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Minth Group (425.HK)

Short-term challenges exist but long-term competitiveness
is reinforced

China | Automobile parts | Company Updates

Investment Summary

Minth's 2018H result slightly lower than forecast, but the increasing trend of the topline and
core profit is still to continued. In the near future, Minth's production structure are expected
to continue improving, triggered by increased investment on technology upgrades and
product optimization We maintain the opinion that Minth's existing businesses indicate a
robust growth momentum, while great potential boom lies before the new ones, on the
base of more input on R&D etc. We gave target price of HKS 33.1 and Buy rating. (Closing
price as at 13 November 2018)

One-time factor resulted in lower-than-expected results, core net profit up by 10%

During the 2018 H1, Minth Group reported total revenue of RMB5.99 billion, up 14% yoy,
and net profit of RMB980 million, down 6% yoy. The lower-than-expected results were due
to 23 million administrative expenses resulting from the sale of stock options this year,
compared with the previous year when net profit was boosted by investment income
totaling RMB152 million from employee welfare properties and the sale of Minth
subsidiaries. If this effect is taken out, the net profit from core business grew by about 10%.

Domestic market outperformed the overseas market on growth prospects

Specifically, the domestic business grew rapidly, reporting a revenue of approximately
RMB2.68 billion and achieving a growth of approximately 17.5%, owing to the sales growth
of Japanese and Chinese brands in the domestic Chinese market. The overseas market
recorded a turnover of approximately RMB2.31 billion and a yoy growth of around 8.4%,
benefiting from the growing businesses with European clients including Daimler and
Volkswagen. Compared with the same period of last year, the growth rate of overseas
business was dragged down by the lower-than-expected capacity utilization rate of North
American factories. In an attempt to improve production efficiency, the Company moved the
well-developed domestic equipment to overseas factories, and commissioned as well
seasoned domestic factory management personnel to assist in the management of the
Mexican factory. The management expects that the negative impact of overseas factories on
the Company's gross margin will be confined since 2018.

Gross margin remained stable

During the reporting period, the overall gross margin remained approximately at 33.4%,
down around 0.4 percentage point from the 33.8% for last year, mainly due to price cuts of
old products, rising prices of raw materials, and unfavorable exchange rates. Hence, the
Company implemented lean production and optimized the production layout to improve
production and management efficiency, vigorously adjusted the product mix, and improved

gross margin of Mexican factories, so as to maintain the overall gross margin at a stable level.

Having maintained the gross margin guidance of 33-35% for the fiscal year, the Company
takes confidence in the 2019 gross margin, which will be supported by the efficiency
improvement and digital transformation of overseas factories.

The new pipeline rolled out successfully bringing sufficient backlogs

The Company has attached great importance to R&D investments and technological
innovation with the R&D expenditure increased by 0.3 percentage point to 4.3%; in the light
of strategies on light emission, intelligence and electrification, the Company achieved
excellent results in the business development of new products.
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In the development of light emission products, the Company has successively
obtained purchase orders for its aluminum battery box/aluminum door frame
products/electric rear compartment cover; in the development of intelligent products,
the Company acquired orders in such new businesses as car camera/ACC labels,
which has empowered its further expansion into intelligence products. Product
development has accumulated more momentum. By the end of 2017, the Company
has received purchase orders totaling a value of RMB92.2 billion, with a total order
amount of RMB3 billion in 2018H1. Up to now, the annualized value of new orders
reached 5.5 billion, making it very likely for the Company to accomplish its annual
sales target.

Short-term challenges exist but long-term competitiveness is reinforced

The China-U.S. trade frictions have led the market to worry that the Company's
export business would be slowing down. At present, the exportation to the United
States accounts for about 7% of the total revenue and is mostly generated through
FOB model, which means that the increased tariff in the short run is transferred to
clients. In response to potential risks associated with growing tariffs, the Company is
also considering expansion plans for North American and Thai plants. We believe that
the Company will retain its competitive strength in the long run and grow
exponentially in its future new businesses owing to its beforehand strategic layout.

Valuation

The Company has a solid financial condition, with near 4.5 billion cash in hand.
Besides, its operating net cash flow has increased to 1.05 billion. It is believed that
the high dividend payout ratio will maintain. We believe that it is reasonable to give
the company a valuation of 16.5x/12x P/E in 2018/2019, equivalent to target price of
HKS 33.1 and Buy rating.

Forward valuation trend
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Peer Comparison

Ticker Name Makcap- ROE-2017 | GP-2017 | PE(TTM) | PB(LF)
mil USD
0425.HK Minth 3721 17.4 34.6 12.7 2.0
600480.SH | Lingyun 567 9.1 18.1 21.7 1.0
002662.SZ | Beijing WKW 890 6.4 27.6 7 1.2
002048.SZ | NBHX 1025 12.3 20.7 10.5 0.9
6830.HK Huazhong 283 18.4 29.2 12 2.1
Invehicle

Source: Wind, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F
Valuation Ratios

P/E (X), adj. 20.4 19.2 15.3 12.3 13.2 9.6

P/B (X) 2.8 2.7 25 21 2.0 16

Dividend Yield (%) 2.0% 2.1% 2.6% 3.2% 3.0% 3.6%
Per share data (RMB)

EPS, (Basic) 1.02 1.15 1.54 1.78 1.78 2.18

EPS, (Diluted) 1.01 1.14 1.52 1.76 1.77 217

DPS(HKD) 0.52 0.55 0.68 0.85 0.78 0.96

BVPS 7.52 8.27 9.47 10.66 11.65 13.20

Growth & Margins (%)

Growth

Revenue 21.3% 14.5% 22.8% 21.1% 14.3% 16.9%
EBIT 10.3% 154%  33.1% 18.4% 0.7% 22.3%
Net Income, adj. 15.2% 13.9%  352% 17.8% 0.8% 22.3%
Margins

Gross margin 31.2% 31.7%  34.6% 33.8% 33.9% 34.3%
EBIT margin 21.2% 21.4% 23.2% 22.7% 20.0% 20.9%
Net Profit Margin 16.7% 16.6% 18.3% 17.8% 15.7% 16.4%
Key Ratios

ROE 14.2% 14.6% 17.3% 17.7% 16.0% 17.6%

Income Statement (RMB mn)

Revenue 6684 7654 9400 11385 13007 15203
Gross profit 2085 2428 3250 3850 4409 5218
EBIT 1420 1639 2181 2583 2600 3179
Profit before tax 1355 1569 2119 2488 2473 3040
Tax 203 249 339 396 371 465
Profit for the period 1152 1320 1779 2092 2102 2575
Minority interests 35 48 60 67 62 79
Total capital share 1102 1112 1120 1137 1144 1144
Net profit 1117 1272 1719 2025 2040 2496
Source: PSR

(Financial figures as at 13 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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