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Tuopu Group (601689.CH)

Domestic NVH Leader start a new round of growth
China | Automobile part | Company Initiation

Company profile

Product introduction

The main business of Tuopu Group includes the R&D and manufacturing of auto parts such
as power chassis system, trim system, and intelligent driving control system. At present, the
Company has developed four product lines covering NVH (vibration and noise reduction),
sound insulation, lightweight chassis and automotive electronics, with over 5,000 products
in total.

Shareholding structure

Mr. Wu Jianshu, the actual controller and the founder, holds 0.68% of the Company's shares
in a direct way, and 478.4 million, or 65.75%, of the Company's shares through Maike
International Holdings (Hong Kong) Co., Ltd., totalling 66.43%. Among other shareholders,
National Social Security Fund (NSSF) 113 Portfolio holds 1.84%, NSSF 418 Portfolio holds
1.28%, Basic Pension Fund (BPF) 802 Portfolio holds 0.65%, and Lugutong holds 1.05%.

Milestones

Founded in Ningbo, Zhejiang Province in 1983, the 30-year Tuopu Group started its business
in the auto parts industry in the field of NVH (vibration and noise reduction) (rubber shock
absorber and sound insulation products). In 2015, it was listed at Shanghai Stock Exchange
by launching the initial public offering, and in 2017, the Company entered the field of auto
lightweight chassis (aluminum alloy control arms, steering knuckles, and deputy frames) in a
speedy manner through merger and acquisition, as well as the field of automotive
electronics (electronic vacuum pumps and intelligent brake boosters) with the support of
private placement capital raising.

Industry position/Competitive edge

1) The Company is an industry leader in the field of automotive NVH that is capable of
synchronous design with the original equipment manufacturer (¢ Complete NVH solutions e
Finished vehicle tests and analysis ¢ Product design that meets vibration and noise
requirements of finished vehicles). The Company’s sales volume and market share of rubber
shock absorbers and sound insulation products rank the first in China, and it owns R&D
centers that support global projects and test centres with leading technologies.

2) In terms of auto chassis business, the Company one of the few manufacturers worldwide
that master the core technologies for high-strength steel and light alloy. In recent years, the
Company has developed a large number of products and put them on the market. It is
expected that, in the near future, the lightweight chassis project will be the foremost engine
that drives the Company towards constant rapid growth.

3) The Company’s strength also lies in its high-quality and stable customer resource. With its
leading R&D technologies, manufacturing techniques, quality management and global
supply capacity, Tuopu Group has established sound technical cooperation with world-
famous automobile manufacturers, and has become the global supplier of Audi, BMW,
Chrysler, GM, Ford, Mercedes-Benz, Porsche, and Volkswagen, as well as the supporting
supplier of Faurecia, Valeo, Benteler and other well-known integration suppliers. In 2015
and 2016, the Company announced successively that it had obtained orders of RMB2.7
billion from GM E2XX platform and GEM global platform, with the product life cycle being 8
years and 6 years, respectively.
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In terms of domestic market, the Company has built R&D, marketing, storage and
manufacturing bases centering on the six major automobile industry clusters in China
and the major markets abroad, established close relationship with Geely Motor, and
developed new relationship with independent brands such as BAIC, SAIC, Great Wall,
FAW and GAC. In 2016, the Company won the designated supplier qualification of
Tesla's lightweight chassis. Tesla's super factory in Shanghai enjoys a capacity of
250,000 vehicles in Phase |, which is expected to be put into operation by the end of
2019 or at the beginning of 2020, and to increase in the future.

4) The Company also enjoys administrative strength. Though it’s a private enterprise,
the Company has always adhered to the professional manager model, implemented
informatization management, encouraged internal entrepreneurship, insisted on
independent innovation, developed new products, and upgraded equipment. The
proportion of its R&D expenditure in revenue increased from 3.6% of 2011 to 4.8% of
2018, and the number of its R&D personnel increased from 365 of 2011 to 1,326 of
2018, accounting for 17.2% of the total number of employees from 11.7% of 2011.
Every year, the Company obtains a large number of patents, which guarantees its
leading edge in technology.

Financial Analysis:

Tuopu Group is a typical enterprise with steady growth. The output value of the
Company's traditional business, shock absorption system products, exceeded RMB2.3
billion in 2018, accounting for 40% approx. of the total revenue, and its CAGR
reached nearly 11% in the past seven years, enjoying steady growth. Sound insulation
products are the Company's second-largest traditional business. Its output value
recorded RMB2.2 billion approx. in 2018, and its compound growth rate reached
nearly 21.7% in the past seven years, enjoying rapid growth on the whole.
Lightweight chassis and automotive electronics are the Company's emerging
businesses, with their output values up to RMB1.17 billion and RMB130 million,
respectively, and their compound growth rates reached 84% and 31%, respectively,
since 2015, enjoying a rapid development.
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In terms of gross profit composition, in 2019 H1, shock absorption, sound insulation,
lightweight chassis and automotive electronics businesses have contributed 49%,
25%, 13%, and 2% of the gross profit sources, respectively, till now. The gross
margins of the four recorded 31%, 20%, 17%, and 32%, respectively. In recent years,
the Company’s overall gross margin has been maintained above 25%, basically,
EBITDA rate above 20%, and ROE above 10%, which allows the Company to stand at a
leading position in the auto parts industry that is at a low level generally.

In 2019 H1, as affected by the extreme industry depression and the product line
adjustment of its major customers, Geely Auto and SGM, Tuopu Group recorded a
revenue of RMB2,438 million, a decrease of 20.7% yoy, and a net profit attributable
to the parent company of RMB211 million, a decrease of 51.76% yoy. The declined
sales volume of downstream customers, the increased price reduction pressure, and
the raised depreciation dragged down the level of its gross margin.

We believe that the declined performance of the Company in short term was the
result of disturbance factors in the industry, and in the long term, with its technical
strength and customer relations in traditional businesses, the Company is expected
to get new incremental orders from new energy vehicle enterprises in the field of
emerging businesses (lightweight chassis and automotive electronics) in the future.
Besides, the launch of Tesla's factory in Shanghai will bring a breakthrough for the
Company.

Investment Thesis

We expect that the Company will realize a net profit of RMB501 million in 2019, and
RMB637 million in 2020, with the corresponding EPS being RMB0.48 and 0.60,
respectively. Although the Company’s result is pressured in the short term, it will
benefit from the wide prospect of lightweight and automotive electronics businesses
under the tide of new energy in the long term. We give the Company's target price to
RMB12.7, respectively 26/21 x P/E for 2019/2020, giving the average peers’ and its
history valuation, wining a "Accumulate" rating at its initiate coverage. (Closing price
as at 22 Aug 2019)

Risk

Price war among peers
Raw material price increase
New business risk
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Financials

FYE DEC FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), adi. 115 10.7 105 22.9 18.0
P/B (X) 21 12 11 15 14
Dividend payout ratio(%) 19.5% 60.7% 39.8% 31.6% 34.8%
Dividend Yield (%) 1.7% 5.7% 3.8% 1.4% 1.9%
Per share data (RMB)

EPS, (Basic) 0.95 1.01 1.04 0.48 0.60
EPS, (Diluted) 0.95 1.01 1.04 0.48 0.60
DPS 0.19 0.62 0.41 0.15 0.21
BVPS 5.19 8.89 9.92 7.12 7.64

Growth & Margins (%)

Growth

Revenue 30.9% 29.3% 17.6% -8.7% 13.2%
EBIT 41.1% 22.5% 5.9% -34.8% 25.9%
Net Income, adj. 48.4% 19.9% 2.1% -33.5% 27.2%
Margins

Gross margin 30.4% 28.2% 26.1% 25.4% 26.0%
EBIT margin 17.1% 16.2% 14.6% 10.4% 11.6%
Net Profit Margin 15.6% 14.5% 12.6% 9.2% 10.3%
Key Ratios

ROE 18.9% 14.4% 11.0% 5.6% 8.2%

Income Statement (RMB mn)

Revenue 3938 5090 5984 5463 6184
Gross profit 1199 1435 1564 1388 1610
EBIT 674 825 874 570 718
Profit before tax 715 860 877 584 744
Tax 99 119 122 82 105
Profit for the period 616 741 755 502 639
Minority interests 0 3 2 1 1
Total capital share 649 728 728 1055 1055
Net profit 616 738 753 501 637
Source: PSR

(Financial figures as at 22 August 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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