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Investment Summary

Decline in Net Income Narrows in Q3

In the first three quarters of 2019, HASCO recorded an accumulative revenue of
RMB105,596 million, down by 11.11% yoy, and a net profit attributable to the parent
company of RMB4,927 million, down by 22.58% yoy. Excluding the one-time investment
income from the acquisition of Koito Automotive Lamp Co., Ltd. in the same period last year,
the net profit attributable to shareholders deducting non-recurring losses and gains dropped
by 13.90% yoy to RMB4.18 billion in the first three quarters.

In Q3, the Company recorded a revenue of RMB35,033 million, down by 5.75% yoy, a net
profit attributable to the parent company of RMB1,563 million, almost unchanged and
slightly down by 1.7% yoy, and a corresponding EPS of RMB0.4956. The decline in revenue
and net income narrowed sharply in Q3.

Better Structure, and the Gross Margin Remains Stable against the Trend

SAIC Motor, the Company's largest customer, saw its output drop by 16.0% in the first three
quarters. Driven by the adjustment of customer structure (increased proportion of SAIC
Volkswagen) and its overseas business (Yanfeng Global Automotive Interiors), the revenue
of HASCO declined less than its major customers, basically staying in line with the industry.
In terms of the business composition in Q3, the Company recorded a revenue of interiors
and exteriors of RMB2.53 billion (-3.1%), the same of functional parts of RMB7.1 billion (-
6.2%), metal moulding and moulds, RMB2.7 billion (-8.8%), and electrical and electronic
parts, RMB1.06 billion (+2%), with the net profit contributing RMB780 million (+5.4%),
RMB510 million (-21.5), RMB90 million (-18.2%) and RMB70 million (-22%), respectively.

The prices of major raw materials also fell, with a gross margin of 14.5% in the first three
quarters, up by 0.7 ppts yoy. In Q3, the Company recorded a gross margin of 14.2%, down by
0.8 ppts goq, mainly affected by the National Day holiday, production line maintenance and
the switching of National Standard VI products of some customers.

Strengthen Cost Control, and Increase R&D Input to Enhance Competitiveness

In the first three quarters, the Company recorded a sales cost ratio of 1.37%, down by 0.07
ppts yoy, a management cost ratio of 5.6%, down by 0.06 ppts yoy, and an R&D cost ratio of
3.63%, up by 1.0 ppt yoy. The decline in the management cost ratio and sales cost ratio
reflects the Company's continued cost reduction. The increase in the R&D cost ratio reflects
that the Company continued to strengthen R&D efforts in the downturn stage of the
industry to ensure its long-term competitiveness.

Operating Cash Flow is Significantly Improved, and Operation Efficiency is Enhanced
Thanks to a narrower decline in the automotive market, better payment collection from
whole vehicle manufacturers and the Company's control over costs, the Company's cash
flow improved significantly in the first three quarters, with a net flow of RMB1.09 billion.
The Company recorded a net cash flow from operating activities of RMB6,625 million, up by
49.9% yoy. And the inventory decreased to RMB9.54 billion from RMB11.41 billion at the
beginning of the period, with improved operation efficiency.
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Seize the Upgrade Trend to Enhance the Development of Emerging Businesses
Backed by the powerful SAIC Motor, HASCO enjoys obvious competitive strengths in
customer, R&D, network layout and capital, and has begun to make achievements in
the "electric, networked, intelligent and shared" development of the automotive
industry. Its subsidiary Yanfeng Global Automotive Interiors has been designated as
the global fixed supplier for the full set of interiors of BMW X5, Mercedes-Benz 206
and other models. Huayu Vision and Bosch Huayu have been designated as the fixed
suppliers for the car lamps of GAC Toyota and steering systems of GAC Honda,
respectively. And its subsidiaries have been designated as the fixed suppliers of
automotive moulds, seats and exteriors products for the battery boxes, assembly
parts, side and rear cover moulds, seats and seat sets and bumpers of domestic
models of Tesla Shanghai.

In terms of emerging businesses such as intelligent interconnection and
electrification of automobiles, the Company has realized the batch supply of its
24GHz rearward millimetre-wave radar to SAIC passenger vehicles, SAIC Maxus and
other customers, and its 77GHz frontward millimetre-wave radar has become the
first product to pass the test of national laws and regulations and the Company has
realized its batch supply to King Long Bus. The Company has also been designated as
the fixed supplier of electric air conditioning compressors, electric steering machines
and battery trays for new energy vehicles of SAIC Volkswagen MEB, MQB and SAIC-
GM BEV3, as well as the fixed supplier of the 48V second-generation hybrid cooling
starter generators (48ViBSG) for BMW Brilliance 3 series, 5 series, X3 and X5.

Investment Thesis

In our opinion, in the context of intellectualization/new energy and consumption
upgrading, the Company's products are expected to benefit from the rising trend of
price and quantity of high value-added products in the future.

As analyzed above, we revised EPS expectation of the Company to RMB 2.15 and 2.34
of 2019/2020. And we accordingly gave the target price to 26, respectively 12.1/11.1x
P/E for 2019/2020. "Hold" rating. (Closing price as at 5 December)

Forward P/E P/B trend

Source: Bloomberg, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), adi. 13.0 12.0 9.8 11.6 10.7

P/B (X) 2.1 1.9 1.7 1.6 15

Dividend payout ratio(%) 51.9% 50.5% 41.2% 48.8% 47.0%
Dividend Yield (%) 4.0% 4.2% 4.2% 4.2% 4.4%
Per share data (RMB)

EPS, (Basic) 1.93 2.08 2.55 2.15 2.34

EPS, (Diluted) 1.93 2.08 2.55 2.15 2.34

DPS 1.00 1.05 1.05 1.05 1.10

BVPS 12.08 13.09 14.39 15.47 16.70

Growth & Margins (%)

Growth

Revenue 17.8% 13.0% 11.9% -5.5% 5.4%
EBIT 28.6% 2.0% -8.2% -7.5% 10.5%
Net Income, adj. 16.1% 7.9% 22.5% -15.5% 8.8%
Margins

Gross margin 14.7% 14.5% 13.8% 14.3% 14.3%
EBIT margin 4.8% 4.3% 3.6% 3.5% 3.7%
Net Profit Margin 4.9% 4.7% 5.1% 4.6% 4.7%
Key Ratios

ROE 16.9% 16.5% 18.5% 14.4% 14.6%
Income Statement (RMB mn)

Revenue 124296 140487 157170 148536 156495
Gross profit 18221 20327 21686 21166 22394
EBIT 5968 6089 5587 5169 5712
Profit before tax 9861 10492 11522 10090 10729
Tax 1278 1361 1077 1078 1146
Profit for the period 8582 9131 10445 9012 9583
Minority interests 2507 2577 2418 2232 2203
Total capital share 3153 3153 3153 3153 3153
Net profit 6076 6554 8027 6780 7380
Source: PSR

(Closing price as at 5 December)
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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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