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Fuyao Glass (3606.HK)

Operational efficiency continued to improve
China | Auto & Parts | Company Update

Investment Summary

Benefiting from the devaluation of the RMB and an one-time investment income from
transferring asset, Fuyao Glass recorded brilliant result in 2018Q3. Excluding these effects,
the Company's pretax profit in the third quarter increased by about 3%. Gross margin
bottom out from 42% by 2018H to 44%. Unlike the slow-down domestic business, Fuyao's
overseas business recorded more than 20% growth ratio. With the further improvement of
productivity utilization and smoother man-machine running-in, it is expected that the U.S.
factory will become a new profit growth point. We upgrade to the "Buy" rating, with target
price to be HKS 31.15. (Closing price as at 6 November 2018)

50% growth of results in the first three quarters and 84% jump in the third quarter

In the first three quarters of 2018, Fuyao Glass recorded a revenue of RMB15.12 billion, a
year-on-year growth of 12.9%; a net profit for the year attributable to the shareholders of
the Company of RMB3.26 billion, a year-on-year growth of 52%; a profit for the year
attributable to the shareholders of the Company, net of non-recurring profit or loss of
RMB2.8 billion, a year-on-year growth of 35%; and the earnings per share of RMB1.3.
Among others, in the third quarter, the Company reported a revenue of RMB5.04 billion, a
year-on-year growth of 7.5%; a net profit for the year attributable to the shareholders of the
Company of RMB1.39 billion, a year-on-year growth of 84%.

Exchange earnings and one-time revenue boost of assets disposal

The Company's brilliant result mainly comes from: 1) Benefiting from the devaluation of the
RMB, the Company recorded an exchange earnings of RMB242 million in the third quarter
(this compares with a loss of RMB133 million in the same period last year); 2) during the
reporting period, the Company transferred 51% of Beijing Futong's equity, and recorded an
investment income of RMBO0.45 billion. Excluding these effects, the Company’s pretax profit
in the third quarter increased by about 3%.

Gross margin steadily increased, and operational efficiency continued to improve

Fuyao's gross margin was 42.68% in the first three quarters, a year-on-year decrease of 0.13
percentage point. The Company's gross margin in the third quarter was 44.14%, a year-on-
year growth of 1.64 ppts, and a quarter-on-quarter growth of 2.14 percentage points.
Among them, the devaluation of the RMB contributed about 1/2, 1/4 came from the
improvement of the operational efficiency of those projects in the U.S.A, and 1/4 from the
Company’'s internal industry chain integration and fine management that promote the
efficiency and reduce the cost. In addition, in the third quarter, the days of turnover for the
accounts receivable of the Company decreased by five days, and those for the inventory by
seven.

Domestic business is affected by the market, but still better than average

In the first three quarters, the income of Fuyao's domestic business only increased by 3.7%
year-on-year, while in the third quarter, the income from its domestic business declined by
3.15%. Apart from the influence brought by the selling of the Beijing factory, it was mainly
affected by the slowdown of the domestic automobile market as a whole. The income of the
overall industry declined by about 5.7% in the third quarter, and the Company's
performance was better than the average, as its market share and unit price have risen
against the trend. We believe that the main reason is that the Company has conducted more
export business than its counterparts, and the marketing activities have been
strengthened/the product structure has been optimized.
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52 - WK HI/LO (HKD): 35/21.8
SHARE HOLDING PATTERN, %

Sanyi Development Limited 15.57
Heren Charitable Foundation 11.56
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KEY FINANCIALS

CNY mn FY16 FY17 FY18E FY19E
Net Sales 16621 18716 20857 24163
Net Profit 3143 3148 4216 4486
EPS, CNY 125 125 168 179
P/E, x 17.8 166 131 123
BVPS, CNY 719 758 839 911
P/BV, x 31 27 26 24
DPS (CNY) 075 075 1.05 1.05
Div. Yield (%) 33% 3.6% 4.8% 4.8%

Source: Company reports, Phillip Securities Est.
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The internationalization is becoming increasingly apparent, and overseas revenue is
advancing rapidly

In the first three quarters, the Company's overseas revenue, as one of the
contributing forces to beat the market, increased by 22.9% year on year, faster than
the growth rate of the income from domestic business which is 3.7%. The U.S. factory
achieved a profit of USD32.1 million in the first three quarters, but it recorded a loss
in the same period last year. The capacity of the U.S. factory is 5.5 million sets, with
15% of development capacity being deducted. Actually, its capacity for normalized
production is 4.6 million sets. This year, the sales volume will reach 3.1 million sets.
Next year, the target is 3.9 million sets, a growth of 25%. There is still a big gap
between the profitability of the U.S. factory and that of domestic factories. With the
further improvement of productivity utilization and smoother man-machine running-
in, it is expected that the U.S. factory will become a new profit growth point.

On the other hand, excluding the factor of the exchange rate, the Company’s Russian
factory recorded a loss of more than RMB30 million in the last year. It is estimated
that the loss will be narrowed to about RMB10 million, because the factory began to
make profits in October. Russia’s auto industry is hitting the bottom from the
recession caused by U.S. sanctions As the Company's bridgehead for further
expansion into Europe, we predict that the Russian factory will operate better next
year compared with this year.

Investment Thesis

Overall, the improvement of overseas business marks the effect of the global strategy
of the Company for several years. At the same time, the steady leading position,
continuous optimization of the product structure and a high dividend rate provide a
greater margin of safety for the Company. We upgrade to the "Buy" rating, with
target price to be HKS 31.15, equivalent to 16.3/15.3x P/E for 2018/2019E.

Valuation trend
YTD 7Y 10Y Max
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Source: Bloomberg, Phillip Securities Hong Kong Research
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Fuyao's ROE trend
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Risks

Demand for automobiles keeps sluggish; cost of raw materials increases; RMB
appreciates

Catalyst
Success market development of overseas automobile market; rebound of domestic
demand for automobile; depreciation of RMB
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Financials

FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F
Valuation Ratios

P/E (X), ad]. 17.8 19.1 17.8 16.6 13.1 12.3
P/B (X) 45 32 31 2.7 2.6 24
Dividend Yield (%) 3.8% 3.6% 3.3% 3.6% 4.8% 4.8%
Per share data (RMB)

EPS, (Basic) 111 1.10 1.25 1.25 1.68 1.79
EPS, (Diluted) 111 1.04 1.25 1.25 1.68 1.79
DPS 0.75 0.75 0.75 0.75 1.05 1.05
BVPS 4.39 6.55 7.19 7.58 8.39 9.11
Growth & Margins (%)

Growth

Revenue 12.4% 5.0% 22.5% 12.6% 11.4% 15.9%
EBIT 11.2% 12.1% 23.6% -6.7% 41.5% 6.1%
Net Income, ad]. 15.8% 17.4% 20.7% 0.2% 33.9% 6.4%
Margins

Gross margin 41.5% 41.5% 42.0% 41.7% 42.3% 43.1%
EBIT margin 22.2% 23.7% 23.9% 19.8% 25.1% 23.0%
Net Profit Margin 17.2% 19.2% 18.9% 16.8% 20.2% 18.6%
Key Ratios

ROE 26.6% 20.6% 18.2% 17.0% 21.0% 20.4%

Income Statement (RMB mn)

Revenue 12928 13573 16621 18716 20857 24163
Gross profit 5363 5635 6973 7798 8831 10417
EBIT 2865 3213 3970 3705 5241 5562
Profit before tax 2638 3042 3919 3679 5183 5497
Tax 422 435 777 531 964 1006
Profit for the period 2217 2607 3142 3148 4219 4491
Minority interests 2 2 2 -1 3 5
Total capital share 2003 2509 2509 2509 2509 2509
Net profit 2219 2605 3143 3148 4216 4486
Source: PSR

(Financial figures as at 6 November 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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