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AAC Technologies (2018 HK)

3Q20 another miss; Optics likely to improve but hard to
move the needle

AAC’s 3Q20 net profit declined 32% YoY to RMB425mn, 25%/32% below
our/consensus estimates, mainly due to 1) weaker revenue (-10% YoY) on
iPhone launch delay, Huawei ban and de-spec trend, 2) lower GPM at 23.6%
(vs our est./cons. of 27%/27.4%) across major segments, 3) slower optics ramp
(40-50kk/m, vs 80-90kk/m guided) and weaker margin (24.6%, vs 35% guided).
While mgmt. toned down optics GPM target to 30%/40% in 4Q20/2021E, we
expect further downside on optics’ ASP/margin given slower 6P ramp, WLG
launch delay and intense competition in mid/low-end optics. We trimmed our
FY20-22E EPS by 11-21% and our FY20-22E EPS are 17-28% below
consensus. Maintain Hold with new SOTP-based TP HK$43.2 given fair
valuation at 24.7x FY21E P/E and slower-than-expected optics progress.

Earnings Summary

3Q20 another miss; GPM surprises on the downside. AAC’s 3Q20 net profit
dropped 32% YoY, 25%/32% below our/consensus estimates, while revenue fell
10% YoY to RMB4.5bn due to iPhone launch delays and slower spec upgrade
on acoustics/haptics/casings. GPM came in at 23.6%, well below our/consensus
of 27%, given GPM pressure across acoustic/haptic/casing segments.

Optics: weaker volume/margin growth; Lower ASP amid de-spec trend.
Although 3Q20 optics shipment reached 40-50kk/m (vs 30-40kk/m in 2Q20)
and GPM improved to 24.6% (vs 13.8% in 2Q20), the progress was still
behind mgmt’s guidance of 80-90kk/m and 35% GPM. Given ongoing de-
spec trend, Huawei impact (AAC’s No. 2 lens client) and intense competition
in mid/low-end lens with Sunny/Largan/O-Film, we expect ASP/margin will
remain under pressure in near term.

2021: better iPhone volume but lack of upgrade across all segments.
While we think AAC will benefit from iPhone 12 cycle with stabilizing share
allocation, we believe its acoustic/haptics (34% of FY20E sales) will continue
to face ASP pressure for lack of upgrade, and its casing segment (Huawei
mainly, 15% of sales) will decline given 2H20 Huawei impact. We estimate
4Q20E net profit to decline 25% YoY on revenue growth of 2% YoY.

Our FY20/21E EPS are 26%/28% below consensus; Maintain HOLD. We
trimmed FY20-22E EPS by 11-21% for weaker optics/casing due to Huawei
impact and lower GPM on slower upgrade. Our SOTP-based TP is lowered
to HK$43.2, implying 23.7x FY21E P/E. Upside risks include better optics
margin and stronger iPhone shipment.

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 18,131 17,884 17,767 19,829 20,348
YoY growth (%) (14.1) 1.4) 0.7) 11.6 2.6
Net income (RMB mn) 3,796 2,222 1,317 1,973 2,276
EPS (RMB) 3.12 1.84 1.09 1.63 1.88
YoY growth (%) (28.5) (41.1) (40.7) 49.9 15.4
Consensus EPS (RMB) NA 1.84 1.48 2.27 2.74
P/E (x) 12.9 21.9 37.0 24.7 21.4
P/B (x) 2.6 25 2.4 2.3 2.2
Yield (%) 4.4 3.1 14 2.0 2.3
ROE (%) 20.0 11.3 6.5 9.3 10.2

Source: Company data, Bloomberg, CMBIS estimates
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30Q20 Results Review

Figure 1: 3Q20 results review

CMBIS Consensus
RMB mn 3Q19 2Q20 3Q20 QoQ YoY 3Q20E Diff % 3Q20E Diff %
Revenue 5,012 4,277 4,520 6% -10% 5,242 -14% 4,946 -9%
Gross Profit 1,483 995 1,067 21% -28% 1,435 -26% 1,336 -20%
Operating Profit 829 262 376 176% -55% 687 -45% 683 -45%
Net profit 695 268 425 409% -39% 626 -32% 569 -25%
EPS (RMB) 0.57 0.22 0.35 409% -39% 0.51 -31% 0.47 -25%
Margin (%)
Gross Margin 29.6% 23.3% 23.6% -6.0 ppt 27.4% -3.8 ppt 27.0%  -3.4 ppt
Operating Margin 16.5% 6.1% 8.3% -8.2 ppt 13.1% -4.8 ppt 13.8%  -5.5 ppt
Net Margin 13.9% 6.3% 9.4% -4.5 ppt 11.9% -2.5 ppt 11.5%  -2.1 ppt
Growth (%
Revenue (YoY) 3% 12% -10% 5% -1%
Revenue (QoQ) 31% -76% 27% 23% 39%
Operating profit -29% -26% -55% -17% -18%
Net profit -29% -21% -39% -10% -18%

Source: Company data, Bloomberg, CMBIS
Figure 2: Revenue breakdown

RMB mn FY18 FY19 FY20E FY21E FY22E
Revenue
Dynamic components 8,675 8,167 1,421 1,908 2,159 2,172 7,660 7,868 7,930
MEMS components 814 929 199 259 368 285 1,111 1,166 1,224
Haptics & RF 8,073 7,694 1,691 1,725 1,515 2,254 7,184 7,734 7,688
Others (incl. optics) 569 1,094 249 385 478 700 1,813 3,061 3,506
Total 18,131 17,884 3,560 4,277 4,520 5,410 17,767 19,829 20,348
Revenue mix
Dynamic components 48% 46% 40% 45% 48% 40% 43% 40% 39%
MEMS components 4% 5% 6% 6% 8% 5% 6% 6% 6%
Haptics & RF 45% 43% 47% 40% 34% 42% 40% 39% 38%
Others (incl. optics) 3% 6% % 9% 11% 13% 10% 15% 17%
YoY Growth (%)
Dynamic components -9% -6% -24% 8% -5% -3% -6% 3% 1%
MEMS components -4% 14% 29% 14% 27% 10% 20% 5% 5%
Haptics & RF -22% -5% 11% 11% -28% -8% -7% 8% -1%
Others (incl. optics) 63% 92% 32% 41% 47% 102% 66% 69% 15%
Total -14% -1% -5% 12% -10% 2% -1% 12% 3%
Gross profit margin
Dynamic components 37.2% 31.0% 26.0% 26.4% 26.6% 27.0% 26.6% 27.0% 27.0%
MEMS components 26.6% 27.5% 16.5% 16.1% 19.0% 20.0% 18.1% 24.0% 26.0%
Haptics & RF 40.6% 29.6% 23.6% 22.8% 20.1% 22.4% 22.3% 22.8% 23.7%
Others (incl. optics) 4.0% 3.2% 9.5% 13.8% 24.7% 28.1% 21.6% 31.0% 35.0%
Total 37.2% 28.6% 23.1% 23.3% 23.6% 24.8% 23.8% 25.8% 27.1%

Source: Company data, CMBIS
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Earnings Revision

Figure 3: CMBIS earnings revisions

New Old Change (%)

RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 17,767 19,829 20,348 18,329 21,051 21,670 -3% -6% -6%
Gross Profit 4,233 5,124 5,518 4,761 5,710 6,076 -11% -10% -9%
Operating Profit 1,326 2,184 2,521 1,873 2,589 2,885 -29% -16% -13%
Net profit 1,317 1,973 2,276 1,675 2,296 2,564 -21% -14% -11%
EPS (RMB) 1.09 1.63 1.88 1.39 1.90 2.12 -21% -14% -11%
Gross Margin 23.8% 25.8% 27.1% 25.9% 27.1% 28.0% -2.1 ppt -1.3 ppt -0.9 ppt
Operating Margin 7.5% 11.0% 12.4% 10.2% 12.3% 13.3% -2.8 ppt -1.3 ppt -0.9 ppt
Net Margin 7.4% 9.9% 11.2% 9.1% 10.9% 11.8% -1.7 ppt -1 ppt -0.6 ppt

Source: Company data, CMBIS estimates

Figure 4. CMBIS estimates vs consensus

CMBIS Consensus Diff (%)

RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 17,767 19,829 20,348 18,876 22,209 22,209 -6% -11% -8%
Gross Profit 4,233 5,124 5,518 5,000 6,402 6,402 -15% -20% -14%
Operating Profit 1,326 2,184 2,521 2,026 3,212 3,212 -35% -32% -22%
Net profit 1,317 1,973 2,276 1,836 2,791 2,791 -28% -29% -18%
EPS (RMB) 1.09 1.63 1.88 1.48 2.27 2.27 -26% -28% -17%
Gross Margin 23.8% 25.8% 27.1% 26.5% 28.8% 28.8% -2.7 ppt -3 ppt -1.7 ppt
Operating Margin 7.5% 11.0% 12.4% 10.7% 14.5% 14.5% -3.3 ppt -3.5 ppt -2.1 ppt
Net Margin 7.4% 9.9% 11.2% 9.7% 12.6% 12.6% -2.3 ppt -2.6 ppt -1.4 ppt

Source: Bloomberg, CMBIS estimates

Figure 5: P&L forecast
RMB mn FY18 FY19 FY20E FY21E FY22E
Revenue 18,131 17,884 3,560 4,277 4,520 5,410 17,767 19,829 20,348
...YoY -14.1% -1.4% -5.1% 12.1% -9.8% 2.0% -0.7% 11.6% 2.6%
Cost of sales (11,388) (12,777) (2,737) (3,282) (3,453) (4,066) (13,538) (14,711) (14,836)
Gross profit 6,743 5,107 823 995 1,067 1,344 4,229 5,118 5,512
GPM (%) 37.2% 28.6% 23.1% 23.3% 23.6% 24.8% 23.8% 25.8% 27.1%
...YoY -22.7% -24.3% -27.1% 4.2% -28.1% -12.7% -17.2% 21.0% 7.7%
SG&A (966) (918) (239) (240) (239) (291) (1,007) (1,031) (1,058)
...% of rev -5.3% -5.1% -6.7% -5.6% -5.3% -5.4% -5.7% -5.2% -5.2%
R&D (1,512) 1,717) (489) (494) (452) (460) (1,895) (1,904) (1,933)
...% of rev -8.3% -9.6% -13.7% -11.5% -10.0% -8.5% -10.7% -9.6% -9.5%
Operating profit 4,265 2,472 95 262 376 594 1,326 2,184 2,521
OPM (%) 23.5% 13.8% 2.7% 6.1% 8.3% 11.0% 7.5% 11.0% 12.4%
...YoY -29.9% -42.0% -80.5% -25.9% -54.6% -25.9% -46.3% 64.6% 15.5%
Net profit 3,796 2,222 53 268 425 571 1,317 1,973 2,276
NPM (%) 20.9% 12.4% 1.5% 6.3% 9.4% 10.5% 7.4% 9.9% 11.2%
...YoY -28.7% -41.5% -87.8% -20.8% -38.8% -24.6% -40.8% 49.9% 15.4%

Source: Company data, CMBIS
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Valuation
Maintain HOLD with new TP HK$43.2

We derived our new TP of HK$ 43.2 based on SOTP to reflect business diversification
with different growth profiles and visibility. Our new TP is based on weighted-average
target P/E multiple of 23.2x FY21E EPS and valuation of optics segment at RMB 17.9bn.
We assign 20x P/E to AAC’s core businesses, including acoustics, MEMS, haptics and
mechanical RF, in-line with HK-listed peers.

Figure 6: AAC Tech — SOTP valuation

8 Value per Valuation % of FY21E FY21E EPS

Business segment Methodoloa Target P/E Profit

Acoustics 13.6 P/E target multiple 20x 42% 0.68

MEMS 1.8 P/E target multiple 20x 5% 0.09

ED & PM 11.3 P/E target multiple 20x 34% 0.56

Optics 12.1 82% of RMB 17.9bn 0.30

TP (RMB) 42.6 22.4x 1.63

TP (HK$) 47.5
Sources: Company data, CMBIS
Figure 7: 12M forward P/E band Figure 8: 12M forward P/B band
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 18,131 17,884 17,767 19,829 20,348 Profit before taxation 4,310 2,552 1,569 2,242 2,587
COGS (11,388) (12,777) (13,538) (14,711) (14,836) Depreciation 1,750 1,803 2,003 2,203 2,403
Gross profit 6,743 5,107 4,229 5,118 5,512 change in working capital 1,149 (627) 332 (1,287) 1,152
Others (420) (85) 66 74 15
Selling and marketing (317)  (275) (301)  (317)  (326) Net cash from operating 6,789 3,644 3,970 3,232 6,158
Administrative (650)  (643)  (v06)  (714)  (733)
R&D (1,512) (1,717) (1,895) (1,904) (1,933) Capex (2,941) (3,000) (2,800) (2,800) (2,800)
Operating profit 4,265 2,472 1,326 2,184 2,521 Other (658) 68 - - -
Net cash from investing  (3,599) (2,932) (2,800) (2,800) (2,800)
Financial cost (218) (248) (319) (319) (319)
Other income/(losses) 264 329 562 378 385 Net borrowings (555) - - - -
Pre-tax profit 4,310 2,552 1,569 2,242 2,587 Interest paid (216) (248) (319) (319) (319)
Dividend paid (2,182) (1,531) (658) (986) (1,138)
Tax (514) (330) (252) (269)  (310) Other (294) - - - -
Minority interest - - 0 0 0 Net cash from financing  (3.247) (1,779) (978) (1,306) (1,457)
Net profit 3,796 2,222 1,317 1,973 2,276
Net change in cash (57) (1,068) 192 (874) 1,900
Cash at beg of year 4,034 4,059 2,991 3,184 2,310
Exchange difference 81 - - - -
Cash at end of year 4,059 2,991 3,184 2,310 4,210
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Current assets 11,985 11,918 11,272 12,875 12,791 Sales mix (%)
Cash & equivalents 4126 2,991 3,184 2,310 4,210 Dynamic components 478 457 431 397 390
Trade and other rev. 4474 6,930 4,391 8,087 4,832 MEMS (microphone) 4.5 5.2 6.3 5.9 6.0
Inventories 3,319 1,931 3632 2413 3,684 Electro. (haptics) 445 430 404 390 378
Other current assets 65 65 65 65 65 Other 31 6.1 102 154 17.2
Non-current assets 17,884 19,080 19,877 20,474 20,870 Growth (%)
PPE 15,440 16,637 17,433 18,030 18,426 Revenue (141 (@14 (07 116 26
Lease prepayments 622 622 622 622 622 Gross profit (22.7) (243) (17.2) 210 7.7
Intangible assets 367 367 367 367 367 Operating Income (29.9) (42.0) (46.3) 646 155
Other non-curr. assets 1,455 1,455 1,455 1,455 1,455 Net profit (28.7) (415) (40.8) 499 154
Total assets 29,869 30,998 31,149 33,349 33,661
Profitability (%)
Current liabilities 8,317 8,754 8,247 9,460 8,633 Gross Margin 37.2 28.6 238 258 271
Short-term borrowings 3,493 3,493 3,493 3,493 3,493 Operating Margin 235 138 75 11.0 124
Trade & other payables 4,548 4,989 4,482 5,672 4,840 Net margin 20.9 12.4 7.4 99 11.2
Tax payables 205 202 201 224 230
Other current liabilities 71 71 71 71 71 Balance sheet ratios
Net debt/total equity (x) 0.1 0.1 0.1 0.2 0.1
Non-current liabilities 2,618 2,618 2,618 2,618 2,618 Currentratio (X) 14 1.4 14 14 15
Government grants 118 118 118 118 118 Receivable turnover days 88 90.0 90.0 90.0 900
Deferred tax liabilities 72 72 72 72 72 Inventory turnover days 89 75.0 75.0 750 750
Other non-current liab. 2,429 2,429 2,429 2,429 2,429 Payable turnover days 85 70.0 70.0 700 70.0
Total liabilities 10,935 11,373 10,865 12,078 11,252
Returns (%)
Share capital 99 99 99 99 99 ROE 20.0 11.3 6.5 9.3 10.2
Reserves 18,835 19,527 20,185 21,171 22,309 ROA 12.7 7.2 4.2 5.9 6.8
Minority interest
Shareholders' equity 18,934 19,626 20,284 21,270 22,408 Per share data (RMB)
Total equity & liabilities 29,869 30,998 31,149 33,348 33,660 EPS 3.12 1.84 1.09 1.63 1.88
DPS 1.79 1.27 0.54 0.82 0.94

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5



WEE R

CMB INTERNATIONAL

16 Nov 2020

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the
securities or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the
subject securities or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views
expressed by that analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong
Securities and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the
date of issue of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this
report; (3) serve as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong
Kong listed companies covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that
which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of
their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should independently
evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to make their own
investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS
or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest
in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall
be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report.
Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and
reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS
provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue
other publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and
analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or
views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships
with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this
report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS. Additional information on
recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated
Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or
qualified as a research analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA
Rules intended to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This
report is intended for distribution in the United States solely to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a
copy of this report by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of
this report wishing to effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-
registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as
defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports
produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial
Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor,
as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons
only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6



