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Vil;fﬁﬁﬁ (HARART) 2014 2015 2016 2017E 2018E
[ ON 8,426.5 10,696.2 14,611.8 22,051.6 29,719.4
A5 (A %) 45.0 26.9 36.6 50.9 34.8
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COMPANY NEWS

Sunny Optical Technology Group Co., Limited [2382.HK; HK$60.0; Not Rated] -

Wait for the other shoe to drop.

Market Cap: US$8,463m; Free Float: 61.5%; 3-months Average Daily Turnover: US$46.9m

Analyst: Mark Po

The Company. Sunny Optical Technology Group Co., Limited (Sunny Optical)
designs and manufactures optical and optical-related products. The Company’s
products include glass and plastic lenses, prisms, mobile phone camera modules,
microscopes, surveying instruments, and other analytical instruments.

Shares of the leading handset component makers have performed well recently,
given news flow on the coming release of Apple’s new iPhone models. The key
suppliers in the Apple ecosystem may benefit from product upgrades, given
expectations of a YoY increase in the bill of materials in 2017 even with no major
increase in shipments of iPhones. The news flow on inventory adjustments by
Chinese smartphone brands has continued since the beginning of 2017. It seems
that concern about the growth outlook for the sector is fading, and the market is
looking beyond news flow on unexciting Mar and Apr 2017 shipment figures. We
believe that the market is also re-visiting non-Apple suppliers, such as Sunny
Optical, given increasing interest in_handset component makers and the strong
share price performance of Taiwan-listed optical component makers such as

Largan.

Sunny Optical’'s Mar 2017 camera module shipments increased 47% YoY or
decrease 21% MoM to 23.4m units. The Company’s Q1 2017 camera module
shipments were up 94% YoY, but the MoM decline in shipments in Mar 2017 has
raised concern about Sunny Optical's growth outlook in the near term. During its
post-2016 results presentation in Mar 2017, Sunny management guided a
slowdown in Mar & Apr 2017 shipments vs Jan and Feb 2017 due to seasonality,
and we expect that Sunny Optical will also report unexciting Apr 2017 shipment
figures. We think that Sunny Optical’'s camera module shipments will pick up in
May and Jun 2017. We believe that the market is now waiting for more data points,
such as Apr and May 2017 shipments for confirmation of a sequential recovery
trend in the coming months.

Sunny Optical is now the second-largest handset lens supplier, after Largan. After
the Company’s continuous investment in R&D and improvement in quality, more
smartphone brands are willing to give it a chance to bid for high-end handset lens
business, together with Largan. The gap between Sunny Optical and Largan has
been narrowing in recent years. Sunny Optical’'s Mar 2017 lens shipments were up
55% YoY and down only 2.6% MoM to 40.3m units. The seasonal impact on sales
of lens sets is much less than that for camera modules. The second factory in
Sunny Optical's new production base commenced production in early Apr 2017.
The new production lines are for handset lens production, which will help to
expand lens capacity to meet fast-growing demand. The gap between Sunny
Optical and Largan is expected to narrow further, given Sunny Optical's new
production facilities. Other camera module makers are moving into lens production
for vertical integration, but the know-how involved in handset lens manufacturing,
such as coating and molding, creates a high entry barrier for new players.

Currently, Sunny Optical is the market leader in the vehicle lens market, with a
30% market share. It is strong in front and surround-view cameras, while other
players are focusing on parking cameras, so Sunny Optical is expected to gain
market share in this segment. Unless Sunny Optical's market share reaches a
dominating level (40-50%), there is no pressure for auto OEMS to reduce their
reliance on Sunny Optical by allocating more orders to other suppliers.

Sunny Optical has identified growth drivers in (a) consumer-related business and
(b) to-business (2B) or industrial applications business. The consumer-related
business includes smartphone and vehicle business, for which Sunny Optical will
focus on the development of its SmartEye strategy, which includes products such
as drone anti-collision modules, vehicle anti-collision modules, AR/VR products,
and 3D applications. Regarding 2B or industrial applications business, Sunny

[Sunny Optical Technology Group Co., Limited ]
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Apri16 Jun16 Aug16 Oct16 Dec16 Feb17
s Turnover (RHS) Price (LHS)
Key Financials

(in RMB m) 2014 2015 2016 2017E 2018E
Revenue 8,426.5 10,696.2 14,611.8 22,051.6 29,719.4
Change (yoy %) 45.0 26.9 36.6 50.9 34.8
Gross Profit 1,289.4 1,763.4 2,680.1 3,951.6 5,269.0
Gross Margin % 15.3 16.5 18.3 17.9 17.7
Net Profit 566.0 761.6 1,270.8 2,028.2 2,891.5
Net Margin % 6.7 71 8.7 9.2 97
EPS (Basic) 0.53 0.71 1.18 1.88 2.68
DPS $0.962 $0.249 $0.323 $0.563 $0.803
ROE (%) 18.6 215 29.1 35.1 36.8
Dividend Yield (%) 1.81 0.47 0.61 1.06 1.51
PER (x) 100.7 75.2 453 28.4 19.9
PBR (x) 17.6 14.9 11.8 8.6 6.4
FCF Yield (%) 2.57% 2.16% 1.21% 1.12% 3.88%
Capex (m) (470.5) (377.5) (978.6) (1,700.0) (1,000.0)
Free cash flow per she 1.5 1.3 0.7 0.7 23
Net Gearing (%) Net Cash 7.9 3.7 29 Net Cash

Source: Bloomberg, Company Data, CGIS Research

Optical has set up an Intelligent Equipment business unit (BU) and a Digital
Factory BU, which will provide intelligent on-site detection solutions. The
Company will provide turnkey microscope-level assembly lines and
detection equipment for products such as MEMS (Micro-electromechanical
System) components and 3D glass. Sunny Optical will also develop
software, collect data for big data analysis and provide management-related
consulting to clients.

Our view. Management guided a 2017 shipment increase of 30-
35%/35%/15-20% for handset lenses/vehicle lenses/camera modules,
respectively, in 2017. After its Q1 2017 shipment results, full-year guidance
now implies 20-25%/33%/0-5% YoY growth for handset lenses/vehicle
lenses/camera modules in Apr-Dec 2017, respectively. Some investors
might think the growth rate in volume terms in the rest of 2017 might look
slow, but an increase in average selling prices and margins is expected to
support Sunny Optical's net profit growth in 2017. We also share the view
that Sunny Optical is a quality handset component supplier with growth
potential in other areas, such as ADAS. Since investors are focusing on
shipment figures, and Sunny Optical’'s shipments are likely to remain
lacklustre in Apr, this may cap upside potential for its shares, given its
higher valuation. We suggest investors take any share price weakness due
to unexciting Apr 2017 shipment figures as a revisit opportunity.

Catalysts: Apr & May 2017 shipments figures, new-product launch by
Chinese brands, such as Oppo, and new business development.
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Figure 1: Sunny Optical’s turnover breakdown (RMBm)
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Figure 3: Sunny Optical’'s margin trend
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Figure 2: Sunny Optical's volume shipments breakdown
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Figure 4: Sunny Optical's PER band
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Figure 5: Peer comparison
Company 23 EVIEBITDA PIB ROE ROA Div yield Share Price Performance
Price Market Cap 2017F 2018F 2019F 2017F 2018F 2019F 2016 2017F 2016 2017F 2016 2017F 2016 2017F m

Ley Us$m X X X X X X X % %

HK listed names

2878 HK Solomon Systech (Intl) Ltd 037 116 na. na. na. na. na. na. 12 na. 6.6 na. 5.8 na. 0.0 na. -120 -6 28 10.6 9.0

981 HK Semiconductor Manufacturing 9.17 5482 16.9 13 103 56 47 41 12 11 96 71 44 29 0.0 0.0 -9.2 172 14 36.9 -24.7
3355 HK Advanced Semiconductor Man-H 0.88 174 na na. na na. na. na. 12 na. 34 na. 28 na. 0.0 na. 397 375 222 222 375
1347 HK Hua Hong Semiconductor Ltd 1048 1,393 13 105 84 41 36 40 09 0.9 86 8.0 6.9 6.5 28 27 -6.4 219 15 289 210
522 HK Asm Pacific Technology 114.80 6,026 210 197 16.2 137 126 106 na 47 172 238 na. 137 na. 23 104 294 61.3 94.2 39.7
2018 HK Aac Technologies Holdings In 106.20 16,768 227 179 157 16.1 126 125 82 6.5 31.6 319 198 186 16 17 84 365 371 90.5 50.7
2382 HK Sunny Optical Tech 60.00 8,463 284 199 17.0 208 147 130 1.8 86 291 35.1 132 143 06 11 41 418 474 154.8 76.7
1415 HK Cowell E Holdings Inc 239 256 49 45 43 13 11 na. 08 0.6 127 135 6.8 76 31 4.0 -4.0 183 -146 -28.7 286
1478 HK Q Technology Group Co Ltd 6.21 875 16.3 122 9.8 19 9.1 76 38 3.1 137 214 59 83 06 12 40 215 55.3 2741 55.3
732HK Truly International Holdings 244 912 9.1 8.1 6.5 5.1 43 37 11 0.9 84 10.0 28 44 37 38 -138 242 -25.6 -132 -19.2
710 HK Varitronix International Ltd 359 339 na na. na na. na na. 10 na. na. na. 08 na. 85 na. 1.6 59 136 279 108
334 HK Tl Display Technology Holdi 1.34 350 46.2 172 1.4 241 103 73 6.6 74 385 255 53 28 00 00 396 974 69.6 78 86.1

877 HK O-Net Technologies Group Ltd 549 526 219 16.9 na. 128 104 na. 29 25 95 131 6.1 72 00 00 242 404 18.1 1205 517
259 HK Yeebo Interational Hidgs 3.64 468 na. na. na. na. na. na. 24 na. 16.1 na. 212 na. 14 na. -9.0 -173 16.7 1237 -195
1979 HK Ten Pao Group Holdings Ltd 191 246 80 6.2 na. 50 39 na. 42 25 498 500 136 20 29 38 05 194 16.5 180.9 355
3336 HK Ju Teng International Hidgs 27 395 49 44 42 36 32 34 05 0.5 78 94 33 40 37 47 -16.0 84 54 251 129
285 HK Byd Electronic Intl Co Ltd 11.68 3,384 162 130 109 6.1 55 50 20 18 1.1 125 53 6.5 06 13 156 84.2 797 167.3 915
698 HK Tongda Group Holdings Ltd 274 2,096 127 103 86 94 78 6.5 34 28 230 246 105 120 19 24 =21 280 46.5 768 370
Average 183 132 109 124 85 73 34 36 176 219 7 106 14 18 17 205 216 76.0 289

A share listed names

300433 CH Lens Technology Co Ltd-A 3475 11,010 306 216 175 176 137 124 54 48 99 165 54 107 03 09 70 376 330 56.4 259
300136 CH Shenzhen Sunway Communicat-A 32.74 4,664 554 348 4.7 502 298 219 182 16.7 na. 309 184 243 na. 02 -38 243 264 578 14.9
300408 CH Chaozhou Three-Circle Grou-A 2135 5,358 253 195 na. 188 135 na. 72 6.0 226 252 195 282 na. 09 53 245 14.8 316 344
300115 CH Shenzhen Everwin Precision-A 29.08 3,814 269 188 124 16.7 120 8.7 6.3 53 187 218 14 141 na. 07 55 136 03 546 1.6
002456 CH Shenzhen O-Film Tech Co-A 36.66 5,784 468 287 205 296 207 158 58 53 na. 122 38 50 na. 03 42 125 68 399 6.9

002241 CH Goertek Inc -A 3327 7,390 238 202 177 165 133 122 47 39 16.3 177 78 9.1 na. 05 -37 220 36 156 255
002273 CH Zhejiang Crystal-Optech -A 19.97 1923 487 na. na. na. na. na. 44 na. 91 na. 87 na. na. na. -16.0 1.3 -18.3 -43 04

300083 CH Janus Dongguan Precision-A 9.25 1,924 370 243 na. 16.0 1.0 na. 26 22 26 94 14 na. na. na. 39 au7 230 92 259
002475 CH Luxshare Precision Industr-A 2525 7,775 216 217 19.0 195 159 136 47 46 138 18.0 71 14 na. 05 10 248 121 35.8 217
300207 CH Sunwoda Electronic Co Ltd-A 11.89 2232 232 1741 149 19.1 145 109 6.8 44 221 218 6.4 8.1 na. 20 -125 89 -16.7 72 145
000725 CH Boe Technology Group Co Lt-A 3.92 19,796 98.0 250 27 1241 76 6.8 18 17 na. 18 01 12 na. 02 163 153 54.9 62.0 371

300207 CH Sunwoda Electronic Co Ltd-A 11.89 2232 232 1741 149 191 145 109 6.8 44 221 218 6.4 8.1 na. 20 -125 89 -16.7 72 -14.5
603160 CH Shenzhen Huiding Technolog-A 84.02 5430 330 287 na. 219 247 na. 137 1.1 439 408 372 407 05 09 -206 -76 86.6 na. -182
Average 384 234 18.1 219 159 126 6.8 59 18.1 19.8 10.3 146 04 08 3.6 183 154 287 124

Taiwan listed names

23307TT Taiwan Semiconductor Manufac 190.00 163,133 14.0 127 13 71 6.3 57 35 34 256 28 189 179 na. 39 -3 24 05 214 47

23037TT United Microelectronics Corp 11.90 4,974 186 16.3 22 31 28 28 0.7 07 38 35 23 19 na. 33 29 48 21 6.3 44

30347TT Novatek Microelectronics Cor 111.00 2,237 126 15 1.9 78 70 71 24 23 177 19.0 121 13.0 na. 6.7 5.1 05 6.7 0.0 42

5347TT Vanguard International Semi 54.60 2,963 16.3 138 141 85 76 76 31 30 19.7 200 16.4 164 na. 56 8.7 30 -18.6 64 28
2177 Advanced Semiconductor Engr 37.95 10,360 127 17 9.7 71 66 6.0 19 17 138 141 6.0 6.5 na. 48 43 1.0 07 123 15.2
2379TT Realtek Semiconductor Corp 10250 1714 135 128 na 6.7 64 na. 23 21 135 156 59 72 na. 55 55 6.0 33 209 05

6462TT Egis Technology Inc 178.00 408 10.0 7.0 na 8.0 58 na. 79 41 78 554 56 345 na. 36 -26.0 323 -136 254 -328
3105 7T Win Semiconductors Corp 12350 1647 16.1 126 122 83 6.7 6.0 28 25 179 174 123 122 na. 38 71 317 37 488 359
3162TT Advanced Ceramic X Corp 312,50 714 219 17.7 na. 147 124 na. 6.7 6.3 256 295 26 254 na. 38 28 207 374 86.0 316
5264 TT Casetek Holdings Ltd 88.00 990 88 83 77 27 25 25 10 09 94 106 56 6.9 na. 52 -15.0 8.1 -16.6 434 24

2474TT Catcher Technology Co Ltd 291.50 7436 101 9.2 74 42 39 33 18 16 185 16.9 123 126 na. 37 24 143 185 248 301
3008 TT Largan Precision Co Ltd 4895.00 21,742 210 16.2 14.0 147 16 10.2 85 6.6 324 355 251 288 na. 1.7 22 10.0 298 1185 292
3673TT Tpk Holding Co Ltd 100.00 1,148 132 132 "7 48 45 44 12 11 4.9 88 14 30 na. 15 29 ns 105.3 307 68.1
2360 TT Chroma Ate Inc 89.40 1,154 16.8 15.0 134 124 108 97 33 30 172 19.1 99 122 na. 4.0 -5.9 92 36 311 186
2817 1T Hon Hai Precision Industry 97.00 55,657 12 102 938 58 54 52 16 15 143 133 6.1 6.2 na. 41 71 15.9 162 317 162
2454 TT Mediatek Inc 215.00 11,263 144 133 133 95 8.1 7 14 13 9.8 9.6 6.6 6.3 na. 50 -36 07 -9.7 65 -0.7
Average 143 126 123 78 6.8 6.0 341 26 15.1 19.5 104 132 na. 41 4.6 89 14 251 140

Korean listed names

066570 KS Lg Electronics Inc 71700.00 10,403 99 96 82 45 43 41 10 1.0 06 98 02 39 na. 06 -0.7 325 39.8 156 39.0
011070 KS Lg Innotek Co Ltd 139000.00 2917 134 16 9.8 54 49 45 18 16 03 126 0.1 55 na. 02 0.0 51.6 748 738 57.2
009150 KS Samsung Electro-Mechanics Co 69300.00 4,589 31.0 212 172 6.5 57 50 12 12 03 38 02 22 na. 08 16 267 433 269 36.4
005930 KS Samsung Electronics Co Ltd 2062000.00 255,311 86 79 80 31 29 30 14 15 109 176 89 133 na. 17 -06 8.1 282 61.1 144
000660 KS Sk Hynix Inc 52400.00 33,820 5.0 53 52 26 27 26 15 12 130 217 95 218 na. 16 59 16 305 90.5 172
091700 KS Partron Co Ltd 10900.00 523 19 105 85 54 51 45 17 15 66 136 43 9.0 na. 24 -84 09 22 95 53
Average 133 110 9.5 46 43 40 14 13 53 142 39 9.3 na. 12 0.4 20.2 398 431 283

US & Europe listed names

LITEUS Lumentum Holdings Inc 45.20 2,755 214 16.8 175 133 102 1.0 53 59 07 172 20 85 0.0 00 -165 199 9.2 764 16.9
OLED US Universal Display Corp 85.10 3,998 60.7 413 264 341 234 16.4 76 68 97 120 8.1 95 0.0 0.1 20 326 67.8 373 512
FNSRUS Finisar Corporation 2253 2510 109 94 85 6.2 53 46 18 17 31 260 6.6 198 0.0 na. -20.6 250 -24.5 287 -25.6
STMFP Stmicroelectronics Nv 1413 13,999 222 18.1 165 96 85 80 30 28 36 122 24 73 51 18 44 281 904 1733 311
SOIFP SOITEC. 38.36 1,264 1279 534 278 297 218 151 83 68 na. 6.1 741 na. na. 00 -10.1 177 123.0 3135 305
VIAV US Viavi Solutions Inc 9.90 2,280 274 215 206 154 136 na. 32 32 -1 144 51 73 0.0 na. -76 6.2 358 491 210
AMS SW Ams Ag 52.30 4,443 316 16.9 142 19.7 123 104 53 38 153 137 78 na. na. 08 40 58.0 732 709 810
Average 432 254 188 183 136 109 49 44 33 145 36 105 1.0 0.5 8.6 19.6 535 107.0 294
HSI Index Hang Seng Index -0.9 52 23 124 97
HSCEI Index Hang Seng China Ent Indx -35 36 26 108 76
SHCOMP Index Shanghai Se Composite -4.3 04 0.0 58 0.8

MXCN Index Msci China 0.0 82 49 16.1 146
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