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Fuyao GIlass (3606 H)
A Clear Product Upgrade Path

China | Auto & Parts | Company Update

Investment Summary

Affected by the Epidemic, the Net Profit in H1 was -36% yoy

Fuyao Glass released its 2020 semi-annual report: during the reporting period, the Company
recorded revenue of RMB8.12 billion, down 21.1% yoy; net profit attributable to the parent
company of RMB960 million, down 36% yoy; net profit attributable to the parent company
excluding non-recurring items of RMB790 million, down 40.9% yoy; a revenue of RMB3.95
billion in Q2 only, down 26.2% yoy; net profit attributable to the parent company of
RMB500 million, down 44% yoy; net profit attributable to the parent company excluding
non-recurring items of RMB410 million, down 50% yoy.

The main reasons for the negative results: (1) German FYSAM auto decorative project was in
the integration period and suffered a loss of EUR26.17 million due to the impact of the
epidemic; (2) Fuyao Glass American Factory suffered a loss of USD17.378 million due to the
epidemic. Some of the headwinds were offset by (3) exchange gains of RMB128 million
(RMB31 million in the same period of last year).

Excluding the above factors, the total profit decreased by 16.19% yoy.

Capacity Utilization Declined, Depreciation and Amortization Increased, Dragging down
the Gross Margin by 1.8 ppts

In H1, the Company's gross margin was 35.74%, down 1.79 ppts yoy, of which the gross
margin of the automotive glass segment was 32.58%, down 1.9% yoy. Its main reasons
include: Due to the impact of the epidemic, the production and sales volume of the
automobile industry decreased yoy, the demand for orders from downstream customers
decreased, resulting in insufficient capacity utilization. Meanwhile, the depreciation and

amortization increased in proportion to the revenue, affecting the gross margin by 2.54 ppts.

The gross margin of float glass segment was 36.3%, up 1.7 ppts yoy, mainly due to the price
rise in the second quarter of float glass industry.

In terms of expenses, the ratio of sales expenses increased by 0.8 ppts to 7.5% yoy due to
the decline in revenue; due to the increase in depreciation and amortization and the rigidity
of R&D expenses, the administration expense ratio increased by 2.7 ppts to 16.3% yoy.
However, we also noted that the Company's Q2 gross margin increased by 1 ppts and 2.7
ppts, respectively yoy and gog. The main driving factor is the Company's domestic business
capacity utilization began to improve, and the proportion of high value-added products
increased significantly.

It is Expected to Resume Growth in H2 with a Clear Product Upgrade Path

In H2, the overseas market will gradually resume production in the third quarter. The Q3
resumption rate of Fuyao American Factory has reached 60%, and is expected to contribute
to profit and help the Company resume growth in H2. Germany FYSAM is expected to start
turning a profit next year as a year and a half of integration is gradually completed. The
Company's earnings are flexible for next year.

At present, the automobile market has entered a new stage of development of
diversification and upgrading. The automobile is developing towards the trend of "electric,
network, intelligent and sharing". More and more new technologies are also integrated into
automobile glass, and the added value of products is constantly improving. In the meantime,
it also provides new opportunities for the development of automobile glass industry.
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KEY FINANCIALS

CNY mn FY18 FY19 FY20E FY21E
Net Sales 20225 21104 19863 22182
Net Profit 4120 2898 2611 3591
EPS, CNY 1.64 116 1.04 1.43
P/E, x 13.8 197 216 157
BVPS, CNY 805 852 882 961
P/BV, x 28 27 25 23
DPS (CNY) 115 075 0.63 092
Div. Yield (%) 51% 33% 2.8% 4.1%

Source: Company reports, Phillip Securities Est.
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In H1, Fuyao Glass continued to promote the value-added of automobile glass
products and accelerate R&D innovation. The Company's heat insulation, sound
insulation, head-up display, solar energy, hemming modularization and other high
value-added products shipments continued to increase, accounting for an increase of
2.46 ppts, which highlighted the Company's leading role in the industry. In H1, the
Company and BOE carried out strategic cooperation in the fields of automobile
intelligent dimming glass and window display, and signed a strategic cooperation
agreement with Beijing BDStar Navigation, to jointly commit to the integration of
high-precision positioning and communication multi-mode smart antenna and
automobile glass, and to help improve the innovation and competitiveness of the
Company's products.

Investment Thesis

Overall, considering 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 give the "Accumulate" rating, with target price to be HKS$29,
equivalent to 25/18x P/E for 2020/2021E. (Closing price as at 28 August)
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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 FY17 FY18 FY19 FY20F FY21F
Valuation Ratios

P/E (X), adj. 16.7 13.6 19.4 21.8 15.8

P/B (X) 28 28 26 26 24

Dividend Yield (%) 3.6% 5.1% 3.3% 2.8% 4.1%
Per share data (RMB)

EPS, (Basic) 125 1.64 1.16 1.04 143

EPS, (Diluted) 125 1.64 1.16 1.04 143
DPS 0.75 1.15 0.75 0.63 092
BVPS 7.58 8.05 8.52 8.82 9.61

Growth & Margins (%)

Growth

Revenue 12.6% 8.1% 4.3% -5.9% 11.7%
EBIT -6.7% 37.7% -33.8% -2.4% 37.2%
Net Income, adj. 0.2% 30.9% 29.7% -9.9% 37.5%
Margins

Gross margin 41.7% 41.5% 36.5% 36.1% 40.0%
EBIT margin 19.8% 25.2% 16.0% 16.6% 20.4%
Net Profit Margin 16.8% 20.4% 13.7% 13.1% 16.2%
Key Ratios

ROE 17.0% 21.0% 13.9% 12.0% 15.5%

Income Statement (RMB mn)

Revenue 18716 20225 21104 19863 22182
Gross profit 7798 8397 7705 7178 8876
EBIT 3705 5102 3379 3296 4523
Profit before tax 3679 4962 3231 3166 4370
Tax 531 855 333 557 769
Profit for the period 3148 4107 2898 2609 3600
Minority interests -1 -13 0 -2 9
Total capital share 2509 2509 2509 2509 2509
Net profit 3148 4120 2898 2611 3591
Source: PSR

(Closing price as at 28 August)
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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.
© 2020 Phillip Securities (Hong Kong) Limited
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