AAC Technologies (2018 HK)

B 4Q14 NP 15%/12% below our/consensus estimates; weaker GPM
due to wage hike and ASP decline in acoustics business

B FYI15E Outlook: more ASP/margin pressure in slowing acoustics;
limited near-term visibility in mass adoption of haptics solutions

B Trimmed FY15-16E EPS by 9-11%; maintain NEUTRAL on mixed
outlook and rich valuation of 16.4x FY15E P/E

40Q14 miss on both revenue and margins

AAC Tech reported 4Q14 net profit of RMB788mn (+31% YoY), below
our/ consensus estimates by 15%/12%; while 4Q14 revenue came in at
RMB 3,340mn (+42% YoY; +50% QoQ), below our/consensus estimates
by 7%/1%. We believe NP miss is due to weaker acoustic sales (-8%
YoY) and lower GPM (-3ppt YoY), despite impressive non-acoustics
(+100% YoY, 35% of 4Q sales; GPM 48%-+). Mgmt stated 4Q14 GPM
was impacted by higher labor costs and lower ASP of acoustics products.

FY15E: flattish GPM, weaker acoustics on pricing, more
non-acoustics (30%+ sales mix)

Mgmt guided 1Q15E revenue decline 20% QoQ with margin similar to
4Q14. For long term, mgmt believes acoustics TAM for AAC is RMB9-
10bn and expects YoY sales growth for acoustics in FY15E driven by
higher speak-box adoption from Chinese customers (120-150 models in
FY14) and Samsung’s flagship models, while non-acoustics (haptics/RF),
is guided to contribute 30% of FY15E sales (vs 22% in FY14). For
FY15E, we remain conservative given slowing core acoustics segment
with continued margin pressure, despite lower production cost in Vietnam
plant and increasing mix from higher-margin non-acoustics.

Valuation/ Risks

We lower our FY15-16E EPS by 9-11% to reflect 4Q weakness, lower
GPM, which offsets higher contribution from non-acoustics. Trading at
16.4x FY15E P/E, we maintain NEUTRAL rating with revised TP of
HK$44.2 based on 15x FY15E P/E (3-year hist. avg.), given low visibility
of margins and new product ramp-up in FY15-16E. Upside risks include
stronger iPhone6 demand and higher non-acoustics sales.

Financials

Revenue 8,096 8,879 10,988 12,746 14,658
Growth 28.9% 9.7% 23.8% 16.0% 15.0%
Net profit 2,578 2,318 2,892 3,336 3,826
Growth 46.2% -10.1% 24.8% 15.3% 14.7%
EPS (RMB) 2.10 1.89 2.36 2.72 3.12
DPS (RMB) 0.60 0.86 1.07 1.03 1.25
P/E (x) 18.4 20.4 16.4 14.2 12.4
P/B () 6.0 5.2 43 3.6 3.0
ROE 32.5% 25.2% 26.2% 25.6% 24.6%

Source: Company data, CMS (HK) estimates
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1. AAC Tech (2018 HK) — 3Q14 below but
impressive transition into non-acoustics
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Earnings revisions

Figure 1: Revenue assumptions
1Q14 2Q14 3Q14 4Q14 FY14 1Q15E  2Q15E  3Q15E  4Q15E  FY15E

Revenue

Dynamic components 1,557 1,387 1,301 1,722 5,967 1,275 1,211 1,150 1,472 5,108
...YoY -17% -11% -6% 32% -26% -5% -5% 28%

MEMS components 185 194 186 287 852 216 226 219 307 969
...YoY -23% 4% -4% 55% -25% 5% -3% 40%
Non-acoustics 60 130 537 1,076 1,804 990 1,139 1,276 1,467 4,872
...YoY N/A 116% 312% 101% -8% 15% 12% 15%

Other products 111 93 41 10 256 9 9 10 11 40
...YoY 27% -16% -56% -76% -15% 10% 10% 10%

Revenue mix

Dynamic components 84% 78% 63% 56% 67% 51% 47% 43% 45% 46%
MEMS components 10% 10% 9% 9% 10% 9% 9% 8% 9% 9%
Non-acoustics 3% 7% 26% 35% 20% 40% 44% 48% 45% 44%
Other products 3% 5% 2% 0% 3% 0% 0% 0% 0% 0%
Gross profit margin 40.2% 42.1% 42.3% 41.1% 41.4% 41.4% 42.1% 41.3% 40.7% 41.3%
Dynamic components N/A N/A N/A N/A 43.9% 42.5% 43.0% 42.0% 42.2% 42.4%
MEMS components N/A N/A N/A N/A 24.2% 24.0% 23.5% 23.5% 23.8% 23.7%
Non-acoustics N/A N/A N/A N/A 45.7% 44.0% 45.0% 44.0% 43.0% 43.9%
Other products N/A N/A N/A N/A| 12.1% 11.0% 12.0% 12.0% 12.0% 11.8%

Source: Company, CMS (HK)

Figure 2: Earnings revisions

New Old Diff (%)

(RMB mn) 2015E 2016E 2015E 2016E 2015E 2016E]
Revenue 10,988 12,746 11,846 13,979 -7% -9%
Gross profit 4,541 5,264 5,047 5,969 -10% -12%
Operating profit 3,098 3,556 3,400 4,012 -9% -11%
Net profit 2,892 3,336 3,192 3,769 -9% -11%
EPS (RMB) 2.36 2.72 2.60 3.07 -9% -11%
Gross margin 41.3% 41.3% 42.6% 42.7%

Operating margin 28.2% 27.9% 28.7% 28.7%

Net Margin 26.3% 26.2% 26.9% 27.0%

Source: CMS (HK), Bloomberg

Figure 3: CMS estimates vs Consensus

CMS (HK) Consensus Diff (%)

(RMB mn) 2015E 2016E 2017E 2015E 2016E 2015E 2016E]
Revenue 10,988 12,746 14,658 11,092 12,718 -0.9% 0.2%
Gross profit 4,541 5,264 6,069 4,647 5,321 -2.3% -1.1%
Operating profit 3,098 3,556 4,090 3,290 3,729 -5.8% -4.6%
Net profit 2,892 3,336 3,826 3,040 3,497 -4.9% -4.6%
EPS (RMB) 2.36 2.72 3.12 2.48 2.84 -5.0% -4.5%
Gross margin 41.3% 41.3% 41.4% 41.9% 41.8%

Operating margin 28.2% 27.9% 27.9% 29.7% 29.3%

Net Margin 26.3% 26.2% 26.1% 27.4% 27.5%

Source: Company, CMS (HK)

N

To access our research reports on the Bloomberg terminal, type CMHK <GO>
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Valuation

Maintain NEUTRAL with revised TP of HK$44.2 (9% downside)

We revised our FY15-16E EPS estimates by 9-11% to reflect 4Q results, lower GPM but higher sales contribution
from non-acoustics. We revised down our TP to HK$44.2 based on 15x FY15E P/E (3-year historical average),
and maintain our NEUTRAL rating given limited near-term visibility in margin and non-acoustics adoption. Upside
risks include stronger iPhone6 demand and higher non-acoustics sales.

Figure 4: Forward P/E band Figure 5: Forward P/B band
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Peers Comparison

Figure 6: Sector valuation comparison

MKkt Cap Cgr.rent Tlé':ltget Upside P/E (x) P/B (x) ROE (%)
rice rice
usbmn)  wp)y (mkp) () FYISE  FY16E  FY15E FY16E  FY15E FYI16E

Company Ticker  Rating (

AAC Tech 2018 HK  Neutral 7,637 48.20 44.16 -8% 16.4 14.2 4.3 3.6 26% 26%
Sunny Optical 2382 HK  Neutral 2,050 14.48 16.21 12% 15.0 12.2 32 2.7 21% 21%
Truly Intl 732 HK  Buy 1,425 3.80 4.41 16% 7.8 6.5 1.3 1.1 16% 17%
BYD E 285 HK N/A 2,582 8.88 N/A N/A 10.8 8.9 1.4 1.3 14% 15%
FIH 2038 HK N/A 4,121 4.10 N/A N/A 17.6 15.5 1.0 0.9 6% %
Coolpad 2369 HK  Sell 782 1.41 1.05 -26% 11.8 10.8 1.6 1.4 13% 13%
TCL Comm 2618 HK  Buy 1,280 8.02 10.42 30% 6.9 6.1 1.7 15 27% 26%
ZTE 763 HK  N/A 11,455 17.28 N/A N/A 14.1 12,5 1.7 15 13% 13%

Source: Company, CMS (HK)

To access our research reports on the Bloomberg terminal, type CMHK <GO> 3
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4Q14 Review: revenue/net profit missed due to weaker GPM

Thursday, March 26, 2015

AAC Tech reported 4Q14 net profit of RMB788mn (+31%YoY), below our/consensus estimates by 15%/12%; while
4Q14 revenue came in at RMB 3,340 (+42% YoY; +50%Qo0Q), below our/consensus estimates by 7%/1%. We
believe the miss is mainly due to weaker 4Q GPM of dynamic components despite impressive non-acoustics

delivery (35% of 4Q sales, +100%YoY; GPM 48%-+).

In terms of revenue breakdown by segment, dynamic components (56% of 4Q sales) declined 8%YoY, MEMS (9%
of mix) up 20%YoY and non-acoustics (haptics/RF, 34% of mix) up 100%QoQ. We believe non-acoustics results
are encouraging given 1) 4Q sales mix of 34% above guidance of 20%, and 2) GPM of 45.7% above company

average (41.4%).

Figure 7: AAC’s 4Q14 financial results

Revenue
Operating Profit
Net profit

EPS (RMB cents)

Margin (%)
Gross Margin
Operating Margin
Net Margin

Growth (%
Revenue (YoY)
Revenue (QoQ)
Operating Profit
Net Profit

2,182
650
604

49.21

42.8%
29.8%
27.7%

9.3%
4.7%
15.0%
6.2%

1,854
520
487

39.66

40.2%
28.0%
26.3%

-2.7%
-15.0%
-2.5%
-8.8%

1,862
512
493

40.12

42.1%
27.5%
26.5%

-3.3%
0.4%
-10.1%
-9.0%

2,064
592
550

44.77

42.3%
28.7%
26.6%

-0.9%
10.9%
-5.1%
-38.8%

3,099
862
788

64.19

41.1%
27.8%
25.4%

42.0%
50.1%
32.7%
30.5%

3,340
979
927

755

43.0%
29.3%
27.8%

53.1%
38.0%
50.7%
53.4%

-7%
-12%
-15%
-15%

3,145
962
899

74.00

42.4%
30.6%
28.6%

-1%
-10%
-12%
-13%

Source: Company, CMS (HK)
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Financial Summary

Current Assets 5,802 6,750 8,368 10,441 13,232 Revenues 8,096 8,879 10,988 12,746 14,658
Cash & equivalents 2,354 1,603 2,805 4630 6,372 Costof sales (4,637) (5,201) (6,447) (7,482)  (8,590)
Trading investments 0 0 0 0 0 Selling exp (182) (199) (242) (293) (352)
Trade notes 0 0 0 0 0 Admin exp (349) (338) (406) (459) (528)
Trade receivables 2581 3,850 4,116 4,124 4,958 Op expenses (1,083) (1,193) (1,444) (1,708) (1,979
Other receivables 17 8 8 8 8 Op Profit 2,376 2,485 3,098 3,556 4,090
Inventories 832 1,267 1418 1,657 1,873 Financial costs (11) 14) (14) (14) (14)
Other current assets 19 22 22 22 22 Impairments 0 0 0 0 0
Non-current assets 4875 6,529 7,023 7,357 7,630 FVchanges (0) 0 0 0 0
Investment property 0 0 0 0 0 Invincome 12 [€H)] 1) [€H)] Q)
PPE 3,969 5285 5779 6,113 6,387 Non-opinc 136 110 139 174 186
Intangible assets 212 173 173 173 173 Non-op exp 0 0 0 0 0
Other non-current assets 694 1,071 1,071 1,071 1,071 PBT 2,835 2,581 3,221 3,715 4,261
Total assets 10,677 13,279 15,391 17,798 20,863 Taxes (263) (270) (338) (390) (447)
Current Liabilities 2,679 4,001 4,283 4,677 5196 Net Profit 2,571 2,310 2,883 3,325 3,814
Bank loans 905 1,418 1,418 1,418 1,418 NCI (6) (7) 9) (10) (12)
Trade payables 1617 2,388 2,635 3,001 3,488 Parents 2,578 2,318 2,892 3,336 3,826
Prepaid Accounts 0 0 0 0 0 EPS (RMB) 2.10 1.89 2.36 2.72 3.12
Other liquid liabilities 154 195 229 258 290
Long term Liabilities 66 86 86 86 86
Loans 0 0 0 0 0
Others 52 75 75 75 75 YoY growth rate
Total Liabilities 2,745 4,088 4369 4,763 5,283 Revenue 28.9% 9.7% 23.8% 16.0% 15.0%
Issued capital 100 100 100 100 100  Op profit 28.5% 4.6%  246%  14.8%  15.0%
Capital reserves 0 0 0 0 0 Net profit 46.2%  -10.1%  24.8%  153%  14.7%
Reserves 7,776 9,038 10,878 12,901 15,459 Profitability
NCI 56 54 44 34 22  Gross margin 42.7% 41.4% 41.3% 41.3% 41.4%
Parents 7,876 9,138 10,978 13,000 15,558 NP margin 31.8%  26.1%  26.3%  26.2%  26.1%
Total equity and liabilities 10,677 13,279 15,391 17,798 20,863 ROE 32.5% 25.2% 26.2% 25.6% 24.6%

ROIC 43.1% 30.7% 31.6% 34.9% 38.1%

Liquidity

DIA 8.5% 10.7% 9.2% 8.0% 6.8%
CF from OA 2,548 902 3,269 4,052 3,924 NDI/A -13.6% -1.4% -9.0% -180% -23.7%
Net profit 2578 2318 2,892 3,336 3,826 Liquid ratio 2.2 17 2.0 2.2 25
D&A 452 506 506 566 626  Quick ratio 1.9 14 1.6 1.9 2.2
Finance costs 1 14 14 14 14 Operating efficiency
Investment income (12) 0 0 0 0 Asset turnover 14 1.3 13 1.2 11
Changes of WC (258)  (906)  (169) 117 (561) Inventory turnover 5.6 4.1 4.5 4.5 4.6
Others (264)  (254) (304) (361)  (416) AR turnover 31 2.3 2.7 3.1 3.0
CF from IA (716)  (900) (1,000)  (900)  (900) AP turnover 1.8 1.4 1.6 1.8 1.7
Capital expenditure (707)  (900) (1,000) (900)  (900) Per share ratios(RMB)
Other investments 9) 0 0 0 0 PE 2.10 1.89 2.36 2.72 3.12
CF from FA (775)  (754) (1,066) (1,327) (1,281) PCF 2.07 0.73 2.66 3.30 3.20
Borrowings (21) 0 0 0 0 PB 6.46 7.49 8.98 10.61 12.69
Share capital 0 0 0 0 0 DPS 0.60 0.86 1.07 1.03 1.25
Changes of reserves 0 0 0 0 0 Valuation ratios
Dividends (740)  (740) (1,052) (1,313) (1,268) PE 18.4 20.4 16.4 14.2 124
Others (14) (14) (14) (14) (14) PB 6.0 5.2 4.3 3.6 3.0
Net cash flow 1,057 (752) 1,203 1,825 1,742 EV/EBITDA 16.7 18.6 15.1 12.6 10.6

Source: Company, CMS(HK)
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Investment Ratings

BUY Expected to outperform the market index by >10% over the next 12 months
NEUTRAL Expected to outperform or underperform the market index by 10% or less over the next 12 months
SELL Expected to underperform the market index by >10% over the next 12 months
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