ch ] $R 57 [

CHINA GALAXY INTERNATIONAL

o

NGIE &= FHREE M0 | B3 | 2019424 H 24 [

M = > L]
| &t e B SR
EA ROUE T FL
MR FNT A O G 0 o T E T R A AR SR TG 7 4k S A 1 ] He
L HK$4.55 [ THRONRIELIK BLAF 2 A, 2 I 7EDE BAS  77 T Bt F e Sy Tt 5 A 4 1
H Fxifr: HK$5.63 [Zi0,
ST F AR T A E 25 TS A AYERA 56 AT B R, ARl KRBT R,
EFH BRI 23.8% w BATHF, 1% TR R AR AR LN BB, TR
CGS-CIMB/ i3 R Fil: na iAo
T m RN, AFITE 2019 4ERI 2020 4 M E L BHEK, 1525 SiEshRIp EHEE 5G 4%
FAET e 877 HK G AE 7= i B 7 SR BT S 4
Hifl: Uss465.1m ® 4ERF [SEAN] WL, HAR N 5.63 sy, H:T 15 £ 2019 FEi &%
B —— HKS3.648m 2019 4 —ZfF [ Hu il K IR 3

FRH R :ﬁﬁﬁg ATINEF A T 2010 45— ZR R 57 R 2 BB MR . 30170 R 28 W TN TR 6.424
T — oo (T, IR 20.0%  RUEZZA T BN 1T EE A A/ 5G AN B
A pnsop RSB RAEDD, Jrh BB LT 0T S AF B U LSO I A4 B ¢

SRR W

——Price Close —Relative to HSI (RHS)
5.900 105

4.900

3.900

10

;E ll.l.hmuLMJLML.Jlﬂ....u.i.u...n“huuk.“ﬂ

Apr-18 Jul-18 Oct-18 Jan-19

Selfi: w0
RN RN, Y 3M  12M
AXT R (%) -1.5 323 -10.8
AT RIN (%) 44 214 -9.8
FEBR R E b
O-Net Holdings 36.3
TRYIHIHIT R R 7 BR A & 21.4

Zik i

T (852) 3698 6318

E markpo@chinastock.com.hk
E'

T (852) 3698 6317

E cmwong@chinastock.com.hk

A FPEEIA R AL R . A F] 2019 F—F UG KA 2 23 9 L L S5 R BRSSP R . o
FATHEAE, 2019 FE—FEEOEILE = i B A LI 30%, & TR IE K. A7) 2019
RN K S AT AR R TRIN (20.6% ) — 2, FRATHT B 9 Bl S50 55 1
SOMAREZHTH IR . BRI SR T i oh, HAbIR a2 47 il 5575 2019 4 —F L4k 8R
DURAF . V8 2 i AR 5512 E R IE 2018 FEAEZZ R RYR K, HIRATHHFEZE 2
e (s UK 2 2 -

RIAR T R

TEFATF 2019 4E 4 A 11 H A PIERFATIRE &, FATRRAE & 75605 344055 2019
3 HENBURILL R TR : @) HEE S Xt o [ GPON/FTTH #5677 i I 75 SR 4z s
b) M IEFERJER] 5G F7 . BRI ERIAE 2019 F—FERIMM TR, XFFEHA

ke, AR R RIS E b E T, R AR 28 T Tzt 56 M
J7e AFE 2019 FF1 2020 FEHVE S KAT 3 T Sl I EHEH 5G M= T
IR SR

EERVEREREL

FEELR, A TR AR B U SR I B = A AR H BB L, L
BB RANGRIAE . TATAK, AR 2018 LS A B # A A T D,
T8 1P (R B T4 0 — SRR i 4

LG
FATN A B RTANE (12.1 fi5 2019 F i ZH 9.8 1% 2020 FEHif %) HAFH . K
fgERr TN V4%, HIR K 5.63 it (FET 15 £ 2019 FHi&EZE) .

FEMLS IR Dec-17A Dec-18A Dec-19F Dec-20F
TN (/3770 2.035 2516 3.036 3713
227 EBITDA (1 J5i#70) 311.5 327.0 4176 510.3
#RE (58 AR 208.9 262.5 301.1 3718
FRAZOEF] (B0 0.27 0.33 038 0.45
R ORI K 53.0% 20.9% 14 5% 23.5%
A TPV 2 % () 16.77 13.87 1212 9.81
FEREIR B (HT) - 0.020 0.056 0.070
5K 0.00% 0.44% 1.24% 1.53%
EV/EBITDA (%) 13.22 12.55 10.10 849
JBEAR /AL E R B4 (f35) 23.43 64.74 4227 22 29
TG E 30.1% 20.8% 23 2% 24.0%
iR (65 1.79 1.63 147 1.30
i & NEiEj:& 12.1% 12.3% 12 8% 14.0%
BB o R TR 1) 253))

BEEAZ R T R R () 0.93 0.91

P R R [ BRiiE 7 5

Powered by the
EFA Platform



Company Note

oh [ £R /] B PR

CHINA GALAXY INTERNATIONAL

o

Technology Components | Hong Kong | April 24, 2019

I Hong Kong

BUY

Consensus ratings*: Buy 7 Hold0 Sell0

Current price: HK$4.55

Target price: HK$5.63

Previous target:

Up/downside: 23.8%

CGS-CIMB / Consensus: na

Reuters:

Bloomberg: 877 HK

Market cap: US$465.1m
HK$3,648m

Average daily turnover: US$0.96m

HK$7.67m

Current shares o/s: 802m

Free float: 44.5%

*Source: Bloomberg
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O-Net

Outperforming its peers

m O-Net reported its first quarterly sales update, which indicates that the Company’s
optical networking products continue to report resilient YoY growth. Apart from the
resilient YoY top-line growth, disclosure improvements will build confidence in O-Net.

m O-Net has outperformed its peers, as the Company is benefiting from demand from
early 5G adoption in Korea and Japan.

m We expect the impact of the weak performance of the consumer electronics segment
to fade gradually in the coming quarters and expect margin pressure to ease.

m We believe O-Net's turnover growth in 2019 and 2020 will be supported by resilient
demand for optical products related to the 5G roll-out in overseas markets and China.

= Maintain BUY with a target price of HK$5.63 based on 15x 2019 PER.

Resilient YoY growth in Q1 2019

O-Net reported its first quarterly sales update yesterday. Its unaudited revenue is
expected to be HK$642.4m for Q1 2019, up 20.1% YoY. According to the announcement,
the increase in revenue was driven by strong demand from early 5G adoption in Korea
and Japan, where O-Net has entered into multi-year strategic agreements to supply
optical networking products, which will help secure a portion of O-Net’s production output
on an ongoing basis. O-Net's Q1 2019 revenue growth was still dragged down by the
weak performance of the consumer electronics segment. Based on our understanding,
YoY growth of optical networking products was over 30% in Q1 2019, which is higher
than overall top-line growth. O-Net's Q1 2019 top-line growth is in line with our full-year
estimation of 20.6% YoY growth, and we expect the impact of the weak consumer
electronics segment to fade gradually. Apart from consumer electronics, other non-optical
networking product segments continued to perform well in Q1 2019. The weak operating
performance of the consumer electronics segment was the reason for the margin
pressure in 2018, but we expect the margin pressure to ease.

Outperforming its peers

In our latest sector update released on 11 Apr 2019, we explained that the reasons the
Taiwanese optical communications equipment segment reported a YoY decline in
turnover in Mar 2019 were: a) slower demand for GPON/FTTH-related products in China
by telecom operators, and b) the transition to 5G products. O-Net outperformed its peers
in Q1 2019, which is in line with our conclusion that O-Net is not highly reliant on the
China market, and that the Company will benefit from the 5G roll-out in overseas
markets. O-Net's turnover growth in 2019 and 2020 was supported by resilient demand
for optical products related to the 5G roll-out in overseas markets and China.

Building confidence

Going forward, O-Net has promised to endeavor to provide investors with timely revenue
updates for the three and nine month fiscal periods to improve transparency and
communication. We maintain the view that O-Net's 2018 results will be a good reference
for investors to rebuild confidence in the Company and that improvement in transparency
will further boost sentiment.

Attractive valuation

We don’t believe O-Net's current valuation of 12.1x 2019E PER and 9.8x 2020E PER
looks expensive. We maintain our BUY rating with a target price of HK$5.63 (based on
15x 2019E PER).

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F
Revenue (HK$m) 2,035 2,516 3,036 3,713
Operating EBITDA (HK$m) 3115 327.0 417.6 510.3
Net Profit (HK$m) 208.9 262.5 301.1 371.8
Normalised EPS (HK$) 0.27 0.33 0.38 0.46
Normalised EPS Growth 53.0% 20.9% 14.5% 23.5%
FD Normalised P/E (x) 16.77 13.87 12.12 9.81
DPS (HK$) - 0.020 0.056 0.070
Dividend Yield 0.00% 0.44% 1.24% 1.53%
EV/EBITDA (X) 13.22 12.55 10.10 8.49
P/FCFE (x) 23.43 64.74 42.27 22.22
Net Gearing 30.1% 20.8% 23.2% 24.9%
P/BV (x) 1.79 1.63 1.47 1.30
ROE 12.1% 12.3% 12.8% 14.0%
% Change In Normalised EPS Estimates

Normalised EPS/consensus EPS (x) 0.93 0.91
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Profit & Loss

(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Net Revenues 2,035 2,516 3,036 3,713
Gross Profit 796 869 1,043 1,272
Operating EBITDA 312 327 418 510
Depreciation And Amortisation (69) (81) (91) (101)
Operating EBIT 242 246 326 409
Financial Income/(Expense) (24) (26) (26) (31)
Pretax Income/(Loss) from Assoc. 0) 1) 1) 1)
Non-Operating Income/(Expense) 30 64 38 40
Profit Before Tax (pre-El) 249 283 337 417
Exceptional ltems 0 0 0 0
Pre-tax Profit 249 283 337 417
Taxation (43) (24) (41) (50)
Exceptional Income - post-tax

Profit After Tax 206 259 297 367
Minority Interests 3 4 4 5

Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax
Preference Dividends (Australia)

Net Profit 209 262 301 372
Normalised Net Profit 206 259 297 367
Fully Diluted Normalised Profit 209 262 301 372
Cash Flow

(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
EBITDA 311.5 327.0 417.6 510.3
Cash Flow from Invt. & Assoc.

Change In Working Capital (358.8) 47.6 (193.6) (252.5)
(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense 30.9 0.0 0.0 0.0
Other Operating Cashflow (0.5) 63.5 37.9 39.8
Net Interest (Paid)/Received (26.0) (32.4) (33.2) (40.6)
Tax Paid

Cashflow From Operations (42.9) 405.7 228.7 257.0
Capex (246.5) (180.0) (150.0) (150.0)
Disposals Of FAs/subsidiaries

Acq. Of Subsidiaries/investments 0.0 0.0 0.0 0.0
Other Investing Cashflow 498.6 (3.6) (93.1) (74.1)
Cash Flow From Investing 252.1 (183.6) (243.1) (224.1)
Debt Raised/(repaid) (59.7) (165.9) 100.7 131.3

Proceeds From Issue Of Shares
Shares Repurchased

Dividends Paid 0.0 0.0 (16.0) (45.2)
Preferred Dividends

Other Financing Cashflow (32.9) (31.2) (34.3) (41.7)
Cash Flow From Financing (92.6) (197.1) 50.3 44.5
Total Cash Generated 116.6 25.0 36.0 77.4
Free Cashflow To Equity 149.5 56.2 86.3 164.2

Free Cashflow To Firm 235.2 254.5 18.9 73.5
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Balance Sheet
(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Cash And Equivalents 408 453 531 658
Total Debtors 975 866 1,045 1,278
Inventories 377 501 604 739
Total Other Current Assets 20 56 64 74
Total Current Assets 1,781 1,876 2,244 2,748
Fixed Assets 916 1,015 1,074 1,123
Total Investments 0 0 0 0
Intangible Assets 0 0 0 0
Total Other Non-Current Assets 407 308 316 324
Total Non-current Assets 1,323 1,323 1,390 1,447
Short-term Debt 654 488 588 720
Current Portion of Long-Term Debt 367 429 517 633
Total Creditors 0 0 0 0
Other Current Liabilities 33 32 24 26
Total Current Liabilities 1,053 948 1,130 1,379
Total Long-term Debt 0 0 0 0
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 15 16 18 19
Total Non-current Liabilities 15 16 18 19
Total Provisions 2 3 3 3
Total Liabilities 1,071 967 1,150 1,401
Shareholders' Equity 2,032 2,233 2,489 2,805
Minority Interests 2 2) 6) 12)
Total Equity 2,033 2,231 2,483 2,794
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F
Revenue Growth 27.3% 23.7% 20.6% 22.3%
Operating EBITDA Growth 58.1% 5.0% 27.7% 22.2%
Operating EBITDA Margin 15.3% 13.0% 13.8% 13.7%
Net Cash Per Share (HK$) (0.77) (0.58) (0.72) (0.87)
BVPS (HK$) 2.54 2.79 3.10 3.50
Gross Interest Cover 9.34 7.59 9.83 10.08
Effective Tax Rate 17.3% 8.4% 12.0% 12.0%
Net Dividend Payout Ratio NA 6.1% 15.0% 15.0%
Accounts Receivables Days 145.5 133.5 114.9 114.5
Inventory Days 95.3 97.3 101.2 100.7
Accounts Payables Days - - - -
ROIC (%) 12.5% 9.2% 12.0% 13.3%
ROCE (%) 8.9% 8.1% 9.9% 10.8%
Return On Average Assets 8.2% 9.0% 9.4% 10.2%
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