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Financial summary and valuation

2015 2016 2017E 2018E 2019E
Revenue (Rmbm) 10,696.20 14,611.78 25,093.25 33,603.47 39,947.79
YoY (%) 26.94% 36.61% 71.73% 33.91% 18.88%
Net income (Rmbm) 763.52 1,270.75 2,396.49 3,5627.72 4,482.37
YoY (%) 36.04% 66.43% 88.59% 47.20% 27.06%
EPS (Rmb) 0.71 1.18 2.22 3.26 4.15
Diluted EPS (Rmb) 0.71 1.17 2.20 3.24 4.12
ROE (%) 19.86% 25.86% 36.36% 38.94% 38.37%
Debt/asset (%) 9.32% 8.95% 7.77% 6.73% 5.14%
Dividend yield 0.38% 0.53% 1.22% 1.80% 2.29%
PE (x) 77.06 46.67 24.74 16.81 13.23
PB (x) 15.30 11.98 8.93 6.49 5.04

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible debentures,
stock options and warrants, were exercised.
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‘ At our Xiamen annual conference last week, attended by Sunny Optical, company management
detailed plans to focus on the higher-end module market. We continue to see rising adoption by
handset manufacturers of dual-camera modules, as likely to drive growth for the firm in coming
years. To reflect strong January-April shipments, we raise our diluted EPS forecasts from Rmb2.10
to Rmb2.20 in 17E (+88.0% YoY), from Rmb3.01 to Rmb3.24 in 18E (+47.2% YoY) and forecast
from Rmb3.88 to Rmb4.12 in 19E (+27.09% YoY) .We lift our target price accordingly, from
HKS$69.25 to HKS73.33 (30x 17E PE). Maintain BUY recommendation.

Modular expansion. Sunny management issued a lower-than-expected full-year module growth
guidance, but indicated that it aims to build its presence in the high-end module market, given
intense price competition in the low-end to mid-range market (5-8MP cameras). As a result,
lower-end camera modules are subject to significant price and order pressure. We note investor
concerns that the firm may lose market share in 2H. Nevertheless, we are more optimistic, given
the firm’s competitive advantage (we note its previous original equipment manufacture (OEM)
arrangement with Huawei and global high-end camera producer Leica) and we are confident that
Sunny will grow its share in the high-end market. We note that Oppo’s upcoming R11 model and
Vivo’s new model would be the strong guarantee for its module monthly shipment. We also see
its margin as stable. To reflect stronger-than-anticipated shipments in the first four months of
2017, we raise our full-year module growth estimates from 20% YoY to 25% YoY. Looking forward,
we expect Sunny to be one of the main players in the domestic camera module market. With
major domestic smartphone producers focusing on full-screen designs, requiring ultra-thin
camera modules, we see Sunny, with its technological advantages, as a major beneficiary. We
also see the emergence of 3D sensor and optical zoom technologies in handset cameras as a
potential new driver of growth.

Lens visibility. We view Sunny as now having entered the high-end lens market. The firm claims
that they have received dual-camera orders from major domestic smartphone manufacturers.
On the back of strong January-April lens shipments (+86% YoY) we raise our full-year lens growth
forecast from 35% YoY to 50% YoY. Meanwhile, we maintain our forecast of 40% YoY growth in
vehicle lens shipments, vs firm guidance of 30-35% YoY.

Maintain BUY. Following stronger-than-expected shipments earlier this year, we raise our
diluted EPS forecasts from Rmb2.10 to Rmb2.20 in 17E (+88.0% YoY), from Rmb3.01 to Rmb3.24
in 18E (+47.2% YoY) and forecast from Rmb3.88 to Rmb4.12 in 19E (+27.09% YoY). We lift our
target price accordingly, from HK$69.25 to HK$73.33 (30x 17E PE). The company’s stock is trading
at 24x 17E PE and 16.8x 18E PE. With 21.2% upside, we maintain our BUY rating on Sunny Optical.
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Fig 1: January 2017 shipments

In thousand Jan. Feb. Mar Apr May Jun Jul Aug Sep Oct Nov Dec
2016 22,817 20,937 26,036 20,885 24,156 29,534 32,861 31,721 37,601 42,493 40,087 50,113
Lens 2017 42,989 41,354 40,299 44,043

yoy growth 88.41% 97.52% 54.78% | 110.88%

2016 15,625 12,085 15,888 19,369 19,400 25,401 23,706 27,677 26,684 26,364 28,209 29,453
Camera
2017 31,813 29,427 23,372 21,099
module
yoy growth 103.60% | 143.50% | 47.10% 8.93%
2016 2,311 1,544 1,617 1,795 1,659 1,655 1,776 1,871 2,170 2,117 2,128 1,979
Vehicle lens 2017 2,718 2,448 2,586 2,487

yoygrowth | 17.61% | 58.55% | 59.93% | 38.55%

Source: Company data, SWS Research

Fig 2: Key assumptions, 2H16-2H17E

1H17E 2H17E 1H18E 2H18E
Blended gross margin 19.97% 21.56% 22.45% 23.43%
Module ASP 55.95 58.33 63.78 62.34
Lens ASP 5.07 5.94 6.54 6.86

H [+
SMP or higher lenses, as % of total lens 65% 80% 85% 85%
shipments
0

Du.al camera module, as % of total module 20% 25% 35% 20%
shipments

Source: Company, SWS Research

Please refer to the last page for important disclosures Page 1
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Fig 1: Income statement

(Rmb’000) 2015 2016 2017E 2018E 2019E
Revenue 10,696.20 14,611.78 25,093.25 33,603.47 39,947.79
Cost of sales 8,932.80 11,931.64 19,863.01 25,884.43 30,109.50
Gross profit 1,763.40 2,680.15 5,230.25 7,719.04 9,838.29
Other income 93.20 118.86 80.00 80.00 80.00
Selling expense (95.00) (153.89) (339.97) (501.74) (639.49)
R&D cost (502.14) (694.20) (1,359.86) (2,006.95) (2,557.96)
Administrative expenses (256.92) (331.24) (732.23) (1,080.67) (1,377.36)
Finance cost (16.00) (16.18) (12.00) 0.00 0.00
Profit before taxation 862.28 1,446.44 2,846.18 4,189.69 5,323.49
Income tax (87.56) (174.83) (449.70) (661.97) (841.11)
Tax rate 10.15% 12.09% 15.80% 15.80% 15.80%
Profit for the year 763.52 1,270.75 2,396.49 3,527.72 4,482.37

Source: SWS Research

Fig 2: Cash flow statement

(Rmb’000) 2015 2016 2017E 2018E 2019E
Operating Cash flow

Net income 761.63 1,271.60 2,396.49 3,527.72 4,482.37
D&A 245.72 315.87 370.51 373.70 377.37
Operating asset 538.44 13.75 (953.67) (395.72) (547.91)
other operating cash adjustment 155.70 (376.23) 0.00 0.00 1.00
Net cash generated from operating activities 1,701.49 1,224.99 1,698.54 3,254.37 4,312.83
Investing Cash flow

Proceed from disposal of PP&E 7.95 10.116 7.5 7.5 7.501
Capex (411.25) (978.65) (413.47) (428.17) (433.37)
Net investing cash (1,444.13)

Other investing cash adjustment (84.56) (46.77) 0.00 0.00 1.00
Net cash generated from investing activities (1,932.00) (1,015.30) (405.97) (420.67) (424.87)
Financing cash flow

Debt increase 815.80

minus: debt decrease 654.13

Equity increase 0.00

minus: equity decrease 70.77

Dividend 170.04 (203.19) (718.95) (1,058.31) (1,344.71)
Other financing cash adjustment (8.80) 273.654

Net Cash generated from financing activities (87.94) 70.47 (718.95) (1,058.31) (1,344.71)
Net cash changes

Exchange influence 0.63 0.00 0.00 0.00 0.00
Other cash adjustment 0.00 0.00 0.00 0.00 0.00
Net increase in cash and cash equivalents (317.82) 280.15 608.06 1,850.78 2,543.25
Cash and cash equivalents at 1 Jan. 504.60 186.78 466.93 1,074.99 3,074.49
Cash and cash equivalents at 31 Dec. 186.78 466.93 1,074.99 2,925.77 5,617.74

Source: SWS Research

Fig 3: Balance sheet

(Rmb’000) 2015 2016 2017E 2018E 2019E
Proerty, plant and equipment 1,140.81 1,793.51 1,828.97 1,875.95 1,924.45
Prepaid lease payments 113.00 164.03 164.03 164.03 164.03
Investment properties 15.84 15.00 15.00 15.00 15.00
Intangible assets 0.01 0.00 0.00 0.00 0.00
Interests in associates 110.44 99.78 99.78 99.78 99.78
Deferred tax assets 5.70 27.88 27.88 27.88 27.88
Deposits paid for acquisition of PP&E 137.04 152.38 152.38 152.38 152.38
Available-for-sale investments 67.67 62.27 62.27 62.27 62.27
Deposits paid for acquisition of a land use right 27.74 3.82 3.82 3.82 3.82

Please refer to the last page for important disclosures Page 2
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Derivative financial assets
Other receviable

Inventories 896.96 2,828.36 2,131.84 2,616.49 2,825.68
Trade and other receivables and prepayment 3,002.95 3,715.94 5,887.88 7,884.72 8,776.72
Prepaid lease payments 3.34 4.45 4.45 4.45 4.45
Derivative financial assets 16.11 13.80 13.80 13.80 13.80
Financial assets designated as at fair value through profit or loss 1,708.27 2,027.50 2,027.50 2,027.50 2,027.50
Amounts due from related parties 1.22 0.68 0.68 0.68 0.68

Tax recoverable
Amount due from a associate

Pledged bank deposits 129.56 100.97 100.97 100.97 100.97
Short term fixed deposits 71.92 159.25 159.25 159.25 159.25
Bank balance and cash 186.78 466.93 1074.99 2925.77 5617.74
Total asset 7,636.29 11,636.54 13,438.52 17,588.52 21,976.39
Trade and other payables 2,914.40 5,572.54 5,777.33 7,633.86 8,625.79
Amounts due to related parties 3.11 5.21 5.21 5.21 5.21
Derivative finanical libailities 103.93 93.25 93.25 93.25 93.25
Tax payable 21.13 53.01 53.01 53.01 53.01
Borrowings 683.24 904.35 904.35 904.35 904.35
Deferred income- current portion 13.61 29.97 29.97 29.97 29.97
Deferred tax liabilities 19.20 33.86 33.86 33.86 33.86
Derivative finanical liabilities 1.93 0.00 0.00 0.00 0.00
Other payable 6.35 2.82 2.82 2.82 2.82
Deferred income-non-current portion 24.50 28.19 28.19 28.19 28.19
Share Capital

Reserves 105.18 105.18 105.18 105.18 106.18
Non-controling interests 3,725.81 4,790.08 6,467.62 8,937.02 12,074.72
Total 13.91 18.09 18.09 18.09 18.09

Source: SWS Research

Fig 4: Key performance indicators

2015 2016 2017E 2018E 2019E
Earnings per share 0.71 1.18 2.22 3.26 4.15
Operating CF per share 1.55 1.12 1.55 2.97 3.23
Dividend per share 0.16 0.19 0.66 0.96 1.23
Book value per share 3.50 4.48 6.01 8.26 10.65
Key Operating Ratios (%)
ROIC 17.49% 17.11% 16.27% 17.70% 19.78%
ROE 19.86% 25.86% 36.36% 38.94% 38.37%
Gross profit margin 16.49% 18.34% 20.84% 22.97% 18.34%
Ebit margin 11.34% 11.98% 12.47% 12.86% 13.33%
Revenue growth (YoY) 26.94% 36.61% 71.73% 33.91% 18.88%
Net profit growth (YoY) 36.04% 66.43% 88.59% 47.20% 27.06%
Turnover rate of total assets 0.30 0.40 0.54 0.54 0.54
Dividend yield (%) 0.28% 0.53% 1.22% 1.80% 0.53%
Valuation Ratios (X)
PE 77.06 46.67 24.74 16.81 13.23
PB 15.30 11.98 8.93 6.49 5.04

Source: SWS Research

Please refer to the last page for important disclosures Page 3
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves
as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any
third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the
group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making
activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company
serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation reviewed or (iv)
do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market trends
of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, etc. by
issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications, the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the
sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up
explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report.

Please refer to the last page for important disclosures Page 4
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Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the
Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used
in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service
marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the
Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within
Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant
Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or
any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and
Futures Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore
recipients of the report are to contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect of
any matters arising from, or in connection with, the report.
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