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Tongda Group (698 HK)

Not immune from COVID-19 impact; D/G to HOLD

We downgrade Tongda to HOLD (from Buy) and cut TP to HK$0.53 as we
trimmed FY20/21E EPS by 48%/48% to reflect FY19 results miss, ASP/margin
pressure and weaker Apple demand amid COVID-19 outbreak. Our TP is based
on lower 7x FY20E P/E (vs 8x prev.) for slower earnings growth and order
uncertainties. Our FY20E/21E EPS is 40%/44% below consensus. In longer term,
we believe Tongda will benefit glastic adoption, 5G iPhone recovery and loT
opportunities in 2021, but it is too early to bottom fish now.

B Results miss due to margin pressure from casings/iPhone segments.
Tongda’s FY19 revenue grew 3% YoY to HK$9.2bn, largely in-line with
expectations, while net profit declined 26% YoY to HK$402, 38%/33% below
our/consensus estimates. The miss was mainly due to margin pressure in
2.5D glastic/metal casing and limited upgrade in iPhone components.

B Conservative guidance on more glastic casing competition. Despite
rapid adoption of glastic casings in Android smartphones (esp. Samsung,
Vivo), mgmt. stated that intense competition over 2.5D glastic casing will
lead to Tongda’s shifting focus to 3D/unibody glastic with better pricing
(US$3.6/6, vs $2.4 for 2.5D). Mgmt. expected to ship 160mn casing in 2020
(vs 140mn in 2019) with 2.5D/3D/unibody glastic accounting for
15mn/70mn/50mn, and gross margin will stablise in 2020 due to better yield
and scale. We estimate glastic revenue to grow 38%/3% in FY20/21E,
accounting for 60%/60% of FY19/20E sales. We expect top 4 clients will be
Samsung, Apple, Xiaomi and Vivo in 2020.

B iPhone: Expect flattish revenue in FY20E and IoT expansion in FY21E.
While we expect revenue from iPhone segment to remain flattish in FY20E
due to slower iPhone sales on COVID-19 impact, we are positive on
Tongda’s product roadmap to focus on Apple’s IoT categories (e.g. Watch/
Airpod/AR wearables) in FY21E onwards. We estimate this segment will
grow 2%/31% YoY in FY20/E21E.

B Earnings to recover in 2020 but outlook remains cloudy. We downgrade
the stock to Hold as we cut FY20/21E EPS by 48%/48% to factor in casings
ASP pressure and iPhone uncertainties due to COVID-19. We lowered TP
HK$0.53 (from HK$1.15) based on lower 7x FY20E P/E (from 8x prev.) given
lower earnings visibility and sector de-rating on demand uncertainties. We
recommend to wait for better entry point before new products start to ramp.

FY21E FY22E

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E

Revenue (HK$ mn) 8,899 9,186 9,754 10,215 10,847
YoY growth (%) 3.9 3.2 6.2 4.7 6.2
Net income (HK$ mn) 543 402 488 565 630
EPS (HK$) 0.09 0.06 0.08 0.09 0.10
YoY growth (%) (48.2) (29.3) 215 15.9 11.5
Consensus EPS (RMB) NA 0.10 0.13 0.16 NA
P/E (x) 5.5 7.8 6.4 5.6 5.0
P/B (x) 0.5 0.5 0.5 0.4 0.4
Yield (%) 1.6 0.1 0.1 0.1 0.2
ROE (%) 9 6.7 7.5 8.0 8.2
Net gearing (%) 57 45 51 38 40

Source: Company data, CMBIS
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Earnings Revision

Figure 1: FY19 results review

CMBI Consensus
HK$ mn FY18A FY19A YoY FY19E Diff (%) FY19E Diff (%)
Revenue 8,899 9,186 3% 9,047 2% 9,031 2%
Gross profit 1,794 1,677 -71% 1,880 -11% 1,783 -6%
Operating profit 735 586 -20% 930 -37% 882 -34%
Net profit 543 402 -26% 648 -38% 597 -33%
EPS (HK$) 0.09 0.06 -29% 0.10 -38% 0.10 -38%
Gross margin 20.2% 18.8% -1.3 ppt 20.8% -1.9 ppt 19.7% -0.9 ppt
Operating margin 8.3% 6.6% -1.7 ppt 10.3% -3.7 ppt 9.8% -3.2 ppt
Net margin 6.1% 4.5% -1.6 ppt 7.2% -2.7 ppt 6.6% -2.1 ppt
Source: Company data, Bloomberg, CMBIS estimates
Figure 2: Earnings revision
INEG Old Change (%)
(HKS mn) FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 9,754 10,215 11,045 12,202 -12% -16%
Gross profit 1,857 2,004 2,448 2,718 -24% -26%
Operating profit 676 759 1,235 1,372 -45% -45%
Net profit 488 565 933 1,086 -48% -48%
EPS (HK$) 0.08 0.09 0.14 0.17 -48% -48%
Gross margin 19.0% 19.6% 22.2% 22.3% -3.1 ppt -2.7 ppt
Operating margin 6.9% 7.4% 11.2% 11.2% -4.2 ppt -3.8 ppt
Net Margin 5.0% 5.5% 8.4% 8.9% -3.4 ppt -3.4 ppt
Source: Company data, CMBIS estimates
Figure 3: CMBI estimates vs consensus
New Old Diff (%)
(HKS mn) FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 9,754 10,215 10,668 11,949 -9% -15%
Gross profit 1,857 2,004 2,188 2,502 -15% -20%
Operating profit 676 759 1,135 1,340 -40% -43%
Net profit 488 565 786 971 -38% -42%
EPS (HK$) 0.08 0.09 0.13 0.16 -40% -44%
Gross margin 19.0% 19.6% 20.5% 20.9% -1.5 ppt -1.3 ppt
Operating margin 6.9% 7.4% 10.6% 11.2% -3.7 ppt -3.8 ppt
Net Margin 5.0% 5.5% 7.4% 8.1% -2.4 ppt -2.6 ppt
Source: Company data, CMBIS estimates
Figure 4. Revenue breakdown
HK$ mn FY18 FY20E
Handsets 6,621 2,856 4,264 7,120 2,520 5,116 7,636
...YoY 12% -1% 14% 8% -12% 20% %
Metal 2,786 562 1,018 1,579 316 737 1,053
...YoY -42% -62% -23% -43% -44% -28% -33%
Glastic 2,145 1,193 2,122 3,315 1,376 3,210 4,586
...YoY 538% 14% 94% 55% 15% 51% 38%
Glass 207 328 164 491 70 164 234
...YoY 14702% 180% 82% 137% -79% 0% -52%
Apple 849 774 961 627 758 1,005 627
...YoY 92% 202% -22% 17% -2% 5% 2%
Electrical appliances 849 343 285 627 343 285 627
...YoY -2% -32% -17% -26% 0% 0% 0%
Notebook computers 83 - - - - - -
...YoY -88% - - - - - -
Household goods 607 328 320 648 344 336 681
...YoY 21% -8% 28% 7% 5% 5% 5%
Network communications 739 382 408 791 348 462 810
...YoY 5% 23% -5% 7% -9% 13% 2%
Total 8,899 3,909 5,277 9,186 3,555 6,199 9,754
...YOY 4% -6% 11% 3% -9% 17% 6%

FY21E FY22E
7,950 8,422
4% 6%
702 702
-33% 0%
4,730 4,804
3% 2%
204 204
-13% 0%
646 665
31% 17%
646 665
3% 3%
749 824
10% 10%
871 936
7% 8%
10,215 10,847

5%

6%

Source: Company data, CMBIS estimates
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Figure 5: P&L forecast

FY20E  FY21E  FY2E
Revenue 8,899 3,909 5,277 9,186 3,555 6,199 9,754 10,215 10,847
...YoY 3.9% -5.8% 11.1% 3.2% -9.1% 17.5% 6.2% 4.7% 6.2%
Cost of sales (7,105) (3,083) (4,426) (7,509) (2,913) (4,984) (7,897) (8,211) (8,677)
Gross profit 1,794 826 851 1,677 642 1,215 1,857 2,004 2,169
GPM (%) 20.2% 21.1% 16.1% 18.3% 18.1% 19.6% 19.0% 19.6% 20.0%
...YoY -19.6% -13.9% 1.9% -6.5% -22.2% 42.8% 10.8% 7.9% 8.2%
Selling Exp (129) (59) (75) (133) (53) (87) (140) (141) (149)
...% of rev -1.4% -1.5% -1.4% -1.5% -1.5% -1.4% -1.4% -1.4% -1.4%
R&D (409) (171) (241) (412) (160) (279) (439) (470) (499)
...% of rev -4.6% -4.4% -4.6% -4.5% -4.5% -4.5% -4.5% -4.6% -4.6%
Operating profit 735 415 172 586 230 447 676 759 847
OPM (%) 8.3% 10.6% 3.3% 6.4% 6.5% 7.2% 6.9% 7.4% 7.8%
...YoY -40.7% -23.5% -11.0% -20.2% -446%  160.1% 15.3% 12.2% 11.6%
Net profit 543 316 86 402 143 345 488 565 630
NPM (%) 6.1% 8.1% 1.6% 4.4% 4.0% 5.6% 5.0% 5.5% 5.8%
...YoY -46.0% -24.6% -30.8% -26.0% 54.9%  302.7% 21.5% 15.9% 11.5%

Source: Company data, CMBIS estimates

Valuation

Downgrade to Hold and trimmed TP to HK$0.53

We cut our FY20/21E EPS by 48%/48% and lowered our 12m TP to HK$0.53, based on
7x FY20E P/E (from 8x P/E), on par with 1-sd below historical average P/E. Given lower
earnings visibility and sector de-rating on demand uncertainties, we recommend to wait for
better entry point before new products start to ramp.

Figure 6: Peers valuation

Market Cap Price TP Up/Down P/E (x) P/B (x) ROE (%)
Company Ticker Rating (US$ mn) (X)) (Xe)) -side FY20E FY21E FY20E FY21E FY20E FY21E
HK-listed
Tongda 698 HK Hold 405 0.49 0.53 9% 6.4 5.6 0.5 04 7.5 8.0
BYDE 285 HK Buy 3,110 10.72 18.4 72% 14.6 9.9 1.3 1.2 8.7 11.6
Ju Teng 3336 HK NR 221 1.47 NA NA 6.0 22.6 0.3 0.3 4.1 1.3
FIH 2038 HK NR 908 0.86 NA NA 6.9 6.5 0.5 0.4 5.6 6.6
Average 7.8 10.6 0.6 0.6 7.5 8.1
China-listed
Everwin 300115 CH NR 2,533 19.55 NA NA 275 19.4 35 3.1 12.6 15.1
Janu 300083 CH NR 1,161 5.70 NA NA - - - - - -
Average 27.5 19.4 3.5 3.1 12.6 151
Overseas-listed
Foxconn 2354 TT NR 2,337 50.00 NA NA 8.5 8.1 0.7 0.6 8.2 8.0
Casetek 5264 TT NR 481 34.65 NA NA 15.6 11.5 0.5 0.4 2.8 3.6
Catcher 2474 TT NR 4,887 192.00 NA NA 8.3 7.0 0.9 0.8 11.9 13.1
Average 10.8 8.9 0.7 0.6 7.6 8.2

Source: Bloomberg, CMBIS estimates
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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 (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (HK$ mn) FY18A FY19A FY20E FY21E FY22E
Revenue 8,899 9,186 9,754 10,215 10,847 Profit before taxation 676 485 586 679 757
COGS (7,105) (7,509) (7,897) (8,211) (8,677) Depreciation 390 761 497 547 598
Gross profit 1,794 1,677 1,857 2,004 2,169 Change in working capital (19) 775 (717) 395 (732)
Others (9) (507) (102) (112) (136)
Selling and marketing (129) (133) (140) (141) (149) Net cash from operating 1,038 1514 263 1,509 @ 487
Administrative (875)  (946) (975) (1,032) (1,096)
R&D Capex (911) (1,000) (900) (900) (900)
Other operating exp. (55) (11) (86)  (73)  (77) Other (631) 327 14 10 23
Operating profit 735 586 676 759 847 Net cash from investing (1,542) (673) (886) (890) (877)
Financial cost (174)  (207) (169) (183) (199) Net borrowings 947 (402) 310 359 400
Other income/(loss) 115 105 78 102 108 Dividend paid (35) (3) (4) (5) (5)
Pre-tax profit 676 485 586 679 757 Share issue/(repurchase) - 0 0 0 0
Other (356)  (85) 0 0 0
Tax (113) (84)  (88) (102) (114) Net cash from financing 556 (490) 306 354 395
Minority interest 20 «h) 10 12 13
Net profit 543 402 488 565 630 Netchangein cash 52 351 (317) 973 4
Cash at beginning of the year 792 768 1,078 761 1,734
Exchange difference (76)  (42) 0 0 0
Cash at the end of the year 768 1,078 761 1,734 1,738
Balance sheet Key ratios
YE 31 Dec (HK$ mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Current assets 7,720 7,464 7,830 8,676 9,491 Sales mix (%)
Cash & equivalents 768 1,078 761 1,734 1,738 Handsets 74 75 77 75 75
Account receivables 3,115 2,946 3,490 3,250 3,906 Electrical Appliances 10 7 6 6 6
Inventories 2,529 2,245 2,384 2,496 2,651 Notebook Computers 1 0 0 0 0
Prepayments 547 545 545 545 545 Ironware parts 7 7 6 6 6
Other current assets 761 650 650 650 650 Network commu. 8 11 12 13 13
Non-current assets 5922 6,109 6,512 6,865 7,167 Growth (%)
PPE 4,850 5,089 5,492 5844 6,147 Revenue 3.9 1.7 221 10.5 10.5
Prepaid land lease 262 Gross profit (19.6) 48 69.7 743 743
Investment property 68 Operating profit (40.7) 265 328 111 111
Long-term deposits 626 531 531 531 531 Net profit (46.0) 194 439 164 164
Other non-current assets 116 489 489 489 489
Total assets 13,642 13,573 14,342 15,541 16,658 Profit & loss ratio (%)
Gross margin 20 208 222 223 223
Current liabilities 5,888 6,344 6,527 7,047 7,406 Operating margin 8 103 112 112 112
ST borrowings 2,455 2,633 2,850 3,102 3,383 Net profit margin 6 7.2 8.4 8.9 8.9
Account payables 2,626 2,948 2,914 3,181 3,260
Other current liabilities 807 763 763 763 763 Balance sheet ratio
Net debt/total equity (x) 0.6 0.6 0.6 0.6 0.6
Non-current liabilities 1,817 1,247 1,339 1,446 1,565 Currentratio (x) 1.3 1.3 1.3 1.4 1.4
LT borrowings 1,697 1,117 1,210 1,316 1,436 Receivable turnover days 144 144 144 144 144
Other non-current liabilities 120 129 129 129 129 |nventory turnover days 134 130 121 127 127
Total liabilities 7,705 7,591 7,866 8,492 8,971 Payable turnover days 138 138 138 138 138
Share capital 65 65 65 65 65 Profitability (%)
Reserves 5898 5,881 6,365 6,926 7,551 ROE 9.1 10.0 12.9 13.4 13.4
Minority interest (26) 36 46 58 71 ROA 4.0 4.4 55 6.0 6.0
Shareholders' equity 5937 5,982 6,476 7,049 7,687
Total equity and liabilities 13,642 13,573 14,342 15,541 16,658 Per share data (HK$)
EPS 0.09 0.100 0.144 0.168 0.168
DPS 0.02 0.02 0.03 0.03 0.03
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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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
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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,
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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.
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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 (Il) 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 Sates

This report is intended for distribution in the United States to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

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
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