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Ju Teng International [3336.HK]

2014 Review: Outlook remains positive. Maintain BUY.

Ju Teng International’s (Ju Teng) 2014 results were lower than our expectations
due to lower than expected gross margin achieved in 2H14. We remain positive
on Ju Teng'’s outlook for 2015 given (a) its higher metals casing for notebook,
tablet and two-in-one PC; b) rising order allocation and margins for Surface Pro
tablets and c) lack of one-off costs for the relocation of factories. Despite negative
news flow from the supply chain, management believes that Ju Teng will report
turnover and margin improvement in 1H15. We maintain the view that Ju Teng
should deliver solid earnings growth in 2015E and 2016E. Maintain BUY with a
higher target price of HK$6.20 which is based on 8x 2015E PER. Our target PE
represents 40% discount to industry average but in line with historical average.

Investment Highlights

e 2H14 gross margin weaker than expected... 2H14 results below expectations
on lower than expected gross margin. Ju Teng report turnover of HK$5.2bn, up
4% YoY and 18% HoH, largely in line with our and market expectations. Howev-
er, gross margin was weaker than our and market expectations. The lower than
expected gross margin, in our view, was mainly due to lower operating efficiency
at Chonggqing plant. The impact of higher other income (higher government subsi-
dy) in 2H14 was partly offset by provisions/write-off made for relocation of pro-
duction facilities. Ju Teng declared a final dividend of HK$0.15, flat YoY.

e ..but remain positive for 2015. Despite negative industry news flow, Ju Teng
still guided 0-5% YoY turnover growth in 1H15 given strong demand for its metal
casing products. Margin is also expected to improve 1-2% YoY in 1H15 given
more favourable product mix. For 2015, management expects its market share in
commercial/enterprise segment to report good growth given gaining market share.
Management also highlights that demand for metal casing in Chongging plant is
strong given lack of competition. In smartphone segment, management’s tone is more
conservative on sales growth or client acquisition. Management is putting resources
on growing the sales of metal casings for tablet and two-in-one PC which offer higher
margin. Ju Teng guides 2015 turnover to increase 5-10%, on improved ASP, while
gross margin to improve 1-2ppts YoY in 2015.

e  We believe that Ju Teng is on the right track to reduce reliance on plastic casing busi-
ness through expanding higher-margin unibody and metal casings business. Metal
casing composite material casing will account for close to 40% of total turnover in
2015, up from 25% in 2014. Ju Teng’s CAPEX for 2015 is US$60m which is mainly
for the purchase of 600 CNC machines in 2015. The valuation gap between Ju Teng
and its peers should narrow given increasing contribution form metals casings.

Key Financials

(in HKDm) 2012 2013 2014 2015E 2016E
Revenue 9,201.3 9,256.8 9,571.2 10,344.3 11,126.4
Change (YoY %) 11.7 0.6 3.4 8.1 7.6
Gross Profit 1,401.2 1,873.0 1,805.3 2,125.0 2,350.6
Gross Margin % 15.2 20.2 18.9 20.5 21.1
Net Profit 601.0 762.2 764.7 900.1 1,029.0
Net Margin % 6.5 8.2 8.0 8.7 9.2
EPS (Basic) 0.53 0.66 0.65 0.78 0.89
Change (YoY %) 134.4 24.6 (2.3) 20.8 14.3
DPS $0.120 $0.150 $0.150 $0.156 $0.179
ROE (%) 11.9 13.1 12.0 13.0 13.4
Dividend Yield (%) 2.46 3.08 3.08 3.21 3.67
PER (x) n.a. 7.3 7.5 6.2 5.5
PBR (x) 1.0 0.9 0.9 0.8 0.7
FCF Yield (%) -15.61% -8.79% 16.50% 17.85% 24.45%
Capex (m) (1,274.8) (1,720.0) (1,560.0) (1,014.0) (918.5)
Free cash flow per share (0.6) (0.4) 0.7 0.7 1.0

Net Gearing (%) 54.2 51.9 48.1 37.4 24.3
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2008 2009 2010 2011 2012 2013 2014 2015F 2016F

Turnover (HKDm)

Plastic casing 7,249.2 7,463.9 7,166.2 74111 7,361.1 6,772.2 6,433.6 6,433.6 6,433.6
Metal casing 0 0 0 823.5 1,840.3 2,116.3 2,645.4 3,439.0 4,126.8
Other Casing 0 0 0 0 0 368.4 492.3 471.7 566.1
Total 7,249.2 7,463.9 7,166.2 8,234.5 9,201.3 9,256.8 9,571.2 10,344.3 11,126.4

YoY Change (%)

Plastic casing 3.0 (4.0) 34 (0.7) (8.0) (5.0) 0 0
Metal casing 123.5 15.0 25.0 30.0 20.0
Other Casing 33.6 (4.2) 20.0
Total 3.0 (4.0) 14.9 1.7 0.6 34 8.1 7.6

Gross margin (%)

Plastic casing 16.7 18.0 12.9 10.0 14.0 17.0 15.0 155 155
Metal casing 28.0 15.0 20.0 28.2 26.2 28.7 28.7
Other Casing 14.0 0 0 34.0 30.0 30.0 30.0
Net margin (%) 16.7 18.0 12.9 105 152 20.2 18.9 20.5 21.1

Cost (HKDm)

S,G8A (391.3) (405.1) (479.7) (576.0) (624.4) (682.6) (790.3) (845.8) (910.2)

Financial Expenses (19.6) (14.3) (27.9) (53.8) (54.3) (32.7) (42.3) (51.4) (60.4)

YoY Change (%)
S,G&A 3.5 18.4 201 8.4 9.3 15.8 7.0 7.6
Financial Expenses (27.2) 95.5 92.8 0.9 (39.7) 29.2 21.5 17.4

Volume shipment (m units)
Plastic casing 40.00 45.00 56.00 58.00 60.00 51.00 57.51 61.39 64.76
Metals casing 9.00 10.35 12.94 16.82

Volume shipment YoY Change (%)

Plastic casing 125 24.4 3.6 34 (15.0) 12.8 6.7 5.5
Metals casing 15.0 25.0 30.0
ASP (HK$)

Plastic casing 144.3 144.3 144.3 144.3 144.3
Metals casing 204.5 204.5 204.5 204.5 204.5

ASPYoY Change (%)

Plastic casing 0 0 0 0
Metals casing 0 0 0 0
CAPEX (HKDm) (555.2) (1,641.1) (964.2) (1,379.1) (1,274.8) (1,720.0)  (1,560.0)  (1,014.0) (918.5)
Net Gearing (%) 50.6 37.2 28.5 41.5 54.2 51.9 48.1 374 243

Sources: Company, CGIHK Research




Figure 1: Earnings projection
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Income Statement (HKDm) FY2012
Revenue 9,201
Growth yoy% 11.7%
Gross Profit 1,401
Growth yoy% 61.5%
Selling General & Admin Exp. (624)
Others Operating Expenses/items 67
Operating Income 843
Growth yoy% n.a.
Interest Expense (62.0)
Interest and Invest. Income 6.8
Income/(Loss) from Affiliates 0
Other Non-Operating Inc. (Exp.) 0
Impairment of Goodw ill -
Gain (Loss) On Sale Of Invest. -
Gain (Loss) On Sale Of Assets -
Income Tax Expense (129)
Minority Int. in Earnings (59)
Net Income 601
Growth yoy% 134.2%
Balance Sheet (HKDm) FY2012
ASSETS
Cash And Equivalents 1,163
Receivables 1,902
Inventory 3,239
Other Current Assets 58
Total Current Assets 6,363
Net Property, Plant & Equipment 6,193
Long-term Investments -
Other Intangibles -
Deferred Tax Assets, LT -
Other Long-Term Assets 693
Goodw ill -
Accounts Receivable Long-Term -
Total Long Term Assets 6,886
Total Assets 13,249
LIABILITIES & EQUITY
Accounts Payable 2,373
Accrued Exp. -
Short-term Borrow ings 2,499
Curr. Port. of LT Debt -
Curr. Income Taxes Payable -
Unearned Revenue, Current -
Other Current Liabilities 173
Total Current Liabilities 5,045
Long-Term Debt 1,583
Def. Tax Liability, Non-Curr. 5
Other Non-Current Liabilities 0
Total Liabilities 6,633
Common Stock 115
Additional Paid In Capital -
Retained Earnings 5,271
Treasury Stock -
Comprehensive Inc. and Other -
Minority Interest 1,230.5
- Total Equity 6,617
Total Liabilities And Equity 13,249

9,257
0.6%
1,873

33.7%
(683)

(15)
1,176
n.a.
(61.8)
18.4
0

0

(255)
(115)
762
26.8%

1,061
1,977
3,954

7,016
7,291

7,702

14,718

2,539

2,664

242
5,445
1,634

7,085

117

6,119

1,397.2
7,633
14,718

FY2013 FY2014F FY2015F FY2016F

9,571 10,344 11,126
34%  8.1% 7.6%
1,805 21125 2,351

(3.6%) 17.7%  10.6%
(790)  (846)  (910)

67 (@7 (29)
1,082 1,253 1,411

(7.9%) 157%  12.7%

(90.2)  (934)  (87.1)

17.2 23.9 284
0 0 0

0 0 0
(185)  (213)  (243)
(60) (70) (80)
765 900 1,029
03% 17.7%  14.3%

FY2013 FY2014F FY2015F FY2016F

1,567 2,175 2,587
2,083 2,251 2,422
3,313 3,581 3,852
36 0 0
6,999 8,008 8,860
8,589 8,764 8,782
547 568 589
9,137 9,332 9,371
16,136 17,340 18,231
2,512 2,715 2,920
2,085 2,253 1,924
313 321 353
4,911 5,289 5,197
2,633 2,633 2,633
15 16 18
617 666 720
8,175 8,605 8,567
116 115 115
6,433 7,139 7,988
- 0 0
1,4103 1,480.3 1,560.4
7,960 8,734 9,663
16,135 17,339 18,230

Cash Flow Statement (HKDm)

Net Income
Depreciation & Amort.
Change in Working Capital
Cash from Ops.
Capital Expenditure
Sale of Property, Plant, and Equipment
Change in Investing Acitivities
Cash from Investing
Net increase in bank borrow ings

Issuance of Common Stock
Common Dividends Paid
Special Dividend Paid
Other Financing Activities
Cash from Financing

Net Change in Cash

Ratios

Profitability
Return on Assets %
Return on Capital %
Return on Equity %

Margin Analysis
Gross Margin %
SG&A Margin %
EBIT Margin %
EBITDA Margin %
Net Income Margin %

Asset Turnover
Total Asset Turnover
Fixed Asset Turnover
Accounts Receivable Turnover
Inventory Turnover

Liquidity
Current Ratio
Quick Ratio
Avg. Days Sales Out.
Avg. Days Inventory Out.
Avg. Days Payable Out.
Avg. Cash Conversion Cycle
Net Debt to Equity

Growth Over Prior Year
Total Revenue
Net Income
Payout Ratio %

FY2012 FY2013 FY2014F FY2015F FY2016F
843 1,176 1,082 1,253 1,411
589 668 772 839 900
(882) (539) 507 (233) (236)
550 1,304 2,361 1,859 2,076
(1,275)  (1,720) (1,560) (1,014) (919)
(69) 428 (339) 0 6
(1,344) (1,292) (1,899) (1,014) (912)
1,460 216 420 168 (330)
39 17 0 0 0
(90) (138) (175) (174) (180)
(140) (235) (212) (229) (241)
1,269 (140) 33 (235) (751)
476 (128) 495 610 413

FY2012 FY2013 FY2014F FY2015F FY2016F

4.9% 5.5% 5.0% 5.4% 5.8%
7.9% 8.2% 7.8% 8.5% 9.0%
11.9% 131%  12.0% 13.0% 13.4%
15.2% 20.2%  18.9% 20.5% 21.1%
6.8% 7.4% 8.3% 8.2% 8.2%
9.2% 129%  11.5% 12.3% 12.9%
15.7% 20.1%  19.6% 20.5% 21.0%
6.5% 8.2% 8.0% 8.7% 9.2%
0.7x 0.6x 0.6x 0.6x 0.6x
1.3x 1.2x 1.0x 1.1x 1.2x
5.3x 4.8x 4.7x 4.8x 4.8x
2.8x 2.3x 2.9x 2.9x 2.9x
1.3x 1.3x 1.4x 1.5x 1.7x
0.4x 0.4x 0.6x 0.7x 0.8x
75.5 77.9 79.4 79.4 79.4
128.5 155.9 126.4 126.4 126.4
119.1 121.4 118.7 116.1 117.2
132.9 173.3 139.4 142.7 143.8
54% 52% 48% 37% 24%
11.7% 0.6% 3.4% 8.1% 7.6%
134.2% 26.8% 0.3% 17.7% 14.3%
35.2% 226%  22.6% 23.2% 20.0%




€9 = B SR i [ [

CHINA GALAXY INTERNATIONAL

Valuation

Ju Teng is a leader in plastic casings with a 30% global market share. The group has trad-
ed at a sizeable valuation discount since 2011 due to its high exposure to the notebook
segment, and has been lagging behind peers in the metal casing business. Ju Teng is suc-
f_hOU’d deserve a higher valua- cessfully diversifying away from its traditional plastic notebook casing business.
ion

The stock is trading at 6.2x 2015E PER, which we think is undervalued vs its casing com-
ponent peers (12.6x and 10.6x on average). Maintain BUY rating with target price of
HK$6.25 based on 8x 20145 PER (discount to average of peers of 16.0x but in line with
historical average of 8.0x).

Fiqure 2: Ju Tena PER trend
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Figure 3: Peer comparison
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.
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