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YTD 1m 3m 12m
Abs 17.0% 2.1% 16.5% 37.1%
Rel 23.8% 4.1% 15.1% 17.2%

Nexteer Automotive Group Limited (Reuters: 1316.HK, Bloomberg: 1316 HK)

$ in mn, year-end Dec FY12A FY13A FY14E FY15E FY16E
Revenue ($ mn) 2,168 2,387 2,978 3,564 4,095
Net Profit ($ mn) 57 109 161 205 241
EPS ($) - 0.06 0.06 0.08 0.10
DPS ($) - 0.00 0.00 0.01 0.01
Revenue growth (%) (3.6%) 10.1% 24.8% 19.7% 14.9%
EPS growth (%) - - 10.5% 27.2% 17.3%
ROE 40.5% 29.6% 25.8% 26.7% 25.2%
P/E (x) - 17.1 15.5 12.2 10.4
P/BV (x) - 3.3 3.7 2.9 2.4
Dividend Yield - 0.0% 0.0% 0.9% 1.3%
Source: Company data, Bloomberg, J.P. Morgan estimates.

Company Data
Shares O/S (mn) 2,498
Market Cap ($ mn) 2,497
Market Cap ($ mn) 2,497
Price (HK$) 7.76
Date Of Price 11 Mar 15
Free Float(%) 25.2%
3M - Avg daily vol (mn) 2.12
3M - Avg daily val (HK$ mn) 15.04
3M - Avg daily val ($ mn) 1.9
HSCEI 11,417.34
Exchange Rate 7.76
Price Target End Date 31-Dec-15
Price Target (HK$) 8.00

See page 6 for analyst certification and important disclosures, including non-US analyst disclosures.
J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that 
the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 
factor in making their investment decision.
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Price Performance

1316.HK share price (HK$)

HSCEI (rebased)

Nexteer’s FY14 results, as expected, beat consensus moderately by 3% 
although they were shy of JPMe by 3% mainly on higher depreciation 
charges. Management's call reaffirms our thesis that a strong and quality 
backlog will be a key factor driving the company’s top line and margin 
through mix improvement. We stay OW on the stock. 

 Five structural drivers to focus on: 1) US$9bn backlog by end-14 implies 
not only three years of future revenue stream but potential upside to current 
margin as 65% of backlog is high-margin and high-ASP product: electric 
power steering (EPS). This compares with 56% revenue in FY14 from EPS
(Table 3). 2) China sales outgrew (+79% yoy) other geographies and 
accounted for 16% of revenue in FY14 - one year earlier than our 
anticipation of exceeding 15%. Key OEM customers such as SAIC and its 
key models definitely play a key role. 3) N. America should benefit from 
robust momentum in light truck sales (i.e., SUV and pickup) thanks to low 
fuel price. Nexteer is a key supplier to both GM and Ford’s light truck 
models. 4) Free cash flow turned positive in 2H14 - this is one year earlier 
than management's guidance when the company was listed in 2013. We 
believe Nexteer will be in a position to raise its dividend payout moderately 
from FY16 and maintain the current payout of 20% this year. 5) 
Diversifying customer away from GM, which accounted for 54% of 
revenue in FY14 but GM only comprises 41% of Nexteer's US$9bn 
backlog, a clear result of the company’s diversification efforts as businesses 
of other OEMs outgrow GM. 

 FY14 results read-through and earnings revisions: Higher depreciation 
charge (incrementally $44mn higher than FY13) is the main reason for the 
small margin miss aside from minor one-off provision charge ($18mn) but 
this is offset by lower tax. The significant top-line growth (25%) is in line 
with our view. We trim our FY15 estimates slightly by 3% to reflect FY14 
results. 

 Recommendation: We maintain our OW rating and Dec-15 PT of HK$8.0 
on 12.5x PER and 7x EV/EBITDA, the global average. 
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Global auto parts valuation summary

Company Code Cover analyst Rec Price(LC) Mkt Cap PE(x) PB(x) ROE Div EV/EBITDA
11th Mar (US$ Mn) 15E 15E 15E 15E 15E

Nexteer Automotive 1316 HK Nick Lai OW 7.8 2,497 11.8 2.8 27% 0.9% 6.6
Minth Group 425 HK Nick Lai N 14.9 2,108 10.3 1.3 14% 3.1% 9.1
Mando Corp 204320 KS Wan Sun Park OW 168,000 1,395 7.6 0.8 11% 0.6% 4.8
Faurecia EO FP Jose M Asumendi OW 43.4 5,693 14.4 n/a 20% n/a 4.1
Valeo Sa FR FP Jose M Asumendi OW 138.5 11,642 15.1 n/a 24% n/a 6.6
Autoliv Inc ALV US Ryan Brinkman N 110.8 9,826 16.7 2.8 17% 2.0% 7.9
Borgwarner Inc BWA US Ryan Brinkman OW 59.1 13,385 16.9 3.3 21% 0.9% 10.3
Delphi Automotive DLPH US Ryan Brinkman OW 77.6 22,564 14.3 8.6 61% 1.4% 8.5
Gentex Corp GNTX US Ryan Brinkman N 17.5 5,153 17.4 2.8 18% 1.9% 15.2
Harman Intl HAR US Ryan Brinkman NR 131.5 9,022 22.2 4.5 22% 1.0% 10.0
Johnson Controls JCI US Ryan Brinkman N 48.6 31,918 13.4 2.8 21% 2.1% 10.4
Lear Corp LEA US Ryan Brinkman N 106.1 8,277 10.5 3.2 27% 0.8% 5.9
Magna Intl MGA US Ryan Brinkman N 104.2 21,379 11.1 2.5 22% 1.7% 8.3
Tenneco Inc TEN US Ryan Brinkman OW 55.2 3,382 11.0 4.9 51% 0.0% 6.2
TRW Automotive TRW US Ryan Brinkman N 104.6 12,022 13.1 2.5 21% 0.0% 7.5
Global auto parts average 13.1 2.7 23% 1.1% 7.6

Source: J.P. Morgan estimates, Bloomberg. Notes: (1) Global auto parts averages are simple averages of all auto parts companies covered by J.P. Morgan.   

Key catalysts for the stock price: Upside risks to our view: Downside risks to our view:

1. Fast-growing China market
2. Rising EPS penetration
3. Diversifying customer base
4. Continued growth or recovery in developed 

markets

Better-than-expected sales from the US, Europe or China 1) Worse-than-expected sales in EU and US markets; 2) High 
client concentration- worse-than-expected sales performance 
from top customers would be a swing factor to Nexteer’s 
sales; 3) Unexpected moves in raw material costs and FX 
exposure. 4) Unexpected deceleration in Chinese auto 
market.

Key financial metrics FY13A FY14E FY15E FY16E Valuation and price target basis
Revenues (LC) 2,387 2,978 3,564 4,095 Our PT of HK$8.0/shr (Dec-15) is based on 12.5x forward PER and 

7.0x EV/EBITDA, similar to the average of global auto part suppliers. 
We believe assigning a similar valuation is fair given ~70% of 
Nexteer’s revenue is from the US and ~15% from EU.

Revenue growth (%) 10% 25% 20% 15%
EBITDA (LC) 247 326 380 439
EBITDA margin (%) 10% 11% 11% 11%
Tax rate (%) 27% 24% 24% 24%

Net profit (LC) 109 161 205 241

EPS (LC) 0.06 0.06 0.08 0.10

EPS growth (%) 11% 27% 17% Nexteer forward PER band

DPS (LC) - - 0.01 0.01
BVPS (LC) 0.30 0.27 0.34 0.42

Operating cash flow (LC mn) 223 254 289 276
Free cash flow (LC mn) 68 97 135 143
Interest cover (X) 11.3 15.1 17.7 19.9

Net margin (%) 5% 5% 6% 6%
Sales/assets (X) 1.6 1.5 1.5 1.6

Debt/equity (%) 85% 96% 89% 77%
Net debt/equity (%) 32% 43% 33% 23%

ROE (%) 30% 26% 27% 25%

Key model assumptions FY13A FY14E FY15E FY16E

Sales volume growth 2% 7% 5% 3%

Gross margin 14% 14% 15% 15%

Source: Bloomberg, Company data and J.P. Morgan estimates. Source: Bloomberg, Company data and J.P. Morgan estimates. 

Sensitivity analysis Impact on EBIT Impact on EPS JPMe vs. consensus

Sensitivity to FY14E FY15E FY14E FY15E EPS (USD) FY15E FY16E

1% decrease in sales volume growth -1.5% -3.2% -1.6% -3.5% JPMe 205 241
1% decrease in gross margin -12.3% -13.7% -13.5% -14.7% Consensus 199 242

% difference 3% 0%

Source: Bloomberg, Company data and J.P. Morgan estimates. Source: Bloomberg, Company and J.P. Morgan estimates. 
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Table 1: Nexteer FY14 result summary  

FY13A FY14A diff FY14 JPMe diff

Revenue 2,387 2,978 25% 3,027 2%

COGS 2,047 2,558 25% 2,587 1%

Gross profit 339 420 24% 441 5%

Gross margin 14.2% 14.1% 14.6%

Operating profit 173 237 37% 261 10%

Operating margin 7.2% 8.0% 8.6%

Pretax profit 151 215 42% 229 7%

Net profit 111 163 47% 169 4%

Net profit after minority 109 161 48% 167 3%

Net margin 4.6% 5.4% 5.5%

EPS 0.06 0.06 11% 0.07 3%

Source: Company data.  

Table 2: Nexteer earnings revisions 

US$mn 
2015E 2016E

Revised Previous Change % Revised Previous Change %

Net Sales 3,564 3,634 -2% 4,095 4,173 -2%

Sales growth (%) 19.7% 20.0% 14.9% 14.80%

COGS 3,033 3,069 -1% 3,476 3,514 -1%

Gross profit 530 565 -6% 618 660 -6%

Gross margin (%) 14.9% 15.6% 15.1% 15.80%

Operating profit 291 324 -10% 339 383 -12%

Operating margin (%) 8.2% 8.9% 8.3% 9.20%

Pre-tax profit 270 290 -7% 316 348 -9%

Pretax margin (%) 7.6% 8.0% -5% 7.7% 8.30% -7%

Net profit 205 212 -3% 241 254 -5%

Net margin (%) 5.8% 5.8% 5.9% 6.10%

Net profit growth (%) 27.2% 26.8% 17.3% 20.00%

EPS (basic) 0.08 0.08 -3% 0.10 0.1 -5%

EPS growth (%) 27% 27% 17% 20%

Source: J.P .Morgan. 

Table 3: Revenue and backlog breakdown by product

FY13 Revenue FY14 Revenue Backlog

EPS 45% 56% 65%

HPS 13% 6% 3%

Steering Column (CIS) 21% 20% 12%

Driveline/Halfshaft 20% 18% 20%

Source: Company data. 
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Figure 1: Nexteer- forward PER band 

Source: Bloomberg, J.P. Morgan estimates.

Figure 2: Nexteer- forward PER band with +/-1.0 standard deviation 

Source: Bloomberg, J.P. Morgan estimates.

Investment Thesis, Valuation and Risks

Nexteer Automotive Group Limited (Overweight; Price Target: 
HK$8.00)

Investment Thesis 

1) China market continues to grow strongly and reached 16% of Nexteer's global 
revenue in 2014 vs. 11% in 2013. China’s stricter regulation on car warranties is 
likely to further push OEMs to adopt better-quality foreign suppliers in our view. 2) 
Nexteer announced in 1Q14 that it has successfully penetrated BMW’s supply chain 
and will supply EPS to BMW's "i3" electric vehicle. This is a positive move 
showcasing Nexteer’s technology and capability. 3) Order wins and launches of new 
product are the main revenue drivers in the US and other markets. 4) In the US,
Nexteer’s largest market by revenue, the company is anticipated to benefit from a 
strong momentum in SUV and pickup sales this year given the level of oil price, per 
forecast of our US auto analyst Ryan Brinkman. 

Valuation

Our PT of HK$8.0/shr (Dec-15) is based on 12.5x forward PER and 7.0x 
EV/EBITDA, similar to the average for global auto part suppliers. We believe 
assigning a similar valuation of US or global parts is fair given ~70% of Nexteer’s 
revenue is from the US and ~15% is from EU.

Risks to Rating and Price Target

1) Worse-than-expected sales in EU and US markets; 2) High client concentration-
currently top three OEM customers account for ~70% of revenue. Worse-than-
expected sales performance from these customers would be a swing factor to 
Nexteer’s sales; 3) Unexpected move in raw material costs and FX exposure. 4) 
Unexpected deceleration in Chinese auto market. 
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Nexteer Automotive Group Limited: Summary of Financials
Income Statement Cash flow statement
$ in millions, year end Dec FY12 FY13 FY14E FY15E FY16E $ in millions, year end Dec FY12 FY13 FY14E FY15E FY16E

Revenues 2,168 2,387 2,978 3,564 4,095 EBIT 84 173 236 291 339
% change Y/Y (3.6%) 10.1% 24.8% 19.7% 14.9% Depreciation & amortization 58 74 90 89 101

Gross margin 12.5% 14.2% 14.1% 15.0% 15.1% Change in working capital (34) (56) (85) (38) (101)
EBITDA 142 247 326 380 439 Others 78 61 87 33 36

% change Y/Y (1.0%) 74.0% 32.1% 16.7% 15.6% Cash flow from operations 158 223 254 289 276
EBITDA margin 6.5% 10.3% 10.9% 10.7% 10.7%

EBIT 84 173 236 291 339 Capex (172) (184) (173) (170) (150)
% change Y/Y (5.9%) 106.2% 36.5% 23.3% 16.2% Cash flow from investing (273) (277) (276) (184) (164)
EBIT Margin 3.9% 7.2% 7.9% 8.2% 8.3%

Net Interest (22) (22) (22) (21) (22) Equity raised/(repaid) 0 295 0 0 0
Earnings before tax 62 151 215 270 316 Debt raised/(repaid) 133 47 214 62 51

% change Y/Y (15.3%) 143.2% 41.9% 25.7% 17.3% Other (31) (38) (123) (56) (66)
Tax (4) (40) (51) (65) (76) Dividends paid (3) 0 0 0 0

as % of EBT 5.7% 26.7% 23.9% 23.9% 23.9% Cash flow from financing 99 305 91 6 (15)
Net income (reported) 57 109 161 205 241 Beginning cash 78 64 314 380 491

% change Y/Y (14.4%) 91.2% 47.8% 27.2% 17.3% Ending cash 64 314 380 491 588
Shares outstanding (MM) 0 1,867 2,498 2,498 2,498
EPS reported $ - 0.06 0.06 0.08 0.10

% change Y/Y - - 10.5% 27.2% 17.3%

Balance sheet Ratio Analysis
$ in millions, year end Dec FY12 FY13 FY14E FY15E FY16E $ in millions, year end Dec FY12 FY13 FY14E FY15E FY16E

Cash and cash equivalents 64 314 380 491 588 EBITDA margin 6.5% 10.3% 10.9% 10.7% 10.7%
Accounts receivable 324 364 525 516 595 Operating margin 3.9% 7.2% 7.9% 8.2% 8.3%
Inventories 174 185 226 249 286 Net margin 2.6% 4.6% 5.4% 5.8% 5.9%
Others 65 76 94 117 95
Current assets 628 939 1,226 1,374 1,563 Sales per share growth - - (6.7%) 19.7% 14.9%

Sales growth (3.6%) 10.1% 24.8% 19.7% 14.9%
LT investments - - - - - Net profit growth (14.4%) 91.2% 47.8% 27.2% 17.3%
Net fixed assets 434 563 626 721 784 EPS growth - - 10.5% 27.2% 17.3%
Other LT assets 18 32 41 43 44
Total Assets 1,259 1,805 2,236 2,495 2,764 Assets/equity 7.92 4.15 3.23 3.07 2.75

ROE 40.5% 29.6% 25.8% 26.7% 25.2%
Liabilities
ST loans 97 43 48 48 48
Payables 296 336 439 415 429
Others 114 212 195 192 189
Total current liabilities 507 592 682 655 665
Long term debt 442 458 634 734 785
Other liabilities 52 96 134 132 130
Total Liabilities 1,067 1,214 1,534 1,614 1,683
Shareholders' equity 171 568 684 856 1,056
Minorities 21 23 24 24 24
BVPS 0.00 0.30 0.27 0.34 0.42

Source: Company reports and J.P. Morgan estimates.
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research 
analysts are primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document 
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views 
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of 
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per 
KOFIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or 
intervention.

Important Disclosures

  Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Nexteer 
Automotive Group Limited within the past 12 months.

  Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Nexteer Automotive Group 
Limited.

  Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as investment 
banking clients: Nexteer Automotive Group Limited.

  Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation from investment banking Nexteer 
Automotive Group Limited.

  Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking 
services in the next three months from Nexteer Automotive Group Limited.

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for 
compendium reports and all J.P. Morgan–covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, 
or e-mailing research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative 
Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-
0406 or e-mail research.disclosure.inquiries@jpmorgan.com.

Date Rating Share Price 
(HK$)

Price Target 
(HK$)

07-Nov-13 OW 3.21 4.00

24-Jan-14 OW 4.30 5.00

20-Mar-14 N 5.79 6.00

04-Nov-14 NR 6.89 --

09-Feb-15 OW 7.23 8.00

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire 
period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
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Break in coverage Nov 04, 2014 - Feb 09, 2015.
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coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total return of 
the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if 
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy 
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a 
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is 
compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it does not appear 
in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s research 
website, www.jpmorganmarkets.com. 

Coverage Universe: Lai, Nick YC: Baoxin Auto Group Limited (1293.HK), Brilliance China Automotive (1114.HK), China Resources 
Cement (1313.HK), China ZhengTong Auto Service Holding Limited (1728.HK), DongFeng Motor Co., Ltd. (0489.HK), Geely 
Automobile Holdings Ltd. (0175.HK), Great Wall Motor - A (601633.SS), Great Wall Motor - H (2333.HK), Guangzhou Automobile 
Group - A (601238.SS), Guangzhou Automobile Group - H (2238.HK), Minth Group (0425.HK), Nexteer Automotive Group Limited 
(1316.HK), SAIC Motor Corp - A (600104.SS), Sinotruk (3808.HK), Sunfonda Group Holdings Limited (1771.HK), Zhongsheng Group 
Holdings (0881.HK)

J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight
(buy)

Neutral
(hold)

Underweight
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%

JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%

*Percentage of investment banking clients in each rating category.
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table 
above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered 
companies, please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst 
or your J.P. Morgan representative, or email research.disclosure.inquiries@jpmorgan.com.

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based 
upon various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US 
affiliates of JPMS, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS, 
and may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public 
appearances, and trading securities held by a research analyst account.

Other Disclosures 

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing 
name for the U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries. 

All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is 
redistributed, e-mailed or made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales 
representative.

Options related research: If the information contained herein regards options related research, such information is available only to persons who have 
received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of Standardized Options, 
please contact your J.P. Morgan Representative or visit the OCC's website at http://www.optionsclearing.com/publications/risks/riskstoc.pdf 

Legal Entities Disclosures 
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Branch, is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by 
the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from J.P. Morgan on 
request. J.P. Morgan Securities plc (JPMS plc) is a member of the London Stock Exchange and is authorised by the Prudential Regulation Authority and 
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered in England & Wales No. 2711006. Registered Office 25 
Bank Street, London, E14 5JP. South Africa: J.P. Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities 
Exchange and is regulated by the Financial Services Board. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong and/or J.P. Morgan Broking (Hong Kong) Limited (CE 
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