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Inovance Technology (300124.CH)

2019 Q1 is Likely to Be a Low Point for Result

China | Automobile Components | Company Updates

Investment Summary

Revenue Grows Rapidly and Net Profits Increase Steadily in 2018

In 2018, Inovance Technology reported net profits of RMB1.167 billion attributable to
shareholders of the parent company, up 10.1% yoy, with EPS of RMBO0.70 and dividends per
share of RMBO0.2. The result is lower than our expectations, mainly because 1) domestic
macroeconomic downturn in the fourth quarter of last year affected downstream demand, 2)
new energy bus market in the reporting period is still affected by the policy adjustment. The
duration is longer than expected. However, by virtue of the Company’s competitive
advantages in many segments and the delivery of rail transit orders in the early stage, the
Company’s overall revenue still achieved rapid growth, with the annual revenue of
RMB5.874 billion, up by 23% yoy.

In terms of business, the revenue of the general segment reached RMB2.587 billion, up by
32% yoy. The elevator business reported revenue of RMB1.37 billion, up 22.34% vyoy.
Electro-hydraulic servo business reported revenue of RMB495 million, up 3% yoy. The new
energy vehicle business reported revenue of RMB841 million, down 8% yoy. Rail transit
revenue reached RMB212 million, up 112% yoy.

In 2018, the Company's overall gross margin was 41.81%, down by 3.31 ppts yoy, mainly
due to changes in the Company’'s product revenue structure and intensified industrial
competition in 2018: (1) the price reduction of Yutong bus, the main customer, led to a
decrease of 10.56 ppts in the gross margin of the new energy sector; (2) the sales structure
of elevator business has declined, the market competition of automation business has
intensified, and the gross margin has declined slightly.

The Company has a good cost control, and its period cost rate is 25.46% (saving 0.96 ppts
yoy), among which the proportion of research and development expenses is 12.12%
(reducing 0.28 ppts yoy), still maintaining a high level of research and development
expenditure. By the end of 2018, the Company has completed eight designated projects of
domestic auto companies. In 2019, with the gradual increase of designated models, the
electric motor control business of the Company’s passenger cars will start to enter a period
of high growth.

Q1 of 2019 is Likely to Be a Low Point for Result

In Q1 of 2019, the Company reported revenue of RMB1.10 billion, up 12.8% yoy, and net
profit of RMB129 million, down 34.3% yoy. 2019 Q1 results fell, mainly because: 1. The
decline in the revenue structure and increased competition in the industry reduced gross
margin by 4.13 ppts yoy. 2. The amount of VAT software rebate received was reduced,
resulting in a yoy decline of 46.77% in other income. 3. During the reporting period, the
increase of personnel and the implementation of equity incentive led to the increase of
expenses. 4. Exchange rate fluctuations led to increased investment losses in Qianhai Jingrui
Hehui Financial Services Co., LTD. However, operating cash flow improved in Q1, from the
outflow of RMB94 million to the inflow of RMB21 million in the same period of last year.

In terms of business, sales revenue of automation business reported RMB503 million, up by
5.2% yoy. The integrated elevator business reported sales revenue of RMB241 million, up
12.35% yoy. Electro-hydraulic servo business and Yishitong business reported revenue of
RMB106 million, down 14.59% yoy. Revenue from new energy vehicles reported RMB75
million, down 8.8% yoy. Rail transit business reported revenue of RMB83 million, up 655%
yoy. Industrial robot business reported revenue of RMB21 million, up 38.5% yoy.
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KEY FINANCIALS

CNY mn FY17 FY18 FY19E FY20E
Net Sales 4777 5874 7402 9441
Net Profit 1060 1167 1356 1683
EPS, CNY 064 070 081 1.01
P/E, x 36.0 327 282 227
BVPS, CNY 327 375 446 5.17
P/BV, x 70 61 51 44
DPS (CNY) 030 020 026 031
Div. Yield (%) 13% 0.9% 1.1% 14%

Source: Company reports, Phillip Securities Est.
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Acquisition of BST Opens up Overseas Markets

Recently, the Company announced that it planned to acquire 100% of BST by means
of cash and equity, with a total transaction amount of RMB2.487 billion,
corresponding to PS\PE\PB of 1.03, 10.57, 4.57 times. BST is a quality elevator parts
supplier mainly serving foreign customers. BST's man-machine interface interaction
system, wire and cable system, and other products are in a leading position among
international brands of elevator manufacturers. It has stable cooperative relations
with most of the world famous elevator manufacturers, including Otis, Kone,
thyssenkrupp, Schindler and Fujitec, and has entered the global supplier system of
some of them. Inovance Technology and BST are complementary to each other in
terms of customers and products, with obvious synergies. By opening up the overseas
market through BST, we will further expand the scale of overseas business and
expand business development space.

Investment Thesis

T By the end of 2018, the Company had accumulated RMB1.38 billion of orders in
hand, and the electric motor control business of passenger cars will gradually
improve in 2019. The industrial control industry is expected to gradually bottom out
and recover as PMI returns to above the 50-point line delineating growth from
contraction. By opening up overseas elevator market, and the Company's result in
2019 is expected to grow steadily.

As for valuation, we expected diluted EPS of the Company to RMB 0.81 and 1.01 of
2019/2020. And we accordingly gave the target price to RMB28.41, respectively
35/28x P/E for 2019/2020. "Buy" rating. (Closing price as at 23 May 2019)
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Revenue breakdown by segments

B AC driver B NEV core components
7000 r
O Servo system O Control system
6000 B Sensor O Others :
5000 r
—]
4000

3000 | . .

2000 r
1000 E ’ ‘
0 L | L L | L L | L L | L L | L L J

2012 2013 2014 2015 2016 2017 2018

Source: Company, Phillip Securities Hong Kong Research

Page | 2 | PHILLIPCAPITAL HONGKONG RESEAREH



p PhillipCapital

Financials

FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), ad]. 225 40.9 36.0 32.7 28.2 22.7
P/EBITDA 24.9 412 412 36.5 31.2 24.2
P/B (X) 45 8.1 7.0 6.1 5.1 4.4
Dividend Yield (%) 0.2% 1.2% 1.3% 0.9% 1.1% 1.4%

Per share data (RMB)

EPS, (Basic) 1.02 0.56 0.64 0.70 0.81 101
EPS, (Diluted) 1.02 0.56 0.64 0.70 0.81 101
DPS 0.05 0.28 0.30 0.20 0.26 0.31
BVPS 5.10 2.84 3.27 3.75 4.46 5.17
EBITDA/Share 0.92 0.56 0.56 0.63 0.74 0.95

Growth & Margins (%)

Growth

Revenue 23.5% 32.1% 30.5% 23.0% 26.0% 27.6%
EBIT 22.5% 22.3% -1.5% 9.9% 17.9% 30.9%
Net Income, adj. 21.4% 15.1% 13.8% 10.1% 16.2% 24.1%
Margins

Gross margin 47.5% 47.1% 44.2% 41.0% 41.3% 40.4%
EBIT margin 24.6% 22.8% 17.2% 15.4% 14.4% 14.8%
Net Profit Margin 29.2% 25.5% 22.2% 19.9% 18.3% 17.8%
Key Ratios

ROE 21.5% 21.2% 20.9% 20.0% 19.8% 21.0%

Income Statement (RMB mn)

Revenue 2771 3660 a777 5874 7402 9441
Gross profit 1316 1724 2109 2411 3055 3814
EBIT 681 833 821 902 1064 1393
Profit before tax 905 1044 1202 1284 1501 1863
Tax 71 64 111 75 98 121
Profit for the period 834 980 1091 1209 1403 1742
Minority interests 25 48 31 42 47 58
Total capital share 795 1660 1664 1664 1664 1664
Net profit 809 932 1060 1167 1356 1683
Source: PSR

(Financial figures as at 23 May 2019)
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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.
© 2019 Phillip Securities (Hong Kong) Limited
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