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FIT Hon Teng Limited [6088.HK; HK$2.70* Not Rated] -
Unmined diamond.
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July 13, 2017

Market Cap: US$2,280m; Free Float: 21.3%; 3-months Average Daily Turnover: n.a.

Analysts: Mark Po

The Company. FIT Hon Teng Limited (Hon Teng) manufactures and
distributes electronic components. The Company produces backplane
connectors, memory cards, sockets, terminal blocks, and other products.
Shares of Hon Teng will begin trading today. Hon Teng raised net proceeds of
HK$2.54bn by offering 990m shares at an offer price of HK$2.70, which is
slightly lower than the middle of the previous price range of HK$2.38 to
HK$3.08. Based on the IPO price of HK$2.70 per share, Hon Teng’s market
cap will be US$2,280m. The response to Hon Teng’s IPO was somewhat
cooler than expected, as the HK IPO was only 1.3x over-subscribed, since
Hon Teng is a) a subsidiary of Hon Hai, b) an Apple supplier, and c) a leading
player in the interconnection solutions industry. Given the cooler-than-
expected response to the IPO, the share price performance of Hon Teng after
the IPO may not be exciting or, in some sense, even disappointing. However,
given its client mix and sizable market cap among the HK-listed component
makers, we expect investors to chase Hon Teng.

Hon Teng is an industry leader in the development and production of
interconnect solutions and related products. The Company ranked first in the
industry in the Greater China region and fourth globally in terms of revenue in
2016. Hon Teng currently designs, develops, produces and sells interconnect
solutions in many markets, such as computers and consumer electronics,
mobile equipment and communication infrastructure. Hon Teng provides a
wide range of customized products for four major end markets: a) The
Company has a strong presence in the computer and consumer electronics
end market. According to the listing document, the Company ranked first
globally in terms of market share based on revenue in 2016. Computers and
consumer electronics include desktop computers, laptops, 2-in-1 notebooks,
tablets, game consoles and televisions. Hon Teng designs, develops and
produces comprehensive interconnect solutions customized for the needs of
its clients in the computer and consumer electronics end markets. b)
According to Frost & Sullivan, Hon Teng ranked second globally in term of
market share based on revenue in 2016 in the mobile and wireless devices
end markets. ¢) Hon Teng’s optical component solutions for multimode fiber
and single-mode fiber optical transceivers target a wide range of optical
network applications, including data centers, enterprise networking, high-
performance computing, fiber channel, metro ethernet transport, FTVx/FTTdP,
and Ethernet mobile fronthaul. After the acquisition of Avago, Hon Teng's
combined product offerings include one of the broadest portfolios of
transceivers, cages/connectors, and directly attached copper and active
optical cables in the market. d) The Company has also started to focus on
developing interconnect solutions in the automotive, industrial and medical end
markets. Automotive applications include interconnect solutions for electric
and transitional vehicles. Industrial applications are designed for automated
machinery, power generators and robotics. Hon Teng’s interconnectors for
medical services are used in medical monitoring devices.

Hon Teng's business model involves positioning itself as an Integrated
Innovative Design Manufacture (IIDM). Hon Teng works with its customers in
crafting advanced interconnect solutions and accentuating its role in the
design and development process. According to the Company’s listing
document, management believes that as long as the Company can a) maintain
a strong relationship with its clients; b) possess quick-to-ramp, high-volume
production capability; and c) provide innovative technology solutions for its
customers, it will be able to maintain its market-leading position.

Hon Teng reported net profit of US$187.0m, US$177.0m and US$168.6m for

[FIT Hon Teng Limited’s use of proceeds]

Future strategy and use of proceeds: based on e offer price of HK$2.70

The Company plans fo use 25% of the total esimated netproceeds, which is approximately HK$634.8m, o investin the communic ation infra-
structure end market:

a

b)
C

Approximately 20% of totdl estimated net proceeds will be used to develop new products for mobile and wireless devices end market.

Approximately 15% of total estimated net proceeds, which is about HK$380.9m, which will be used for business expansion in the automotive,
industrial and medical end markets and other opportunities for emerging applications of the interconnect solufions and other products.

d

Approximately 25% of the total estimated net proceeds will be used for selectively pursuing acquisition of assets and businesses which are com-
plementary to Hon Teng’s business and are in the lien with the Company's growth strategies.

Arownd 25% of the net proceeds will be used to pursue acquisitions of that are to the Company’s exis ing businesses
and are inline with the Company’s future growth strategy. For example, the increasing demand for strong computing power to process large sefs
willincrease the demand for big data applications.

e)

f)  Approximately 5% of the net proceeds will be used for ing an enhanced

g

ion technology platform .

About 10% of the net proceeds will be used for working capital and other general corporate puposes.

Source: Bloomberg, Company Data, CGIS Research,

::‘{j';';;")"'“'s 2014 2015 2016 2017E 2018E
Revenue 2,482.2 23279 2,880.3 3,360.4 3611.0

Change (YoY %) ©62) 23.7 16.7 254
Gross Profit 4776 435.2 490.4 593.1 658.5

Gross Margin % 19.2 18.7 17.0 17.6 18.2
Net Profit 187.0 177.0 168.6 2005 247.3

Net Margin % 75 76 59 6.0 6.8
EPS (Basic) 0.03 0.03 0.03 0.03 0.04

Change (YoY %) (103.3) (5.3) “.8) 19.0 46.7
DPS $0.000 $0.000 $0.000 $0.000 $0.008
ROE (%) 15.4 15.8 136 127 147
Dividend Yield (%) - - - - 217
PER (x) 122 12.9 135 114 92
PBR (x) 22 19 1.8 1.2 1.1

Source: Bloomberg, Company Data, CSIS Research

the years ended Dec 31, 2014, 2015 and 2016, respectively. Revenue
in 2015 was US$2327.9m, down 6.2% YoY, mainly due to the maturity
of the brand companies' product portfolios and an increase in pricing
pressure. Revenue in 2016 was US$2880.3m, up 23.7% YoY, affected
mainly by the release of new smartphones by one of Hon Teng’s brand
companies. Based on our understanding, Hon Teng’s operating
performance in 2014-2016 was affected mainly by increasing
competition from its peers in China. However, Hon Teng is expected to
resume better top-line growth in 2017 and 2018, by a) breaking into
new product categories; b) potential from co-operation with Avago; c)
strong growth in the auto electronics segment; and d) benefitting from
strong data center CAPEX.

Our view. Due to a better product mix and better economies of scale,
Hon Teng is likely to report faster bottom-line growth in 2017 and 2018.
reversing the downtrend in its top- and bottom-line growth. According to
our calculations, Hon Teng is valued at 11.4x 2017 PER, based on the
IPO price of HK$2.70, which is a discount to the average of 17.6x of its
globally listed peers. Hon Teng’s share price performance may not be
exciting right after the IPO, given the cooler-than-expected response
and lack of news flow. However, we still maintain the view the market is
likely to chase Hon Teng after its listing, given its impressive client mix
and sizable market cap. Any share price weakness after the IPO will
provide a good revisit opportunity.

Catalysts: 1H 2017 results announcement, new-product launch by
Apple, and new business development with Avago.
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Figure 1: Ranking of HK-listed hardware names by market cap. Figure 2: Hon Teng’s turnover breakdown
Ranking Ticker Company Market Cap
US$m USom
4,000
u0thers
3500 ¥ Automotive indsutrial and medicial
1 2018 HK AAC Technologies 104.80 16,433 ’ & Communications infrastructure
2 2382 HK Sunny Optical Tech 75.55 10,609 EMobile and wireless devices
3 522 HK ASM Pacific Technology 107.50 5618 3,000 1 Computer and consumer electronics
4 981 HK sMmIC 9.04 5,382
5 285 HK BYD Electronic Intl Co Ltd 17.76 5,122 2500
6 6088 HK FIT Hon Teng 2.7 2,280*
7 698 HK Tongda Group 2.26 1,751
8 1347 HK Hua Hong Semiconductor 10.36 1,371 2,000
9 1478 HK Q Technology Group 7.76 1,088
10 732 HK Truly International 273 1,016 1,500
11 259 HK Yeebo International 4.48 573
12 3336 HK Ju Teng International 3.20 465
13 877 HK O-Net Technologies Group Ltd 4.24 433 1,000
14 710 HK Varitronix International 4.23 398
15 334 HK China Display Optoelectronic 1.33 346 500
16 1415 HK Cowell E Holdings 3.12 332
17 1979 HK Ten Pao Group Holdings 1.96 251 0 . . . .
18 3355 HK ASMC 0.80 157
19 2878 HK Solomon Systech 0.37 116 au 15 2016 2017 2018F
Sources: Company data, CGIS Research Sources: Bloomberg, CGIS Research

Ticker Company EVIEBITDA P Div yield Share Price Performance

Market Cap 2017F  2018F  2019F 2016 2016 2017F
uUs$m 2 %

6088HK Fit Hon Teng Ltd 2.70* 2,280 114 9.2 na. 6.9 6.6 na. na. na. na. na. na.
Global EMS cLsus Celestica Inc 13.67 1,964 106 10.0 9.4 49 83 0.0 0.0 24 43 10.1 45.7
FLEXUS  FlexLtd 16.53 8,787 137 15 10.2 26 53 0.0 0.0 11 34 146 293
2317 7T Hon Hai Precision Industry 118.50 67,351 132 119 112 6.7 6.1 na. 38 16.2 218 40.6 56.5
JBLUS Jabil Inc: 29.66 5316 143 1.7 108 12 31 11 11 338 37 268 54.0
PLXSUS  Plexus Cop 52.00 1,753 16.1 15.1 138 59 6.1 0.0 0.0 19 88 37 155
SANMUS  Sanmina Corp 39.05 2,950 128 121 113 57 na. 0.0 0.0 28 05 86 379
2382 TT Quanta Computer Inc 72.50 9,185 153 13.1 122 25 3.1 na. 52 34 149 142 16.4
2324 T Compal Electronics 2115 3,068 104 89 86 24 27 na. 62 37 47 143 20
3231 7T Wistron Corp 30.95 2,690 16.4 122 116 12 17 na. 42 20 9.0 157 3438
2356 TT Inventec Corp 27.00 3177 145 118 110 29 36 na. 6.1 116 259 14.4 89
4938 TT Pegatron Corp 98.10 8,284 114 9.9 95 47 5.1 na. 5.4 7.0 12,0 349 376
2038HK  Fih Mobile Lid 237 2,423 na. 138 108 22 23 17 33 09 9.7 18 4.1
6285 TT Wistron Neweb Corp 93.00 1,077 139 123 11.0 71 7.7 na 44 a1 1438 a1 17.0
VMS SP Venture Corp Ltd 1236 2,523 159 145 132 73 7.7 na. 42 16 67 243 214
FNUS Fabrinet 44.06 1,645 131 119 102 101 1.8 0.0 na. 16.0 165 249 164
FLEXUS  FlexLtd 1653 8,787 137 15 102 26 53 0.0 0.0 11 34 146 293
2362 TT Clevo Company 27.00 605 5400  na. na. 05 na na na 24 13 -46 11
Average 466 120 109 a1 5.0 04 29 33 6.7 148 25.7
Asia component makers 2462 TT Taiwan Line Tek Electronic 24.90 116 na. na. na. 26 na. na. na. 5.1 134 19.4 55.9
LTK MK Lingkaran Trans Kota Hidgs 5.88 721 133 124 12 100 103 na. 24 14 20 14 16
2440 TT Space Shutte Hi-Tech Co Ltd 10.90 50 na. na. na. 04 na. na. na. 69 05 153 298
5491 TT Advanced Connectek Inc 10.85 74 na. na. na. 8.1 na. 0.0 na. 36 18 303 827
6115 TT I-Sheng Electric Wire & Cabl 45.05 266 17.0 na. na. 82 6.4 na. na. 6.2 -85 19 9.7
6134 TT Wanshih Electronic Co 14.80 2 na. na. na. 35 na. na. na. 287 423 43.7 37.0
3002 TT Hotron Precision Electronic 46.40 97 7.7 75 na. 127 139 na. 58 00 18 419 237
6290 TT Longwell Co 38.90 167 113 na. na. 55 na. na. na. 03 265 446 149
3550 TT Copartner Technology Corp 17.85 50 9.2 na. na. 33 na. na. na. 20 3.0 16.7 317
6806 JP Hirose Electric Co Ltd 15800.00 5576 254 204 230 6.6 73 na 25 19 7.0 88 242
6804 JP Hosiden Corp 1215.00 725 187 160 170 18 36 na. 09 07 9.0 28.7 94.4
6996 JP Nichicon Corp 1214.00 835 239 203 172 19 26 na. 18 a1 262 146 785
025540 S Korea Electric Terminal Co 68000.00 618 100 9.0 82 85 85 na 12 52 8.1 76 -21.0
285 HK Byd Electronic Intl Co Ltd 17.76 5123 175 14.1 118 53 7.8 09 11 24 53.4 2015 2295
1087HK  Investech Holdings Lid 0.42 52 na. na. 42 na. 0.0 na. 122 -25.9 736 72,9
40 HK Gold Peak Industries Holding 0.76 76 na. na. na. 0.2 na. 29 na 13 13 13 26
1263 HK Pe Partner Group Ltd 215 120 na. na. na. 58 na 67 na 38.7 229 23 165.0
8159HK  Glory Mark Hi-Tech Ltd 064 52 na. na. na. na na 05 na 86 59 111 251
2357HK  Avichina Industry & Tech-H 476 3,635 19.1 163 141 16 20 05 07 21 -15.9 -17.1 -18.6
002475CH  Luxshare Precision Industr-A 19.78 9,266 385 252 214 7.9 87 na. 04 7.7 16.8 50.3 68.8
300351CH  Zhejiang Yonggui Electric-A 18.33 1,039 279 222 193 74 9.1 na. 04 38 243 281 -40.5
002179 CH  Avic Jonhon Optronic Tech-A 33.46 3,899 278 217 182 9.1 10.0 na. 03 137 82 122 0.0
300408CH  Chaozhou Three-Circle Grou-A 2208 5,621 2726 213 159 183 21.0 na. 1.0 5.4 88 36.0 26.1
300136CH  Shenzhen Sunway Communicat-A 39.12 5,664 407 280 217 238 27.9 na. 0.2 56 175 54.3 9.1
Average 207 184 166 6.4 9.9 16 16 5.0 67 203 39.0
Global component makers APHUS Amphenol Corp-Cl A 73.66 22512 248 231 216 10.7 105 0.8 09 23 7.0 84 276
AVXUS Avx Corp 16.41 2,759 20 231 281 5.1 na. 20 26 0.4 14 13 18.1
BDC US Belden Inc 75.18 3178 144 132 124 39 56 03 03 24 146 21 112
GLWUS  Cominginc 3033 27,911 175 16.1 152 148 5.0 18 20 a4 145 236 214
MEIUS Methode Electronics Inc 4030 1,483 163 134 12 137 129 09 na. 55 5.1 23 175
MOLX US Molex Lic/Us n.a. n.a. n.a. na. na. 6.9 8.7 n.a. n.a n.a. na n.a. n.a.
TNB US Thomas & Betts Corp na. na. na. na. na. 74 120 na. n.a. na. n.a. n.a. n.a.
TELUS Te Connectivity Ltd 79.24 28,132 172 161 150 116 87 19 19 11 9.4 146 33.9
6807 JP Japan Aviation Electronics 1636.00 1,332 138 125 129 39 53 na 19 76 218 67 16.1
6806 JP Hirose Electric Co Ltd 15800.00 5576 254 244 230 66 73 na 25 19 7.0 88 242
COMMUS  Commscope Holding Co Inc 38.00 7,330 139 121 114 33 57 0.0 0.0 27 5.4 34 17.0
DLPHUS  Delphi Automotive Plc 91.77 24,584 139 127 116 95 13.8 13 13 7.8 235 291 376
2392 TT Cheng Uei Precision Industry 42.00 706 149 na. na. 13 na na na 13 66 126 1.2
Average 176 167 158 76 87 11 15 12 87 82 221
HS! Index 13 71 14.1 27
HSCE! Index 03 30 82 188
SHCOMP Index 1.8 -2.3 2.5 4.9

Sources: Bloomberg, Company, CGIS Research
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