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Xiaomi (1810 HK)

40Q19 beat; COVID-19 uncertainty remains

Xiaomi delivered in-line 4Q19E revenue with 27% YoY, while adj. NP grew 27%
YoY, 6%/19% above our/consensus estimates, thanks to stronger smartphone
overseas and higher smartphone/internet GPM. To reflect COVID-19 impact on
global smartphone/ 10T demand and slower China ads/fintech sales, we revised
down FY20/21E EPS by 7%/10% and trimmed TP to HK$10.7 with lower 20x
FY20E P/E (prev. 25x). We remain positive on Xiaomi’s strategic roadmap in 5G
cycle, but maintain Hold rating mainly due to COVID-19 uncertainty.

B Solid 4Q19 with gradual margin recovery. Xiaomi posted 27% YoY
revenue growth in 4Q19, driven by solid growth in loT/internet services
(+31%/42% YoY) and smartphone recovery (+23% YoY). GPM improved to
13.9% (vs 12.7% in 4Q18) with better mix in smartphone/internet segments.
By region, China revenue recovered to 17% YoY (vs -4% in 3Q19), while
overseas revenue accelerated to 41% YoY (vs 17% in 3Q19).

B Smartphone: emerging impact in India/Europe despite Chinarecovery.
Mgmt. stated production now returned to 80-90% of normal capacity by end-
March, while China demand also rebounded to 90% of Jan level. However,
mgmt. expected COVID-19 impact to emerge overseas in 2Q20E, especially
India/Europe. We estimate smartphone revenue will decline 10%/10% YoY
in 1Q/2Q20E and recover to 6%/10% YoY in 3Q/4Q20E on 5G demand.

B Internet: China fintech/advertising weakness in near term. In view to
weaker China ads budget and consumer finance amid COVID-19 in 1H20E,
we believe internet revenue will grow 7%/6% YoY in 1Q/2Q20E (vs 12%/41%
in 3Q/4Q19). We also think GPM should hold well above 60% in FY20/21E.

B Well-positioned to capture 5G cycle. We are positive on Xiaomi’'s focus
on R&D investment and overseas expansion in FY20-21E. Although its
smartphone/loT segments will be dragged by COVID-19 in near term, we
expect rapid demand recovery once overseas situation stabilizes given solid
product pipeline and distinct competitive edge in smartphone/loT market.

B Maintain Hold with new TP of HK$10.7. We lowered FY20/21E EPS by
7%/10% mainly to reflect COVID-19 impact on smartphone/loT segments.
We maintain our HOLD rating given COVID-19 uncertainties. Our new TP of
HK$10.7 is based on lowered 20x FY20E P/E (vs prev. 25x). Upside risks
include better shipment and margin recovery.

Earnings Summary

(YE31Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 174,915 205,839 220,931 272,470 323,917
YoY growth (%) 52.6 17.7 7.3 233 18.9
Adj. Net income (RMB mn) 8,743 11,532 11,377 14,052 16,738
Adj. EPS (RMB) 0.54 0.49 0.48 0.59 0.70
YoY growth (%) - (10.7) 1.3) 235 19.1
Consensus EPS (RMB) NA NA 0.53 0.65 0.86
P/E (x) 21.4 19.3 19.5 15.8 13.3
P/B (x) 2.6 3.4 3.0 2.6 2.2
Yield (%) - - - - -
ROE (%) 19 12.3 12.3 13.5 13.8

Net gearing (%) Net cash Net cash
Source: Company data, Bloomberg, CMBIS estimates

Net cash Net cash Net cash
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4Q19 Results Review

Figure 1: 4Q19 results review

CMBIS ‘ Consensus
RMB mn 4Q18 3Q19 4Q19 QoQ YoY 4Q19E Diff % 4Q19E Diff %
Revenue 44,421 53,661 56,470 5.2% 27.1% 56,778 -0.5% 54,742 3.2%
Gross Profit 5,661 8,236 7,843 -4.8% 38.5% 7,549 3.9% 7,506 4.5%
Operating Profit 3,213 3,113 2,697 -13.4% -16.1% 1,601 68.5% 1,804 49.6%
Adj. net profit 1,853 3,472 2,344 -32.5% 26.5% 2,223 5.5% 1,973 18.8%
Adj. EPS (RMB) 0.12 0.15 0.10 -32.4% -14.4% 0.09 5.6% 0.08 21.1%
Gross Margin 12.7% 15.3% 13.9% -1.5 ppt 1.1 ppt 13.3% 0.6 ppt 13.7% 0.2 ppt
Operating Margin 7.2% 5.8% 4.8% -1 ppt -2.5 ppt 2.8% 2 ppt 3.3% 1.5 ppt
Adj. Net Margin 4.2% 6.5% 4.2% -2.3 ppt 0 ppt 3.9% 0.2 ppt 3.6% 0.5 ppt
Source: Company data, Bloomberg, CMBIS estimates
Figure 2: Revenue breakdown
RMB mn FY18 1Q19 2Q19 3Q19 4Q19 FY19 FY20E FY21E FY22E
Smart phones 113,800 27,009 32,021 32,268 30,797 | 122,095 121,106 | 140,000 146,450
...YoY 41% 16% 5% -8% 23% 7% -1% 16% 5%
10T and lifestyle products 43,817 12,043 14,945 15,606 19,494 62,088 75,152 | 102,277 139,752
...YoY 87% 56% 44% 44% 31% 42% 21% 36% 37%
Smart TVs and laptops 18,200 5,113 5,500 5,770 7,900 24,200 29,363 38,172 50,005
...YoY 119% 58% 32% 37% 21% 33% 21% 30% 31%
Other l0Ts 25,617 6,929 9,445 9,836 11,594 37,888 45,789 64,105 89,747
...YoY 69% 55% 52% 50% 38% 48% 21% 40% 40%
Internet services 15,956 4,257 4,580 5,309 5,695 19,842 22,376 27,207 33,833
...YOoY 61% 32% 16% 12% 41% 24% 13% 22% 24%
Advertising services 10,100 2,283 2,505 2,912 2,976 10,676 10,526 11,052 11,605
...YoY 80% 22% -0.6% -9% 18% 6% -1% 5% 5%
Internet value-added services 5,855 1,975 2,075 2,397 2,719 9,166 11,850 16,155 22,228
...YoY 37% 45% 42% 57% 80% 57% 29% 36% 38%
Others 1,343 448 405 477 484 1,814 2,297 2,987 3,883
...YOY 87% 83% 2% 45% 31% 35% 27% 30% 30%
Total 174,915 43,757 51,951 53,661 56,470 & 205,839 = 220,931 | 272,470 323,917
...YOY 53% 27% 15% 6% 27% 18% 7% 23% 19%
Gross Margin
Smart phones 6.2% 3.3% 8.1% 9.0% 7.8% 7.2% 7.8% 7.8% 7.8%
10T and lifestyle products 10.3% 12.0% 11.2% 12.8% 9.4% 11.2% 10.6% 11.3% 11.0%
Internet services 64.4% 67.4% 65.6% 62.9% 63.7% 64.7% 60.0% 60.0% 58.0%
Others 27.3% 2.7% -2.0% 0.7% -2.0% -0.1% 3.0% 2.0% 2.0%
Total 12.7% 11.9% 14.0% 15.3% 13.9% 13.9% 14.0% 14.3% 14.4%

Source: Company data, CMBIS estimates
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Earnings Revision

Our FY20-21E EPS are 8% below consensus

We trimmed FY20-21E EPS by 7%/10% to reflect COVID-19 impact. Our FY20-21E EPS
are 8% below consensus given our more conservative view on smartphone and
advertising growth.

Figure 3: CMBIS earnings revisions

(RMB mn) New Old Diff (%)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 220,931 272,470 234,235 283,879 -6% -4%
Gross Profit 30,992 38,861 32,446 40,061 -4% -3%
Operating Profit 13,182 16,322 9,269 12,875 42% 27%
Adj. net profit 11,377 14,052 12,171 15,548 -1% -10%
Adj. EPS (RMB) 0.48 0.59 0.51 0.65 -6% -9%
Gross Margin 14.0% 14.3% 13.9% 14.1% 0.2 ppt 0.2 ppt
Operating Margin 6.0% 6.0% 4.0% 4.5% 2 ppt 1.5 ppt
Adj. Net Margin 5.1% 5.2% 5.2% 5.5% -0.1 ppt -0.3 ppt

Source: Company data, CMBIS estimates

Figure 4: CMBIS estimates vs consensus

CMBI Consensus Diff (%)

(RMB mn)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 220,931 272,470 249,104 300,575 -11% -9%
Gross Profit 30,992 38,861 35,133 43,112 -12% -10%
Operating Profit 13,182 16,322 12,933 16,553 2% -1%
Adj. net profit 11,377 14,052 12,405 15,283 -8% -8%
Adj. EPS (RMB) 0.48 0.59 0.53 0.65 -9% -9%
Gross Margin 14.0% 14.3% 14.1% 14.3% -0.1 ppt -0.1 ppt
Operating Margin 6.0% 6.0% 5.2% 5.5% 0.8 ppt 0.5 ppt
Adj. Net Margin 5.1% 5.2% 5.0% 5.1% 0.1 ppt 0.1 ppt

Source: Bloomberg, CMBIS estimates

Figure 5. P&L forecast

RMB mn FY19 1Q20E 2Q20E 3Q30E 4Q20E FY20E FY21E FY22F]
Revenue 205,839 40,073 50,475 62,075 68,308 220,931 272,470 323,917
...YoY 18% -8% 3% 16% 21% 7% 23% 19%
Cost of sales (177,285)  (34,459)  (43,427)  (53,282)  (58,771) (189,939) (233,609) (277,421)
Gross profit 28,554 5,615 7,048 8,793 9,536 30,992 38,861 46,496
GPM (%) 13.9% 14.0% 14.0% 14.2% 14.0% 14.0% 14.3% 14.4%
..YoY 29% 8% 3% 7% 22% 9% 25% 20%
SG&A (13,482) (2,244) (2,372) (3,228) (3,825)  (11,670)  (14,168)  (16,520)
...% of rev -6.5% -5.6% -4.7% -5.2% -5.6% -5.3% -5.2%% 5.1%
R&D (7,493) (1,803) (2,019) (2,793) (3415)  (10,031)  (12,261)  (14,576)
...% of rev -3.6% -4.5% -4.0% -4.5% -5.0% -4.5% -4.5% -4.5%
Operating profit 11,760 3,569 2,309 3,062 4,241 13,182 16,322 19,291
OPM (%) 5.7% 8.9% 4.6% 4.9% 6.2% 6.0% 6.0% 6.0%
...YoY 883% 1% 1% 2% 57% 12% 24% 18%
Adj. net profit 11,532 2,001 3,367 3,329 2,590 11,377 14,052 16,738
NPM (%) 5.6% 5.2% 6.7% 5.4% 3.8% 5.1% 5.2% 5.2%
...YoY 35% 0% % -4% 10% -1% 24% 19%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



CMB INTERNATIONAL

1 Apr 2020 @%ﬂ@ﬁ@ﬁ

Valuation

Maintian HOLD; TP revised to HK$10.7

Our new 12m TP of HK$ 10.7 is based on lowered 20x FY20E P/E (vs 25x prev on slower
earnings growth). We think it is justified given challenging smartphone market, product
transition into AloT, and advertising slowdown. Trading at 19.5x FY20E P/E, we view the
stock is fairly valued and maintain HOLD rating on the stock.

Figure 6: Peers’ valuation

Market Cap Price TP Up/Down P/E (x) P/B (x) ROE (%)
Ticker Rating  US$(mn) (Xo)} (Xo)} -side  FY20E FY21E FY20E FY21E FY20E FY21E
Xiaomi 1810 HK Hold 32,377 10.4 10.7 2% 19.5 15.8 3.0 2.6 12.3 13.5
Sunny Optical 2382 HK Hold 14,773 104.4 115.0 10% 23.1 17.7 6.2 4.8 26.7 27.0
AAC Tech 2018 HK Sell 6,267 40.2 35.8 -11% 20.1 16.0 2.2 2.0 10.7 12.3
BYDE 285 HK Buy 3,761 12.9 18.4 42% 12.0 10.0 1.4 1.3 11.6 12.5
FIT Hon Teng 6088 HK Buy 1,474 1.7 2.6 59% 6.3 5.6 0.6 0.5 9.4 9.7
Tongda 698 HK Hold 372 0.4 0.5 19% 59 5.1 0.4 0.4 7.1 8.1
Q tech 1478 HK Buy 1,289 8.6 14.8 72% 12.8 10.0 2.6 2.1 20.0 21.0
TK Group 2283 HK Buy 287 2.7 4.1 53% 4.8 4.1 1.7 1.7 35.7 41.7
Average 14.1 11.3 2.3 1.9 14.2 15.2
Apple AAPL US NR 1,119,773 256.1 NA NA 19.9 16.9 19.2 279 73.2 134.3
Lenovo 992 HK NR 6,448 4.2 NA NA 9.8 8.1 1.6 1.4 19.4 20.9
Samsung 005930 KS NR 233,974 47,750.0 NA NA 11.4 8.1 1.2 1.1 10.6 13.6
LG Elec 066570 KS NR 6,474 48,200.0 NA NA 7.9 54 0.6 0.5 7.3 9.5
Average 12.2 9.6 5.6 7.7 27.6 44.6
Skyworth 751 HK NR 652 1.7 NA NA 5.7 4.4 0.2 0.2 4.8 5.6
Hisense 600060 CH NR 1,733 9.4 NA NA 232 16.7 0.8 0.8 34 4.5
Midea 000333 CH NR 47,758 48.4 NA NA 126 109 2.9 25 24.0 23.6
Gree 000651 CH NR 44,339 52.2 NA NA 10.4 9.2 2.6 2.3 25.9 26.1
Huami HMI US NR 808 13.2 NA NA 11.2 9.1 1.9 1.4 24.2 23.3
Fitbit FIT US NR 1,760 6.6 NA NA - - 5.2 6.9 (32.6) (32.1)
Average 12.6 10.1 2.3 2.4 8.3 8.5
Tencent 700 HK NR 468,564 380.2 NA NA 29.4 23.9 6.2 4.9 22.2 22.1
Alibaba BABA US NR 523,225 195.1 NA NA 27.2 23.8 5.0 4.2 21.8 16.6
Baidu BIDU US NR 35,702 103.3 NA NA 16.3 12.6 1.4 1.2 7.8 9.9
JD JD US NR 58,976 40.4 NA NA 36.3 23.3 4.3 3.6 10.6 14.8
Average 27.3 20.9 4.2 3.5 15.6 15.8
Source: Bloomberg, CMBIS
Figure 7: 12M forward P/E band Figure 8: 12M forward P/B band
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Financial Summary

Income Cash flow summary
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 174,915 205,839 220,931 272,470 323,917 Profit before taxation 13,927 12,163 13,584 17,250 20,410
COGS (152,723) (177,285) (189,939) (233,609) (277,421) Depreciation 748 2,192 1,050 1,448 1,921
Gross profit 22,192 28,554 30,992 38,861 46,496 Change in working capital (13,396) 9,641 (3,269) 11,662 (3,224)
Others (2,693)  (186) (2,038) (2,587) (3,061)
Selling and marketing (7,993) (10,378)  (8,938) (10,899) (12,633) Net cash from operating (1,415) 23810 9,328 27,772 16,045
Administrative (12,099) (3104) (2,731) (3,270)  (3,887)
R&D (5,777)  (7.493) (10,031) (12,261) (14,576) Capex (3,758) (4,117) (4,419) (5,449) (6,478)
Other operating exp. 4,874 4,181 3,890 3,890 3,890 Other (3,750) (27,453) -
Operating profit 1,196 11,760 13,182 16,322 19,291 Net cash from investing (7,508) (31,570) (4,419) (5,449) (6,478)
Financial cost 216 402 402 928 1,119 Net bank borrowings (236)
Other income/(losses) 12,514 - - - - Dividend paid -
Pre-tax profit 13,927 12,163 13,584 17,250 20,410 Other 26,810 3,121
Net cash from financing 26,574 3121
Tax (449) (2,060) (2,038) (2,587)  (3,061)
Minority interest (76) 59 69 88 104 Net change in cash 17,652 (4,639) 4,909 22,323 9,567
Net profit 13,554 10,044 11,477 14,574 17,244 Cash at beginning of the yr 11,563 30,230 25,920 30,829 53,152
Adj. Net profit 8,743 11,532 11,377 14,052 16,738 Exchange difference 1,015 328

Cash at the end of the year 30,230 25,920 30,829 53,152 62,719

Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Current assets 106,013 137,539 125,155 179,023 171,326 Sales mix (%)
Cash & equivalents 30,230 25,920 30,829 53,152 62,719 Smart phones 65 59 55 51 45
Account receivables 5,598 6,949 7,621 10,347 11,014 IoT and lifestyle products 25 30 34 38 43
Inventories 29,481 32,585 14,620 43,439 25,508 Internet services 9 10 10 10 10
ST bank deposits 1,366 21,523 21,523 21,523 21,523 Others 1 1 1 1 1
Other 39,337 50,562 50,562 50,562 50,562

Growth (%)
Non-current assets 39,215 46,090 49,459 53,460 58,018 Revenue 52.6 17.7 73 233 18.9
PPE 5,068 6,992 10,361 14,363 18,920 Gross profit 46.4 287 85 254 196
Deferred income tax 1,312 1,283 1,283 1,283 1,283 Operating profit - 8829 121 238 18.2
Intangibles 2,061 1,672 1,672 1,672 1,672 Adj. Net profit 63.1 319 (1.3) 23.5 19.1
Other 30,774 36,142 36,142 36,142 36,142
Total assets 145,228 183,629 174,614 232,484 229,343 Profit & loss ratio (%)

Gross margin 12.7 13.9 14.0 14.3 14.4
Current liabilities 61,940 92,181 71,619 114,826 94,338 Operating margin 0.7 5.7 6.0 6.0 6.0
Short-term borrowings 3,075 12,837 12,837 12,837 12,837 Net profit margin 7.7 4.9 5.2 5.3 5.3
Account payables 46,287 59,528 38,966 82,173 61,685
Tax payable 662 479 479 479 479 Balance sheet ratio
Other 11,916 19,337 19,337 19,337 19,337 Net debt/total equity (x) Netcash Netcash Netcash Netcash Netcash

Current ratio (x) 1.7 15 1.7 1.6 1.8
I':':g‘”ﬁfer;em 12,038 9,791 9,791 9,791 9,791 Receivable turnover days 32 30 30 30 30
Long-term borrowings 7,856 4,787 4,787 4,787 4,787 Inventory turnover days 7 8 8 8 8
Deferred tax liability 778 580 580 580 580 Payable turnover days 4 4 4 4 4
Other 3,404 4,424 4,424 4,424 4,424
Total liabilities 73,978 101,972 81,410 124,617 104,128 Profitability (%)

ROE 19.0 123 123 135 138
Share capital 0 0 0 0 0 ROA 9.3 5.5 6.6 6.3 7.5
Reserves 71,323 81,330 92,807 107,382 124,626
Minority interest (73) 327 396 484 588 Per share data (RMB)
Shareholders' equity 71,250 81,658 93,204 107,867 125,215 Adj. EPS 054 049 048 059 0.70

Total equity/liabilities 145,228 183,629 174,614 232,484 229,343 DPS - - - - -

Source: Company data, CMBIS estimates

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