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I Hong Kong
SELL
Consensus ratings*: Buy 11 Hold2 Sell 0
Current price: HK$20.00
Target price: HK$15.56
Previous target: HK$17.51
Up/downside: -22.2%
CGS-CIMB / Consensus: na
Reuters:
Bloomberg: 6869 HK
Market cap: US$3,484m
HK$27,329m
Average daily turnover: US$15.10m
HK$118.5m
Current shares o/s: 758m
Free float: 32.7%

*Source: Bloomberg

Key changes in this note

» 2019F & 2020F revenue forecasts cut by
8.6% and 8.1% respectively.

» 2019F & 2020F net profit forecasts cut by
2.3% and 8.8% respectively...
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YOFC

Q1 2019 results much weaker than expected.
Maintain Sell.

m YOFC reported its Q1 2019 results, and the core operating performance was much
weaker than we expected. Weaker-than-expected market demand, in our view, was
the reason for the lower-than-expected results.

m We revised down our earnings forecasts for YOFC for 2019 and 2020 by 2.3% and
8.8%, respectively, after the weaker-than-expected Q1 2019 results.

m Some investors may treat China Telecom’s recent tender for optical cable products as
a positive catalyst for the sector, but we believe it is a two-edged sword.

m We reiterate that it is not yet time for bottom fishing, as we don't see the end of the
downward revision in earnings forecasts, and the YoY comparison in the coming
quarters remains difficult.

m We still maintain that YOFC's valuation is not particularly attractive. We cut our target
price further from HK$17.51 to HK$15.56 due to a 2.3% cut in our 2019F earnings
forecast and 10x PER (vs. our previous target PER of 11x). Maintain SELL.

Weak Q1 2019 results

YOFC reported its Q1 2019 results, and its net profit was RMB253m, which is in line with
our expectation of RMB260.3m. However, YOFC’s core operating performance was
much weaker than expected. It reported a 35% YoY decline in revenue to RMB1,599m in
Q1 2019, lower than expectations of RMB2,367m. YOFC's headline net profit was
boosted by RMB109.4m in government grants booked in Q1 2019. According to the
announcement, YOFC'’s net profit dropped 58.7% YoY from RMB267.3m in Q1 2018 to
RMB151.7m in Q1 2019 if the government grants are excluded. YOFC's core operating
performance was much weaker than expected due to slower demand from customers as
a result of expected price fluctuations for optical fiber and cable products. YOFC’s
gross margin contracted 0.9ppt YoY to 27.3%, which in our view, indicates that the drop
in sales of optical fiber cable products was the major reason for the drop in turnover.

China Telecom’s tender is a two-edged sword

Industry news flow suggests that China Telecom has started to evaluate the optical fiber
cable suppliers, so the market is expecting China Telecom to kick off the tender process
shortly. China Telecom is likely to procure 51m fkm of optical fiber cable products, about
the same as last year. We believe the market might treat this as a positive catalyst for
optical fiber cable suppliers such as YOFC. However, we believe that the tender price is
the more critical factor. We also believe that the results of China Mobile’s optical fiber
cable tender may be treated as a benchmark for the market price, and that other players,
such as China Unicom and China Telecom, may follow. Because of ASP pressure, a
decline in shipment volume, and a high base in 2018, a YoY comparison may be
challenging in 1H 2019.

No bottom fishing yet

We believe that the market might wait for confirmation of demand for new products
before re-rating YOFC. We still believe the market will prefer equipment names with
better supply—demand dynamics and growth outlook. We share the view that there is a
divergence between the share price performance of YOFC and its peers’. But we still
maintain that it is not yet time to re-visit YOFC.

Downward earnings revision

We cut our 2019F and 2020F turnover forecasts by 8.6% and 8.1% after the Q1
2019 results revision. We also cut our 2019F and 2020F net profit forecasts by 3.3% and
8.8%, respectively, due to the downward revision of turnover forecasts.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F
Revenue (Rmbm) 10,366 11,360 9,058 10,310

Operating EBITDA (Rmbm) 1,626 1,852 1,246 1,517

Net Profit (Rmbm) 1,268 1,484 1,008 1,096

Core EPS (Rmb) 1.86 2.06 1.33 1.45

Core EPS Growth 76.9% 10.8% (35.5%) 8.8%

FD Core P/E (x) 9.24 8.33 12.91 11.87

DPS (Rmb) 0.00 0.75 0.27 0.29

Dividend Yield 0.00% 4.37% 1.55% 1.68%

EV/EBITDA (x) 7.01 6.65 10.04 8.91

P/FCFE (x) 32.77 NA 17.23 NA
Net Gearing (10.4%) (3.0%) (8.0%) 3.6%

P/BV (x) 2.24 1.71 1.54 151

ROE 27.0% 23.1% 12.6% 12.9%

% Change In Core EPS Estimates

CIMB/consensus EPS (x) 0.53 0.53
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Figure 1: Key assumptions

2019F

Turnover (RMBm)

Optical fibre preforms and fibres 2,722.7 3,229.7 3,756.6 4,073.1 4,702.9 4,691.2 3,799.9 4,514.8
Optical fibre cables 1,817.6 1,989.4 2,643.3 3,580.7 5,034.9 5,726.7 4,410.6 4,862.7
Other products and services 285.6 457.7 3314 298.4 485.7 534.2 480.8 528.9
Total 4,825.9 5,676.8 6,731.2 7,952.2 10,223.5 10,952.2 8,691.3 9,906.4

YoY Change (%)

Optical fibre preforms and fibres 18.6 16.3 8.4 15.5 (0.2) (19.0) 18.8
Optical fibre cables 9.5 329 35.5 40.6 13.7 (23.0) 10.3
Other products and services (9.9) 62.7 10.0 (10.0) 10.0
Total 17.6 18.6 18.1 28.6 7.1 (20.6) 14.0
Gross margin (%) 211 19.2 19.4 20.3 26.3 27.9 25.8 26.1
Optical fibre preforms and fibres 27.3 25.3 26.0 27.6 36.7 40.6 37.6 37.6
Optical fibre cables 11.7 9.1 8.5 10.0 16.0 17.9 15.0 15.0
Other products and services 21.4 19.4 30.8 53.7 40.5 45.3 50.9 50.9
Net margin (%) 8.6 8.2 85 8.8 12.2 13.1 111 10.6
YoY Change (%)

ASP

Optical fibre preforms (7.9) 0 4.0 16.2 0 (10.0) 5.0
Optical fibres (6.7) 5.0 35 0 (0.4) (10.0) 10.0
Optical fibre cables 1.3) (5.1) 8.4 18.0 3.0 (10.0) 5.0
YoY Change (%)

Volume

Optical fibre preforms 33.8 20.0 7.0 0 0 (10.0) 10.0
Optical fibres 245 8.7 3.0 15.0 0 (10.0) 10.0
Optical fibre cables 10.9 40.0 25.0 19.2 5.0 (10.0) 5.0
Cost (HKDm)

S,G&A (548.6) (565.4) (714.4) (861.7)  (1,273.0)  (1,549.0) (1,392.5)  (1,564.3)
Financial Expenses (68.0) (78.0) (81.3) (99.2) (156.4) (112.2) (78.2) (87.6)
YoY Change (%)

S,G&A 3.1 26.4 20.6 47.7 21.7 (10.1) 12.3
Financial Expenses 14.8 4.2 22.1 57.6 (28.2) (30.3) 12.0

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD Core EPS
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Profit & Loss
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F
Total Net Revenues 10,366 11,360 9,058 10,310
Gross Profit 2,899 3,401 2,639 3,081
Operating EBITDA 1,626 1,852 1,246 1,517
Depreciation And Amortisation (173) (235) (305) (386)
Operating EBIT 1,453 1,618 941 1,130
Financial Income/(Expense) (63) (60) (49) (64)
Pretax Income/(Loss) from Assoc. 159 152 122 146
Non-Operating Income/(Expense) (101) (46) 114 13
Profit Before Tax (pre-El) 1,447 1,664 1,128 1,225
Exceptional ltems
Pre-tax Profit 1,447 1,664 1,128 1,225
Taxation (212) (181) (121) (129)
Exceptional Income - post-tax
Profit After Tax 1,235 1,482 1,007 1,095
Minority Interests 34 1 1 1
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 1,268 1,484 1,008 1,096
Recurring Net Profit 1,268 1,484 1,008 1,096
Fully Diluted Recurring Net Profit 1,268 1,484 1,008 1,096
Cash Flow
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F
EBITDA 1,626 1,852 1,246 1,517
Cash Flow from Invt. & Assoc.
Change In Working Capital (151) (998) 533 (290)
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow 263 162 443 225
Net Interest (Paid)/Received (63) (60) (49) (64)
Tax Paid
Cashflow From Operations 1,674 957 2,174 1,387
Capex (161) (920) (1,058) (1,217)
Disposals Of FAs/subsidiaries
Acq. Of Subsidiaries/investments (546) 0 0 0
Other Investing Cashflow 165 (1,343) (304) (893)
Cash Flow From Investing (542) (2,263) (1,362) (2,110)
Debt Raised/(repaid) (774) 117 (56) 30
Proceeds From Issue Of Shares 0 2,024 0 0
Shares Repurchased
Dividends Paid (233) (379) (189) (202)
Preferred Dividends
Other Financing Cashflow 46 (135) (90) 97)
Cash Flow From Financing (961) 1,627 (336) (268)
Total Cash Generated 171 322 476 (990)
Free Cashflow To Equity 357 (1,188) 755 (692)
Free Cashflow To Firm 1,210 (1,218) 895 (637)

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS... cont'd

Balance Sheet
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F
Total Cash And Equivalents 1,800 2,116 2,592 1,602
Total Debtors 2,535 3,553 2,833 3,225
Inventories 805 1,088 867 987
Total Other Current Assets 89 163 137 151
Total Current Assets 5,229 6,920 6,429 5,965
Fixed Assets 1,922 2,607 3,360 4,191
Total Investments 0 0 0 0
Intangible Assets 0 0 0 0
Total Other Non-Current Assets 2,017 2,791 2,917 3,049
Total Non-current Assets 3,939 5,398 6,277 7,240
Short-term Debt 748 1,066 1,082 1,101
Current Portion of Long-Term Debt
Total Creditors 1,705 2,008 1,601 1,822
Other Current Liabilities 495 277 221 251
Total Current Liabilities 2,948 3,350 2,904 3,174
Total Long-term Debt 481 817 817 817
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 170 263 284 306
Total Non-current Liabilities 651 1,080 1,101 1,123
Total Provisions 83 80 88 97
Total Liabilities 3,682 4,510 4,092 4,394
Shareholders' Equity 5,238 7,620 8,426 8,624
Minority Interests 248 188 188 187
Total Equity 5,486 7,808 8,613 8,810
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F
Revenue Growth 27.8% 9.6% (20.3%) 13.8%
Operating EBITDA Growth 77.5% 13.9% (32.7%) 21.7%
Operating EBITDA Margin 15.7% 16.3% 13.8% 14.7%
Net Cash Per Share (Rmb) 0.84 0.31 0.91 (0.42)
BVPS (Rmb) 7.68 10.05 11.12 11.38
Gross Interest Cover 18.58 18.48 11.33 13.22
Effective Tax Rate 14.7% 10.9% 10.7% 10.6%
Net Dividend Payout Ratio NA 38.3% 20.0% 20.0%
Accounts Receivables Days 82.8 97.8 128.7 107.5
Inventory Days 36.63 43.41 55.58 46.94
Accounts Payables Days 75.3 85.1 102.6 86.7
ROIC (%) 34.1% 31.3% 11.9% 13.6%
ROCE (%) 23.4% 19.9% 9.6% 10.7%
Return On Average Assets 15.0% 14.4% 8.4% 9.0%

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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