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AVIC International Holding (HK) Limited [232.HK; HK$0.66; NOT RATED] —

Share price riding on the business transformation wave

Analyst: Kelly Zou (kellyzou@chinastock.com.hk; Tel: (852) 3698 6319)

The Company: AVIC International Holding (HK) Limited (AVIC Intl) is an
investment holding company with principal business activities including
property development, and investment and trading. As at the end of 1H17, its
ultimate parent company, AVIC Industry Corporation of China (AVIC), held a
34.34% equity stake in the Company through shareholdings in AVIC HK and
AVIC International Holding Corporation.

Big move to acquire the aircraft engine business from the parent
company: AVIC Intl's share price rose 80.8% on 20 September after its
announcement regarding its acquisition of the aircraft engine business from its
parent company. To recap, AVIC Int'| agreed to acquire a 100% equity stake
in Motto Investment from its parent company. Motto Investment produces and
sells aircraft engines, and provides repair and maintenance services for
aircraft engines and aircraft in the US and European markets. The total deal
consideration for the acquisition is HK$2.4bn, of which HK$1.0bn will be
settled in cash, and the balance of HK$1.4bn will be paid by the allotment and
issue of 3.8bn consideration shares at HK$0.37 to the concert group, namely
AVIC HK and AVIC International Holding Corporation. Upon completion of the
transaction, AVIC HK will also offer no more than 2.5bn offer shares to the
qualifying shareholders on a pro rata basis of 0.6855 offer share for every one
share at HK$0.37 per offer share. The stake held by the concert group in
AVIC Int'l will remain unchanged at 34.35% (Fig 1). It is worth noting that CK
Hutchison (0001.HK) also has a stake in the Company, which will remain
unchanged at 8.15% before and after the acquisition and share offer.

Business restructuring to seek growth from the rising general aviation
industry in China: This business acquisition can be seen as part of AVIC
Int'I's wider asset restructuring campaign implemented by its parent company.
Its parent company is required by SASAC to dispose of all its real estate
business. This also fits the Company’s agenda which it announced in
September 2016 to initiate a series of business and asset reorganization
activities, i.e. acquiring certain assets and disposing of its real estate
development business in the China market. It disposed of its loss-making
knitting and textile business in 2016. Now eying the positive business-growth
opportunities resulting from the rising general aviation industry in China, the
Company chose to enter the market via acquiring its parent company’s aircraft
engine business. The rising disposable income of the expanding middle class
in China is supporting the development of the general aviation industry in
China. On the back of China’s average annual GDP growth of over 10% for
the past three decades, the general aviation industry development in China
has been boosted by 1) demand for aviation-related work, 2) private sector
involvement, and 3) civil aviation development and growth. The continued
development of the general aviation sector in China is expected to create
growth opportunities for aircraft manufacturers, aircraft leasing, flight school
operators, fixed base operators and leasing, and maintenance, repair and
overhaul service providers. Based on Civil Aviation Administration of China
(CAAC) data, the number of aircraft and work volume for the general aviation
industry in China grew at a CAGR of 17.2% and 14.8%, respectively, in the
12th FYP. The CAAC's target is for the number of general aviation aircraft to
grow at a CAGR of 17.5% during the 13th FYP and for flight hours to grow at
a CAGR of 20.8% during the same period.

Motto Investment is the industry leader in the general aviation aircraft
engine industry in the US market: According to Euromonitor, Motto
Investment is one of the leading manufacturers of, and services providers for,
general aviation aircraft piston engines in the global market. The Company

AVIC International
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Market Cap: US$467m; Free Float: 57.5%
HK$ m 2012 2013 2014 2015 2016
Revenue (m) 87 48 71 2,155 103
Gross profit (m) 10 5 6 181 29
GPM (%) 11.6 10.9 8.2 8.4 27.7
Operating profit (m) -40 -62 -175 138 -92
Operating profit margin (%) na na na 6.4 na
Profit before tax (m) 423 478 6 206 -743
Net profit (m) 360 397 27 42 -686

Net margin (%) na na 38.5 1.9 na
EPS (Rmb) 0.08 0.09 0.01 0.01 -0.12
ROE (%) 18.4% 17.9% 1.0% 1.5% na
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
PER (x) 8.6 7.7 111.9 86.8 na
PBR (x) 1.6 1.4 1.3 1.3 1.8

Source: Company data, CGIS Research

has been in the piston aircraft engine manufacturing industry since
1929. It has a unique industry position in terms of its ability to
produce engines ranging across different market sectors and
produces both diesel and gasoline piston engines for general aviation
aircraft. Motto Investment also has the technology to produce
unmanned aircraft systems (UAS), which have a most promising long
-term growth outlook. Motto Investment has a manufacturing
presence in both North America and Europe. Currently, its China
business unit is engaged only in product sales and after-sales
service. But its China entity also aims to provide technology
development and engineering support for the growing number of new
OEM aircraft developers expected to be established in China in the
long term.

Stock implications: We believe AVIC Int'I's parent company is likely
to make further asset injections into AVIC Int'l related to the general
aviation industry. AVIC Intl also has plans to dispose of its real
estate business. By the end of 1H17, the book value of its properties
under development and held for sale stood at HK4.3bn, and the book
value of its investment properties was HK$325m. Given the changing
nature of the business of both companies, it is too early to determine
the earnings outlook for AVIC Int'l after the acquisition in 2017 and
even in 2018. But with parent company support, we expect this
acquisition to provide value accretion to AVIC Intl. If the parent
company has even bigger plans to restructure its overseas business
platform, there should be plenty of room for the share price to run.
For instance, the market cap for AviChina (2357 HK), the parent
company’s other overseas business platform, is currently 7.7x the
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Analyst: Kelly Zou (kellyzou@chinastock.com.hk; Tel: (852) 3698 6319)

Figure 1: Shareholder structure of AVIC Int’l before and after the asset injection and share offering

Before acquisition Acquisition completion Share offering completion

The concert group

-Tacko International Ltd 34.34% 20.37% 20.37%
-AVIC HK 0.00% 40.67% 13.97%
CK Hutchison Holdings Ltd 8.15% 4.84% 8.15%
Other public shareholders 57.50% 34.11% 57.50%

Source: Company data, CGIS Research

Figure 2: Motto Investment Ltd company profile

Subsidiary Business

CMI Design, development and production of new and rebuilt piston engines, ignition systems
and spare parts for major general aviation airfframe manufacturers in the US

CMS Providing repair and maintenance senices for aircraft engines and aircraft in the US

CMB Distribution and sales of aircraft engines and engine components in the PRC

™G Design, development and production of diesel piston aircraft engines and production of

certain piston aircraft engine parts for gasoline fueled engines

Source: Company data, CGIS Research

Figure 3: Motto Investment revenue mix Figure 4: Motto Investment geographic revenue breakdown

Other, 8%
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Analyst: Kelly Zou (kellyzou@chinastock.com.hk; Tel: (852) 3698 6319)

Figure 5: Key financial metric comparison: AVIC Int’l vs. Motto Investment
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FY12/31 2014 2015 2016
Avic Int'l
Revenue (HK$ m) 71 2,155 103
Profit before tax (HK$ m) 6 206 -743
Net profit (HK$ m) 27 42 -686
NAV (HK$ m) 1,973
Motto Investment
Revenue (HK$ m) 1,259 1,277 1,594
Profit before tax (HK$ m) -39 44 74
Net profit (HK$ m) -60 90 42
NAV (HK$ m) 85
Motto Investment vs. AVIC Int'l
Rewvenue (x) 17.8 0.6 15.5
Profit before tax (x) na 0.2 na
Net profit (x) na 2.2 na
NAV (x) 0.04
Source: Company data, CGIS Research
Figure 6: Peer comparison
Ticker Mkt cap Price PER EPS growth PEG P/Bk Dividend yield ROE

US$ m (g 2016 2017E 2018E 2016 2017E 2018E 2017E 2016 2017E 2018E 2016 2017E 2018E 2016 2017E 2018E
AviChina 2357 HK 3,617 473 212 189 161 21% 122% 175% 15 18 16 1.4 04% 05% 06% 84% 84% 89%
Auvic Int'l 232 HK 467 0.66 na na na na na na na 1.8 na na 0.0% na na na na na
Avic Aircraft 000768CH 7,983  18.96 1271 832 598 0.7% 528% 39.0% 16 34 33 32 03% 04% 07% 27% 4.0% 53%
China Avionics 600372CH 4,449 1663 635 520 438 -35% 223% 18.8% 23 49 45 41 03% 0.3% 04% 7.7% 86% 9.4%
Avic Jnhon Optronic Tech 002179 CH 4,120  34.25 365 30.1 235 20.8% 212% 282% 14 65 54 45 02% 0.3% 04% 17.9% 17.9% 19.0%
Avic Electromechanical 002013 CH 3981  10.88 441 366 30.8 00% 204% 189% 18 35 30 28 02% 06% 07% 7.9% 83% 9.1%
AVIC Helicopter 600038 CH 3,831 4273 574 492 372 05% 166% 322% 3.0 37 35 33 05% 0.6% 0.8% 6.4% 7.1% 8.8%
Jiangxi Hongdu Aviation ~ 600316 CH 1,990  18.25 1185.1 338.0 188.1 -85.9% 250.6% 79.6% 13 26 25 25 00% 0.0% 0.1% 02% 0.7% 1.3%
Zhonghang Heibao 600760 CH 1,725 32.89 3289 71.5 60.9 na 360.0% 17.4% 0.2 253 na na 0.0% na na 7.7% na na
Sichuan Chengfei 002190CH 1,550 2952 73.8 2109 101.8 53.8% -65.0% 107.1% -32 57 na na 04% na na  77% na_ na

Source: Bloomberg, company data, CGIS Research, Note: based on closing prices on 20 September, 2017




€9 = B SR i [ [

CHINA GALAXY INTERNATIONAL

I

AT FE #0352 e ] 9 A A Y B AT A e T RS AR YR B MR IR R R N e KA SR
P 2 3 R 2 i P B el S ) B S B [ AT [ B (i) A B m) ( “HGRT I BRIESR 7 ) R/ e H AR DA A 8 o5 1 2% ) 326 Yo 1 P = LR v
A FR

R [ o 2 (o R [ o < R A 5 A PR 2 R B IR A ) 22— ) AT AR i (AR AR AT BT B B R T P, TR RS L BORRIE R TS 1, (EAR S
HETATE IR 1 B BENE A (W17 BRI B fRALE

SRR AN S A — T A« T B I N B B AR T SO SR 2 AESR o AR MR DA A 0 AR MR DL — R m BORIIE, M FRiB Bk
PRAE, BIREBR, R AR RBITAE H. WOBUAR i 2 N Rl A B 7 AR BB F R SR SR RS, 5 5058 T 980 ST F 55 1)

H T AERTH) 2 Ok, R U S S S0 T AH H05007 B AR LR, 200 MR 5 o 4530 i B DR 24 ) B
FR AR BT EER) B ATBOA S ARELRRE BRI )L B A

etk vh AT A AT T D 0 T RAEAR S SRS KA, S 0a T, A ATE S o o R AR FE R K/ s SR AK AR L 78 B AN 2ot R A4 7
B H WA 2 AR AN I RS 58 3 st £ b R B LT A R BT BRI, SR A B AR A I, RO R B — IR 258, IR A0
BN A

Fl2S 5
Hp [ 4R9[IE 25 (6881.HK; 601881.CH) JH 4R [ s J FLBf I o 7 2 E B R B I A 7 o

o E R E BR AT AR B AR A B B SRS, AR 2 BT VP8 B2 00 K% H AR A B RIIES:,  HAZS RS AT B S5 T8¢
AAE 1I1%;

R P AR E PR EE L AT DA /S BT R FAR A R I AR N

H [ R [ R S HARSCARETT e, VAR VETTEORSOL T, A2 5 e A AR S R R ATER G R 5, i%ss A 7] JEAT IR 55 Bk s e 2 = e /
X% SRS BUIARL B AR 5% BB 35 BLR AR 28 BN AL 5 o

o ] ERVAT 6] T 84 AE AR 5 5 B AR AE AT B A PR LA T A T R B IE SR A8 BN BRI 2 BN, BRIAE IS SR AT I B 0%, slifeid £ 1240 H
P R B B BRI A AT NIRRT SR (K450 B8 Bl AR 2% 30 B8 Bl R ARAT IR 55 () B 22 e L e R IR 55

i, R bR AT REAE 1 25 120 P B ARAT AR S5 R M B ZRFE AT AT REBILAE TR H AR 4 ml R ARAT 24T
T RARIE

FER TR A BT RN (a) AR I KA i3 LA AE O b S At A A DA AR A4 58 B BRE S R AT A ARG & (b) fluslfd AT A,
DUEECRR, B, Y AR A R AR AR 2 55 A A T/ AR 75 P s 2 A ST OO s SR A o

BEAh, T RTINS A R HA TR (R B PR M 2 R RS s HE I E SO 28R (1) AT S R i AT30  H A 822 Bk WITR RIS (2)
FERF IR S R T3 ENL A WA SR s TR BB s () IR S IR aE A b Tl A R BTN R ()R 3R PR e b iy 24 7] I 3545 2 o

PRRIRIR
SEN s BT 24 A W B A >20%
T s BRI A W T R >20%
iy DORAMALRE, B KN BREEEHIIT “EN” WS BRSO A

Tz B bR AR5

e

WAL

AR S BESCAR AT B S, WA TSR

S RIS AT AR 45473 A5 T A 26 [ 0T [ BRiiE %5 () A B =] T e DA T U S b SR A«
AR E BRE S () BIRA R (g5 AXM459)

i LR RETI83 ST, i KJE36843501-07%  HLTE: 36986888




