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1H15 likely to be stronger than historical seasonal pattern. Ju Teng is due to report 2H14 
results on 17 Mar and we expect earnings to be in-line with HSBCe. We forecast sales/net 
profit to decline by 1%/17% y-o-y, respectively, with GPM/OPM at 19.4%/11.9% levels vs 
21.8%/14.1% a year ago. Outlook for 1H15 is likely to be stronger than normal seasonality, 
backed by higher metal casing contribution. Ju Teng has been working on Surface Pro 3 casing 
as the sole source since 2H14 and started shipping another new model recently. Despite 
smaller volume, the productivity experience offered by Surface is gaining traction in 
commercial market. This positive momentum (c20% growth in FY14) should benefit Ju Teng. 
We forecast metal casing to account for 32% of sales in 1H15 vs 27% in 2H14; 1H15 margins 
could only be down slightly vs 2H14 as stronger metal casing sales offset weaker plastics.  

Favourable industry trend to help stabilize and improve margins. Overcapacity has been a 
key drag for plastic casing’s margin as consumer NB declined and tablet sales slowed. We 
believe Ju Teng, Zhan Yun (Quanta’s in-house plastic casing arm) and Huan Hsin are in the 
process of scaling down their capacity and phase out old/inefficient equipment. With an 
estimated 20% cut in capacity supply as well as supply chain consolidation, we expect margin 
for plastic casing to stabilize from 2H. On top of market share gains in commercial NB casings 
(c30% in FY15e vs 20% in FY14e), we think rising direct purchase (c20% in FY15e vs <10% 
in FY14e) from PC brands such as HP and Dell, instead of going through NB ODMs, would 
also be positive for Ju Teng’s margins. We forecast FY15e GPM/OPM at 20.2%/12.5% levels, 
up from 18.6%/10.7% in FY14e with metal casing account for 33% of total sales.  

Upgrade to OW(V) from N(V) with new TP of HKD6.9. We keep our FY14 earnings 
estimates largely unchanged but raise FY15e by 27% to reflect a stronger 1H15 and better 
margin outlook brought about by favourable industry trend. Our TP is now set at HKD6.9 (was 
HKD4.85), based on 9x (was 8x) FY15e earnings. We lift our target multiple as we now 
expect Ju Teng to grow its earnings by 23%/16% in FY15/16Ee vs our previous expectation of 
flat to mild decline. With stronger earnings growth profile, we believe a higher target multiple 
can be justified. At 6.1x FY15e earnings, we view the current valuation as attractive and 
expect positive guidance for growth outlook to catalyse share price. 
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Financials & valuation 
Financial statements 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

Profit & loss summary (HKDm) 

Revenue 9,257 9,284 9,781 10,229
EBITDA 1,919 1,808 2,105 2,352
Depreciation & amortisation -729 -817 -882 -952
Operating profit/EBIT 1,190 991 1,223 1,399
Net interest -62 -91 -83 -76
PBT 1,132 994 1,194 1,384
HSBC PBT 1,132 994 1,194 1,384
Taxation -255 -190 -227 -263
Net profit 762 727 899 1,050
HSBC net profit 762 727 899 1,050

Cash flow summary (HKDm) 

Cash flow from operations 257 1,662 618 1,665
Capex -1,066 -843 -622 -674
Cash flow from investment -866 -843 -622 -674
Dividends -175 -191 -175 -216
Change in net debt 322 -628 179 -775
FCF equity 536 684 1,173 1,338

Balance sheet summary (HKDm) 

Intangible fixed assets 40 40 40 40
Tangible fixed assets 7,662 9,059 9,011 10,544
Current assets 7,016 6,319 7,434 6,975
Cash & others 1,061 1,393 1,234 1,727
Total assets 14,718 15,417 16,485 17,560
Operating liabilities 2,777 2,891 2,868 2,990
Gross debt 4,302 4,005 4,026 3,743
Net debt 3,241 2,613 2,791 2,016
Shareholders funds 6,236 6,979 7,894 8,961
Invested capital 10,880 11,134 12,383 12,843

 
Ratio, growth and per share analysis 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

Y-o-y % change    

Revenue 0.6 0.3 5.4 4.6
EBITDA 37.5 -5.8 16.4 11.7
Operating profit 53.2 -16.7 23.4 14.4
PBT 43.6 -12.2 20.1 15.9
HSBC EPS 25.7 -5.4 22.7 15.9

Ratios (%)    

Revenue/IC (x) 0.9 0.8 0.8 0.8
ROIC 9.0 7.3 8.4 9.0
ROE 13.1 11.0 12.1 12.5
ROA 6.6 5.8 6.5 7.0
EBITDA margin 20.7 19.5 21.5 23.0
Operating profit margin 12.9 10.7 12.5 13.7
EBITDA/net interest (x) 31.0 19.9 25.4 30.8
Net debt/equity 42.5 30.7 29.1 18.6
Net debt/EBITDA (x) 1.7 1.4 1.3 0.9
CF from operations/net debt 7.9 63.6 22.1 82.6

Per share data (HKD)    

EPS reported (fully diluted) 0.67 0.63 0.78 0.90
HSBC EPS (fully diluted) 0.67 0.63 0.78 0.90
DPS 0.15 0.17 0.15 0.18
Book value 5.47 6.07 6.81 7.68
 

 
 
 
Valuation data 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

EV/sales 0.9 0.9 0.8 0.7
EV/EBITDA 4.5 4.5 3.9 3.2
EV/IC 0.8 0.7 0.7 0.6
PE* 7.1 7.5 6.1 5.3
P/Book value 0.9 0.8 0.7 0.6
FCF yield (%) 9.8 12.5 21.5 24.6
Dividend yield (%) 3.2 3.5 3.2 3.9

Note: * = Based on HSBC EPS (fully diluted) 

 
 

Price relative   

Source: HSBC 
 
 
Note: price at close of 13 Mar 2015  
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Ju Teng: valuation summary 

HKDm/HKD Revenue Cons Rev EPS Cons EPS P/E (x) P/B (x) ROE (%) 

2013 9,257  0.67 7.1 0.9 13.1 
2014e 9,284 9,498 0.63 0.65 7.5 0.8 11.0 
2015e 9,781 10,100 0.78 0.75 6.1 0.7 12.1 

Source: Company data, HSBCe and I/B/E/S consensus.  

Ju Teng: HSBC 2H14 estimates versus consensus 

                                    _______________2H14e_______________ Diff. 2H14 
HKDmn HSBCe Con. vs Con. 

Revenue 4,886 5,134 -5% 
Gross Profit 949 1,043 -9% 
Operating Profit 582 655 -11% 
Pre Tax Profit 563 638 -12% 
Net Profit 417 460 -9% 

Source:  HSBC estimates, Bloomberg consensus 

Ju Teng: earnings estimates revision         

  ____________ Revised  ___________  ____________ Previous  ___________  _____________ Change ____________ 
HKDmn 2014e 2015e 2014e 2015e 2014e 2015e 

Revenue 9,284 9,781 9,295 9,141 0% 7% 
Gross Profit  1,723 1,971 1,724 1,676 0% 18% 
  Gross Margin 18.6% 20.2% 18.5% 18.3% 1 bps 182 bps 
Operating Profit 991 1,223 992 980 0% 25% 
  Op Margin 10.7% 12.5% 10.7% 10.7% 1 bps 178 bps 
Net Profit 727 899 728 708 0% 27% 
EPS (HK$) 0.63 0.78 0.63 0.61 0% 27% 

Source: HSBC estimates.  

Ju Teng: semi-annual forecast 

  ______ 2013 _______  ______ 2014e _______ ______ 2015e _______   

HKDm 1H 2H 1H 2He 1He 2He 2013 2014e 2015e 

Revenue 4,299 4,958 4,399 4,886 4,563 5,219 9,257 9,284 9,781 
Gross Profit 793 1,080 774 949 881 1,091 1,873 1,723 1,971 
EBIT 490 700 409 582 534 689 1,190 991 1,223 
Pre Tax Profit 463 669 431 563 516 679 1,132 994 1,194 
Net Profit 260 502 311 417 386 513 762 727 899 
EPS 0.23 0.44 0.27 0.36 0.33 0.44 0.67 0.63 0.78 
Product Mix (%)     
Plastic 68% 58% 62% 63% 58% 56% 63% 62% 57% 
Metal/Composite 23% 32% 29% 27% 32% 34% 28% 28% 33% 
Others 9% 9% 9% 10% 10% 10% 9% 10% 10% 
Margins (%)     
Gross Margin 18.4 21.8 17.6 19.4 19.3 20.9 20.2 18.6 20.2 
Operating Margin 11.4 14.1 9.3 11.9 11.7 13.2 12.9 10.7 12.5 
Net Margin 6.1 10.1 7.1 8.5 8.5 9.8 8.2 7.8 9.2 
Sequential Growth (%)    
Revenue -12 15 -11 11 -7 14   
EPS -28 93 -39 34 -7 33   

Y/Y Growth (%)     
Revenue 0 1 2 -1 4 7 1 0 5 
EPS 5 38 18 -18 24 23 25 -6 23 

Source: Company data and HSC estimates.  
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Valuation and risks 

We keep our FY14 earnings estimates largely unchanged but raise FY15e by 27% to reflect a stronger 1H and 
better margin outlook brought about by favourable industry trend. Our TP is now set at HKD6.9 (was 
HKD4.85), based on 9x (was 8x) FY15e EPS of HKD0.78. We lift our target multiple as we now expect Ju 
Teng to grow its earnings by 23%/16% in FY15/16Ee vs our previous expectation of flat to mild decline. With 
stronger earnings growth profile, we believe a higher target multiple can be justified. 

Under our research model, for stocks with a volatility indicator, the Neutral band is 10 percentage points above 

and below the hurdle rate for Hong Kong stocks of 8.5%. Our target price implies a potential return of 49.4% 

(including the forecast dividend yield of 3.5%), which is above the Neutral band; therefore, we upgrade to 

Overweight (V) from Neutral (V) rating on the shares. Potential return equals the percentage difference 

between the current share price and the target price, including the forecast dividend yield when indicated. 

Key downside risks are a slower-than-expected improvement on margins, lower-than-expected 

contribution from light metal casings and intensified pricing competition. 

 

 

MSFT Surface shipment growth (unit in mn) 

 
Source: Company data an HSBCe. 
 

Ju Teng: Forward P/E band  Ju Teng: Forward P/B band 

 

 

 
Source: Company data an HSBCe.  Source: Company data an HSBCe. 
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Analyst Certification 
The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the 
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their 
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific 
recommendation(s) or views contained in this research report: Carrie Liu, David Huang and Jenny Lai 

Important disclosures 

Equities: Stock ratings and basis for financial analysis 

HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which 
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations. 
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities 
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon; 
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative, 
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating. 
HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at 
www.hsbcnet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this 
website. 

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts' views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 

Stock ratings 
HSBC assigns ratings to its stocks in this sector on the following basis: 

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, 
regional market established by our strategy team. The price target for a stock represents the value the analyst expects the stock 
to reach over our performance horizon. The performance horizon is 12 months. For a stock to be classified as Overweight, the 
potential return, which equals the percentage difference between the current share price and the target price, including the 
forecast dividend yield when indicated, must exceed the required return by at least 5 percentage points over the next 12 months 
(or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the stock must be 
expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 percentage points 
for a stock classified as Volatile*).  Stocks between these bands are classified as Neutral. 

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility 
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review, 
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily 
triggering a rating change. 
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*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12 
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility.  However, 
stocks which we do not consider volatile may in fact also behave in such a way.  Historical volatility is defined as the past 
month's average of the daily 365-day moving average volatilities.  In order to avoid misleadingly frequent changes in rating, 
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change. 

Rating distribution for long-term investment opportunities 

As of 13 March 2015, the distribution of all ratings published is as follows: 
Overweight (Buy) 41% (30% of these provided with Investment Banking Services) 

Neutral (Hold) 40% (28% of these provided with Investment Banking Services) 

Underweight (Sell) 19% (20% of these provided with Investment Banking Services) 

   

Share price and rating changes for long-term investment opportunities 

Ju Teng International Hol (3336.HK) Share Price performance HKD Vs HSBC 

rating history 

 Recommendation & price target history 

From To Date 

Underweight (V) Neutral (V) 20 March 2012 
Neutral (V) Overweight (V) 21 June 2012 
Overweight (V) Neutral (V) 20 August 2014 
Target Price Value Date 

Price 1 2.05 20 March 2012 
Price 2 2.85 21 June 2012 
Price 3 4.20 12 August 2012 
Price 4 5.20 12 March 2013 
Price 5 6.30 19 March 2013 
Price 6 6.00 19 June 2013 
Price 7 6.50 16 August 2013 
Price 8 7.00 21 August 2013 
Price 9 7.50 12 February 2014 
Price 10 8.50 18 March 2014 
Price 11 8.00 18 July 2014 
Price 12 5.70 20 August 2014 
Price 13 4.85 10 November 2014 

Source: HSBC 

 

Source: HSBC 
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and/or paid compensation to HSBC in respect of non-investment banking securities-related services. 
7 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
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securities in respect of this company 
  
HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) 
of companies covered in HSBC Research on a principal or agency basis. 

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment 
banking revenues.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that 
company available at www.hsbcnet.com/research. 

Additional disclosures 
1 This report is dated as at 15 March 2015. 
2 All market data included in this report are dated as at close 13 March 2015, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 
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