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Ju Teng International [3336.HK]
Weak 1H 2016 is behind it. Recovery is on track.

The industry news flow has turned more positive on Ju Teng [3336.HK], which supports
our view that the Company’s recovery is on track after a weak 1H 2016. Ju Teng manage-
ment confirmed that the Company sees sequential improvement in operating performance
and reiterated guidance released in its 1H 2016 results presentation. We also maintain the
view that apart from 2-in-1 notebook casings, Ju Teng will penetrate the market for metal
casings for other products, such as PCs and TVs, to drive growth. Shares of Ju Teng have
been under heavy selling pressure since it issued a profit warning in mid-Jul 2016. Ju
Teng’s low base in 1H 2016 is likely to ensure HoH and YoY improvement in 2H 2016 and
1H 2017, respectively. After the Company’s weak 1H 2016 results, management prefers to
wait for more data points to confirm the trend. But we hold a more positive view and be-
lieve that the worst is over and that expectations have been reset. Shares of some of Ju
Teng’s peers, such as Catcher, Quanta and Inventec, have rebounded recently due to
improvement in sentiment after more positive industry news flow. Any improvement in sen-
timent towards the Company will drive up the share price. Maintain BUY with a target price
of HK$3.25, based on 7.0x 2016E PER. Our target PE represents a discount to the indus-
try average, but is in line with the Company’s historical average.

Investment Highlights

e Positive industry news flow. According to Digitimes.com, several notebook-related
components, such as TFT-LCD panels, batteries and solid-state drives are suffering
from shortages, given stronger-than-expected orders from notebook brands, including
Hewlett-Packard (HP) and Dell. Several notebook brands, including HP and Dell, have
recently raised their notebook shipment forecasts for 2H 2016 and 1H 2017. Accord-
ing to the article, the stronger expected demand is due to low channel inventory, In-
tel's new processor and rising acceptance of Windows 10. Jabil also raised its guid-
ance for Q1 FY17. Jabil also highlighted that its CNC capacity would be fully used in
the coming years based on its current product roadmap, which should partly remove
concern about excess capacity triggered by the potential adoption of glass casings. Ju
Teng management said that because of technical issues, notebook casings were like-
ly to be made of materials such as glass and ceramics going forward. The continued
increase in the contribution from the metal casing division will have positive impact on
Ju Teng’s profitability.

e Management reiterated previous guidance for 2H 2016. Ju Teng management re-
iterated its guidance for 2H 2016, released during its 1H 2016 results presentation.
The Company expects a 10%-15% HoH increase in revenue as a result of the sea-
sonality effect and new product launches. Recall that Ju Teng’'s 1H 2016 results were
distorted by a product delay by a key customer. Management believes that the new
product launches by this customer will be on track. The Company’s gross margin is
likely to rebound to the range of 15 to 20%. We believe that Ju Teng’'s 2H 2016 recov-
ery is on track, and we still share the view that the very low base in 1H 2016 should
ensure HoH and YoY growth in both top and bottom lines in 2H 2016 and 1H 2017.

e Concentration on the PC segment. Management still expects notebooks and tablets
to remain its major product applications. The smartphone segment offers limited
growth opportunities for Ju Teng at this stage.

:?:‘:_::(';?:)c'a's 2013 2014 2015 2016E 2017E
Revenue 9.256.8 9.571.2 8.936.1 7.973.9 8.615.9
Change (YoY %) o.6 3.4 (6.6) (10.8) 8.1
Gross Profit 1.873.0 1,805.3 1,905.6 1.355.2 1.523.2
Gross Margin % 20.2 18.9 21.3 17.0 17.7
Net Profit 762.2 764.7 875.0 520.6 636.9
Net Margin % 8.2 8.0 o.8 6.5 7.4
EPS (Basic) o.66 o.65 0.77 o.46 0.57
Change (YoY %) 2a.6 1.3) 17.6 (39.6) 22.4
DPs $0.150 $0.150 $0.150 $0.093 $0.131
ROE (%) 13.1 12.0 13.4 7.7 °.0
Dividend Yield (%) 6.44 6.44 6.44 3.99 5.61
PER (x) 3.5 3.6 3.0 5.0 a1
PBR (x) 0.a 0.4 0.a 0.4 0.4

FCF Yield (%) -15.51% 32.62% 31.51% 36.18% 25.78%

Capex (m) (1,720.0) (1,560.0) (1,326.0) (1,170.0) (1,147.0)
Free cash flow per share (©.4) o.s 0.7 o.s o.6
Net Gearing (%) 51.9 as.2 51.4 38.3 32.9

Source: Bloomberg, CGIS Research
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Figure 1: Results highlights

2015 Results Highlights (HKD m) 1H 2014 2H2014 1H2015 2H2015 1H2016 2H 2016E
Revenue 4,399 5173 4,215 4,721 3,696 4,278
Cost of sales and services (3,624) (4,141) (3,409) (3,622) (3,146) (3,473)
Gross profit 774 1,031 806 1,100 551 805
Other income and other gains and losses 88 88 69 85 168 45
Distribution and selling expenses (56) (73) (57) (52) (52) (55)
Administrative expenses (329) (425) (360) (351) (340) (342)
Finance costs (47) (43) (44) (46) (49) (45)
JV & Associates 0 0 0 0 0 0
Profit before tax 431 578 414 736 277 407
Income tax expense (83) (102) (63) (142) (47) (75)
MI (38) (22) 3 (73) (29) (13)
Net profit 311 454 354 521 202 319

Source: Company, CGIS Research

Figure 2: Key assumptions for Ju Teng

2008 2009 2010 2011 2012 2013 2014 2015 2016F 2017F
Turnover (HKDm)
Plastic casing 7,249.2 7,463.9 7,166.2 7,411.1 7,361.1 6,772.2 6,433.6 4,914.9 3,499.4 3,324.4
Metal casing o o o 823.5 1,840.3 2,116.3 2,645.4 3,439.0 3,954.8 4,745.8
Other Casing o o o o o 368.4 492.3 582.3 519.7 545.7
Total 7,249.2 7,463.9 7,166.2 8,234.5 9,201.3 9,256.8 9,571.2 8,936.1 7,973.9 8,615.9
YoY Change (%)
Plastic casing 3.0 (4.0) 3.4 (0.7) (8.0) (5.0) (23.6) (28.8) (5.0)
Metal casing 123.5 15.0 25.0 30.0 15.0 20.0
Other Casing 33.6 18.3 (10.8) 5.0
Total 3.0 (4.0) 14.9 11.7 0.6 3.4 (6.6) (10.8) 8.1
Gross margin (%)
Plastic casing 16.7 18.0 12.9 10.0 14.0 17.0 15.0 15.5 9.5 9.5
Metal casing 28.0 15.0 20.0 28.2 26.2 28.0 22.5 22.5
Other Casing 14.0 o o 34.0 30.0 31.0 25.5 25.5
Net margin (%) 16.7 18.0 12.9 10.5 15.2 20.2 18.9 21.3 17.0 17.7
Cost (HKDm)
S,G&A (391.3) (405.1) (479.7) (576.0) (624.4) (682.6) (790.3) (759.0) (723.1) (742.6)
Financial Expenses (75.1) (48.6) (35.6) (45.1) (62.0) (61.8) (90.2) (90.3) (94.4) (99.9)
YoY Change (%)
S,G&A 3.5 18.4 20.1 8.4 9.3 15.8 (4.0) 4.7) 2.7
Financial Expenses (35.3) (26.8) 26.9 37.4 (0.2) 45.8 0.1 4.6 5.8
Volume shipment (m units)
Plastic casing 40.00 45.00 56.00 58.00 60.00 51.00 46.92 44.57 37.89 30.31
Metals casing 9.00 10.35 12.94 16.82 19.34
Volume shipment YoY Change (%)
Plastic casing 12.5 24.4 3.6 3.4 (15.0) (8.0) (5.0) (15.0) (20.0)
Metals casing 15.0 25.0 30.0 15.0
ASP (HK$)
Plastic casing 144.3 144.3 144.3 129.7 115.5 115.5
Metals casing 204.5 204.5 204.5 204.5 204.5 204.5
ASP YoY Change (%)
Plastic casing o 0 (10.1) (11.0) o
Metals casing o o o o o
CAPEX (HKDm) (555.2) (1,641.1) (964.2) (1,379.1) (1,274.8) (1,720.0) (1,560.0) (1,326.0) (1,170.0) (1,147.0)
Net Gearing (%) 50.6 37.2 28.5 41.5 54.2 51.9 48.2 51.4 38.3 32.9

Source: Company, CGIS Research




Figure 3: Earnings projection
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Income Statement (HKDm) FY2013
Revenue 9,257
Growth yoy% 0.6%
Gross Profit 1,873
Growth yoy% 33.7%
Selling General & Admin Exp. (683)
Others Operating Expenses/Items (15)
Operating Income 1,176
Growth yoy% n.a.
Interest Expense (61.8)
Interest and Invest. Income 18.4
Income/(Loss) from Affiliates 0
Other Non-Operating Inc. (Exp.) 0
Impairment of Goodwill -
Gain (Loss) On Sale Of Invest. -
Gain (Loss) On Sale Of Assets -
Income Tax Expense (255)
Minority Int. in Earnings (115)
Net Income 762
Growth yoy% 26.8%
Balance Sheet (HKDm) FY2013
ASSETS
Cash And Equivalents 1,061
Receivables 1,977
Inventory 3,954
Other Current Assets 24
Total Current Assets 7,016
Net Property, Plant & Equipment 7,291
Long-term Investments -
Other Intangibles -
Deferred Tax Assets, LT -
Other Long-Term Assets 412
Goodwill -
Accounts Receivable Long-Term -
Total Long Term Assets 7,702
Total Assets 14,718
LIABILITIES & EQUITY
Accounts Payable 2,539
Accrued Exp. -
Short-term Borrowings 2,664
Curr. Port. of LT Debt -
Curr. Income Taxes Payable -
Unearned Revenue, Current -
Other Current Liabilities 242
Total Current Liabilities 5,445
Long-Term Debt 1,634
Def. Tax Liability, Non-Curr. 6
Other Non-Current Liabilities 0
Total Liabilities 7,085
Common Stock 117
Additional Paid In Capital -
Retained Earnings 6,119
Treasury Stock -
Comprehensive Inc. and Other -
Minority Interest 1,397.2
Total Equity 7,633
Total Liabilities And Equity 14,718

FY2014

9,571
3.4%
1,805

(3.6%)
(790)

67
1,082
(8%)
(90.2)
172
0

0

(185)
(60)
765

0.3%

FY2014

8,936
(6.6%)
1,906
5.6%
(759)
77
1,224
13.1%
(90.3)
16.5

0

0

(205)
(70)
875

14.4%

FY2015

8,931
15,456

1,968

3,493

217
5,678
1,411

23

418
7,529

112

6,434

1,381.5
7,927
15,456

FY2015 FY2016F FY2017F

7974 8616
(10.8%) 8.1%
1355 1,523
(28.9%)  12.4%
(723) (743)
120 124

752 905
(38.5%)  20.3%
(944)  (99.9)
26.6 325

0 0

0 0

(122) (149)
(42) (51)

521 637
(40.5%)  22.4%

FY2016F FY2017F

2,482 3,029
1,611 1,740
2,748 2,969
0 0
6,841 7,739
8,520 8,542
560 584
9,079 9,126
15,920 16,865
1,756 1,897
3,717 4,016
239 263
5,711 6,176
1,411 1,411
25 28
451 487
7,598 8,101
112 17
6,786 7173
0 0
14233  1,4745
8,322 8,764
15,920 16,865

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 borrowings

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 %

FY2013 FY2014 FY2015 FY2016F FY2017F
1,176 1,082 1,224 752 905
668 772 970 1,048 1,125
(539) 595 (33) 314 (210)
1,304 2,449 2,161 2,114 1,820
(1,720) (1,560)  (1,326) (1,170) (1,147)
428 (266) (647) 95 (146)
(1,292) (1,826)  (1,973) (1,075) (1,293)
216 420 186 224 299

17 16 0 0 0
(138) (175) (174) (168) (104)
(235) (212) (227) (159) (179)
(140) 50 (216) (103) 16
(128) 673 (27) 936 542
FY2013 FY2014 FY2015 FY2016F FY2017F
5.5% 5.0% 5.5% 3.3% 3.9%
8.2% 7.8% 8.5% 5.2% 6.0%
13.1% 12.0% 13.4% 7.7% 9.0%
20.2% 18.9% 21.3% 17.0% 17.7%
7.4% 8.3% 8.5% 9.1% 8.6%
12.9% 11.5% 13.9% 9.8% 10.9%
20.1% 19.6% 24.8% 22.9% 23.9%
8.2% 8.0% 9.8% 6.5% 7.4%
0.6x 0.6x 0.6x 0.5x 0.5x
1.2x 1.0x 1.0x 0.9x 0.9x
4.8x 4.7x 4.6x 4.7x 5.1x
2.3x 2.9x 2.9x 2.9x 2.9x
1.3x 1.4x 1.1x 1.2x 1.3x
0.4x 0.6x 0.5x 0.6x 0.7x
77.9 79.4 73.7 73.7 73.7
155.9 126.4 125.8 125.8 125.8
121.4 118.7 116.3 102.7 94.0
173.3 139.4 153.2 144.9 146.2
52% 48% 51% 38% 33%
0.6% 34%  (6.6%) (10.8%) 8.1%
26.8% 0.3% 14.4%  (40.5%) 22.4%
22.6% 22.9% 19.5% 20.0% 23.0%




o [ER] &R /] B PR

CHINA GALAXY INTERNATIONAL

12x
9x
X
4x
2x

- 91-3nv
- 91-AeN
- 9l-uef
F S1-1°0
FSsi-mf

L g1-1dy
Fv1-9°d
L $1-dos
- vi-ung
- vI-1eIN
- €[-AON
L €1-8ny
L €1-AeIN
- elr-uer
- CI320
Fcl-mf
Fzr-udy
L 11-00
L 11-dos
- r-ung
- TI-1eIN
- O[-AON
- 01-8nv
L O1-AeIN
F0l-9°4
T T 603120

Figure 4: Ju Teng’s PER trend




O TERAAR

Figure 5: Peer comparison
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Share Price Performance

3336HK  Ju Teng International Hidgs 13 3365 50 41 40 37 31 3 04 04 B4 T 55 313 64 40 45 205 0 4030 302
698HK  Tongda Group Holdings Ltd 186 13765 13 93 81 85 11 63 25 23 187 u9 93 107 13 17 U8 JIX] 398
M5HK Byd Electronic ntl CoLtd 6.3 18393 02 89 83 3% 3 30 L1 1l %0 107 56 56 12 16 -3 459 394 84
838HK  EvaPrecision Industrial Hid 095 2302 06 W4 95 60 50 41 07 07 83 24 U 18 18 09 56 173 246 354
N3BHK  FiMobieLtd 260 %467 B8 10 197 05 05 05 08 07 60 27 AU 18 26 36 -15 40 196 -9
1050HK  Karie Intl Hidgs Ltd 0.64 1648 na na na o ona o ona ona 13 ona 79 na 58 na. 55 na 30 143 37 99
T32HKC  Truly International Holdings 315 11809 02 88 74 56 52 46 13 12 U9 U8 40 52 2 3% 47 108 5.7 583
2018HK  Aac Technologies Holdings In 795 1977 6 174 W9 10 B M6 72 59 04 B8 203 07 na. 17 30 263 393 66.2
282HK Sunny Optical Tech 3145 590 301 B0 184 26 66 B4 87 13 U5 W0 119 140 06 09 -b6 319 10 1503
992HK  Lenovo Group Ltd 5.18 w7 w1 %0 78 54 500 46 23 W0 B4 UL na 29 na 39 00 131 158 09
Average 187 140 18 85 710 60 29 26 152 159 76 19 4 23 0.2 192 09 395
UTATT Catcher Technology Co Lid 15750 63135 97 93 87 42 40 37 18 15 BT 67 W 130 na. 38 139 93 16 38
5264TT  Casetek Holdings Lid 11600 1251 97 85 76 34 29 25 14 12 10 1S us 8.2 na 58 37 55 293 14
26477 Foxconn Technology CoLLtd 88.80 40039 14 14 no 3 339 13 Wl 19 89 86 na. 3l 05 B0 260 10
B56TT Inventec Corp 190 28475 o 0 12 6l 56 54 17 16 98 103 32 35 na. 60 13 102 12 56.6
2477 Compal Electonics 195 1151 00 92 8 55 54 51 08 08 85 80 27 27 na. 64 05 18 33 45

28277 Quanta Computer Inc £6.00 8164 W5 B1 ng 85 18 0 20 19 B4 73U 31 na. 56 13 113 170 156
B3TT Eite Material CoLtd 87.00 8837 03 91 na 72 65 na 30 28 268 91 WS 148 na. 56 24 13 657 17
BOTTT Asustek Computer Inc M0 66058 113 110 07 68 65 67 13 12 103 109 51 54 na. 57 15 39 30 02

33T Wistron Cop B15 19571 78 17 U3 63 58 55 09 09 19 51 06 13 na. 47 29 99 B2 394
B3TT Acerlne 1475 g5 35 B B2 28 30 32 07 07 10 22 06 10 na. 16 28 30 14 146
Average “e B5 B3 54 51 48 15 14 19 120 65 6.2 na. 48 34 96 11 106
300115CH  Shenzhen Evenwin Precision-A 26.66 3985 37 B 73 U4 1Kl 18 67 60 170 178 100 17 na. 06 12 270 64 50.6
300083CH  Janus Dongguan Precision-A 140 15786 96 65 180 na na ona 2l 20 145 66 38 na. na. na 42 115 116 290
300328 CH  Dongguan Eontec Co Ltd-A 1268 766.1 na. ha na na ona ona 76 na 83 na 49 na. na. na 96 291 -18 46

002426 CH  Suzhou Victory Precision-A 1039 546 36 B9 U4 na ona ona 57 L7 66 143 65 15 na. 06 29 91 9.2 508
Average B3 8 6 4 I N8 55 32 44 19 44 96 na. 06 09 11 155 31
060720KS  Kh Vtec CoLid 1240000 259 na. 108 83 85 41 3% 09 09 76 03 10 na. na. Ll 41 55 B9 184
JBLUS  Jabil CircuitInc 19 4886 06 95 84 39 37 41 17 16 15 51 26 6.6 15 15 40 U7 158 12

HIP $P Hi-P Infernational Ltd 048 286.6 na na naona ona na 08 na 78 na 23 na. na. na m U7 11 31
Average 80 17 14 n3y 19 69 22 19 41 59 14 8.1 na. 14 30 134 6.1 134
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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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