73 percentage point to 13.35%.Due to the impact of the acquisition of Huayu
Vision and logistics cost increase, the sales cost increased by 39% or RMB324 million yoy. At
the same time, the R&D expenses also increased by 58% to RMB1.7 billion yoy for the
acquisition and the company’s increased investment in R&D.While the weighted average
ROE increased by 2.85 percentage points to 11.07% as management efficiency remained
outstanding.
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Continue to Promote Product Upgrading and Emerging Business Development
Following the “3+2+1” Strategy

Backed by strong SAIC, Huayu Automobile has obvious competitive advantage in
respect of customers/R&D/network layout/capital etc. The company also actively
grasps the trend of electric vehicle, network connection, intelligence and sharing of
the automotive industry. According to “3+2+1” strategy (i.e., 3 professional sectors of
intelligence and interconnection, electric system, lightweight, 2 integrated platforms
for interior and exterior trims and chassis, and 1 investment and financing platform
for international and domestic synergies), the company will further develop.In
addition to the steady growth of the traditional business, the company has a
promising future in the field of new energy electric drive, intelligent driving ADAS and
intelligent headlights. The company’s joint venture company, Huayu Magna, whose
new energy vehicle electric drive system has obtained SAIC-Volkswagen, FAW-
Volkswagen MEB platform designated letter of intent. The company has produced
24GHz backward millimetre wave radar and conducted the marketing, completed
77GHz angle radar sample making, and 77GHz forward millimetre wave radar
products are under R&D. Investment in R&D of intelligent headlights continues to
increase. The integrated effect of Huayu Vision is expected to be further developed.

Investment Thesis

As analyzed above, we revised EPS expectation of the Company to RMB 2.47 and 2.59
of 2018/2019. And we accordingly gave the target price to 26, respectively 10.5/10x
P/E for 2018/2019. "Buy" rating. (Closing price as at 8 Oct 2018)

Forward P/E P/B trend

2.604600741 CH Equity
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Source: Bloomberg, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY15 FY16 FY17 FY18F FY19F
Valuation Ratios

P/E (X), adj. 11.6 11.0 10.2 8.6 8.2
P/B (X) 2.0 1.8 1.6 1.4 1.3
Dividend payout ratio(%) 44.4% 51.9% 50.5% 50.3% 50.1%
Dividend Yield (%) 3.8% 4.7% 5.0% 5.9% 6.1%

Per share data (RMB)

EPS, (Basic) 1.82 1.93 2.08 247 2.59
EPS, (Diluted) 1.82 1.93 2.08 2.47 2.59
DPS 0.81 1.00 1.05 1.24 1.30
BVPS 10.68 12.08 13.09 14.65 16.12

Growth & Margins (%)

Growth

Revenue 43.0% 17.8% 13.0% 15.6% 10.0%
EBIT 12.0% 28.6% 2.0% 2.4% 17.5%
Net Income, ad;. 17.4% 16.1% 7.9% 18.6% 5.1%
Margins

Gross margin 13.8% 14.7% 14.5% 13.9% 14.1%
EBIT margin 4.4% 4.8% 4.3% 3.8% 4.1%
Net Profit Margin 5.0% 4.9% 4.7% 4.8% 4.6%
Key Ratios

ROE 18.4% 16.9% 16.5% 17.8% 16.9%

Income Statement (RMB mn)

Revenue 105499 124296 140487 162381 178653
Gross profit 14507 18221 20327 22538 25172
EBIT 4641 5968 6089 6235 7325
Profit before tax 8336 9861 10492 12017 12686
Tax 950 1278 1361 1523 1609
Profit for the period 7385 8582 9131 10495 11077
Minority interests 2153 2507 2577 2720 2902
Total capital share 2869 3153 3153 3153 3153
Net profit 5233 6076 6554 7775 8175
Source: PSR

(Financial figures as at 8 October 2018)
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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.
© 2018 Phillip Securities (Hong Kong) Limited
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