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Fuyao Glass (3606 HK)

Overseas Business Bottomed Out

China | Auto & Parts | Company Update

Investment Summary

Q3 Results Exceed Expectations

According to Q3 report of Fuyao Glass, during the first three quarters, the Company
recorded operating revenue of RMB13.78 billion, down by 11.9% yoy. Net profit attributable
to the parent company was RMB1.72 billion, down by 26.6% yoy. The operating revenue of
Q3 was RMBS5.66 billion, up by 5.8% yoy. Net profit attributable to the parent company was
RMB760 million, down by 9.8% yoy.

The foreign exchange loss in the first three quarters was RMB180 million, and the profit in
the same period of last year was RMB254 million. The foreign exchange loss in Q3 was
RMB310 million (the profit in the same period of last year was RMB220 million). Excluding
the impact of foreign exchange, the Company's actual profit in Q3 increased by 56.7% yoy,
better than the market expectation, and the results in the first three quarters only
decreased by 0.4%.

Significant Increase of Gross Margin and Well-established Leading Position

Thanks to reduction of SAM losses, improvement of capacity utilization, rising price of float
glass and reduction of external sales, as well as improvement of product mix, the Company's
gross margin in Q3 increased significantly by 4.1% yoy and 4.3% qoq, respectively, to 41.4%,
which is the highest single quarter since 2019. At the same time, the Company strengthened
expense control while maintained R&D input, with the sales expense rate of 6.9% (-0.1pct
yoy), the administration expense ratio of 9.4% (-0.4pct yoy) and the R&D expense ratio of
4.1% (+0.5pct yoy). Due to the fact that the foreign exchange loss increased by RMB530
million yoy, the financial expense ratio was 5.4% (+8.7pct yoy).

During the first three quarters, the decline of the Company's domestic automotive glass
revenue was better than the industry, reflecting the increase of the Company's domestic
market share. The overseas epidemic has caused the competitors to suffer more severely,
and the Company is expected to take advantage of the resumption of production to expand
its overseas market share, and further strengthen its position as a global glass leader.

The upgrade path of the Company's products is quite clear. During the first three quarters,
the share of high value-added products, such as insulation, head-up display and switchable
glass, increased by approximately 2.6 ppts compared with the same period last year. As HUD
glass and awning glass are leading the trend of automobile specification improvement, the
product mix and market coverage of the intelligent glass application company will usher in a
broader development space and promote the sustainable growth of subsequent result.

Overseas Business Bottomed Out and Interior Business Is About To Make Profit

The two major overseas businesses of Fuyao Glass have improved significantly. The US
factory made a turnaround in Q3 with a profit of USD13.7 million, and its profitability is
expected to increase further in Q4. The German SAM factory reduced its losses, with losses
of EUR12.22 million in Q1, EUR13.95 million in Q2 and EURS5.7 million in Q3, respectively.
The factory is expected to be close to break-even, when its losses fell sharply goq in Q3. The
matching value of single vehicle is 2-3 times that of automotive glass. We believe that SAM
acquired by the Company in 2019 will have great performance flexibility in the future after
one and a half years of integration.

PhillipCapital

23 November 2020

BUY (Upgrade)
CMP HKD 37.35
(Closing price as at 19 November)

TARGET HKD 45 (+20.5%)

COMPANY DATA
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MARKET CAP (HKD MN) : 18885
52 - WK HI/LO (HKD): 39.55/15.3
SHARE HOLDING PATTERN, %
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Source: Aastock, Phillip Securities (HK) Research

KEY FINANCIALS

CNY mn FY19 FY20 FY21E FY22E
Net Sales 21104 19853 22682 26076
Net Profit 2898 2681 3637 4576
EPS, CNY 1.16 1.07 145 1.82
P/E, x 19.4 200 148 117
BVPS, CNY 852 883 9.65 10.61
P/BV, x 26 24 22 20
DPS (CNY) 075 0.63 085 1.18
Div. Yield (%) 3.3% 2.9% 4.0% 5.5%

Source: Company reports, Phillip Securities Est.
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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 "Buy" rating, with target price to be HK$45, equivalent to
36/26/21x P/E for 2020/2021/2022E. (Closing price as at 19 November)

Valuation trend

3606 HK Equity
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Fuyao’s ROE trend

40%
35% r
30% r
25%
20%
15%
10%

5% r

00/0 1 1 1 1 1 1 1 1 Il 1 1 L 1 1 1 1 1 |

Source: Wind Phillip Securities Hong Kong Research

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  FY22F
Valuation Ratios
PIE (X), ad). 248 20.2 28.8 29.7 21.9 174
PIB (X) 41 4.1 3.9 36 3.3 3.0
Dividend Yield (%) 2.4% 3.5% 2.3% 2.0% 2.7% 3.7%
Per share data (RMB)
EPS, (Basic) 1.25 1.64 1.16 1.07 1.45 1.82
EPS, (Diluted) 1.25 1.64 1.16 1.07 1.45 1.82
DPS 0.75 1.15 0.75 0.63 0.85 1.18
BVPS 758 8.05 8.52 8.83 9.65 10.61
Growth & Margins (%)
Growth
Revenue 12.6% 8.1% 4.3% 59%  14.2% 15.0%
EBIT -6.7% 31.7% -33.8% -48%  41.3%  251%
Net Income, adj. 0.2% 30.9% -29.7% -15%  356%  258%
Margins
Gross margin 41.7% 41.5% 36.5% 374%  40.0%  41.1%
EBIT margin 19.8% 25.2% 16.0% 16.2%  20.0%  21.8%
Net Profit Margin 16.8% 20.4% 13.7% 13.5%  16.0% 17.5%
Key Ratios
ROE 17.0% 21.0% 13.9% 123%  15.7% 18.0%
Income Statement (RMB mn)
Revenue 18716 20225 21104 19853 22682 26076
Gross profit 7798 8397 7705 7431 9076 10728
EBIT 3705 5102 3379 3217 4545 5688
Profit before tax 3679 4962 323 2980 4392 5535
Tax 531 855 333 301 747 935
Profit for the period 3148 4107 2898 2679 3646 4600
Minority interests -1 -13 0 -2 9 24
Total capital share 2509 2509 2509 2509 2509 2509
Net profit 3148 4120 2898 2681 3637 4576

Source: PSR

(Closing price as at 19 November)
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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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