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BYD Electronics (285 HK)

COVID-19 headwinds to weigh on 1H20E; D/G to Hold

We downgrade BYDE to Hold (from Buy) with lowered TP HK$ 12.3, as we expect
multiple near-term headwinds from Huawei/Apple demand weakness, slower 5G
casing upgrade and 5G network deployment delay dragged by CONV-19. While
we are positive on BYDE'’s share gain Apple/Huawei supply chain in FY20/21E,
we think earnings outlook remains uncertain in near term, and our new FY20/21E
EPS are 22%/10% below consensus. We lowered our TP to HK$12.3, based on
lower 15x FY20E P/E (from 17x prev.). Recommend to stay on the sidelines.

Expect pressure in 1H20E followed by weak recovery in 2H20E. We
expect sales/NP to decline 12%/8% YoY in 1H20E, mainly due to CONV-19
impact on smartphone weakness and project delays in auto/smart intelligent
segments. In 2H20E, we estimate BYDE will resume sales/NP growth of
20%/9% YoY in 2H20E, driven by metal/glass casing upgrade, share gain
in OEM business and growth in auto/smartphone intelligent segments.

Solid product roadmap for 5G upgrade cycle. Despite postponed 5G
cycle into 2H20E, we are confident BYDE remains on track to capture 5G
growth opportunities in FY21/22E, on the back of 1) share gain in
Apple/Huawei OEM business for more product categories, 2) metal casing
with antenna upgrade, 3) more plastic/glass casing adoption, and 4)
auto/smart intelligent products to be driven by robust loT product demand.

Broader partnership with Huawei/Apple ahead. As the largest assembly
manufacturer in China, we believe BYDE will benefit from Huawei/Apple
strategy to diversify its assembly supply chain ahead. For Huawei, we expect
BYDE to supply 5G BTS AAU, and build production factories with Huawei in
India/Brazil/Hungry. For Apple, we expect BYDE to gain share and expand
into Airpods, Watch, TV and Macbook. Although progress is now delayed,
we think BYDE remains on track to add production lines for Watch/ Macbook
and new products in 2020.

Our FY20/21E EPS are 22%/10% below consensus; D/G to HOLD. While
we are positive on BYDE’s product roadmap on multiple 5G growth trends,
we believe BYDE will not be immune to COVID-19 disruption. We lowered
our TP to HK$12.3, after we cut FY20/21E EPS by 24%/16% and reduced
target multiple to 15x FY20E P/E (from 17x) given lower earnings visibility.
Upside risks include faster demand recovery and 5G deployment.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 41,047 53,028 55,939 70,021 83,866
YoY growth (%) 5.9 29.2 5.5 25.2 19.8
Net income (RMB mn) 2,189 1,598 1,655 2,184 2,685
EPS (RMB) 0.97 0.71 0.73 0.97 1.19
YoY growth (%) (15.5) (27.0) 3.6 31.9 22.9
Consensus EPS (RMB) N/A N/A 0.94 1.08 1.29
P/E (x) 11.4 15.6 15.1 11.4 9.3
P/B (x) 2.0 1.8 17 15 1.4
Yield (%) 1.8 1.3 13 17 2.1
ROE (%) 14 9.4 9.0 11 12
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Earnings Revision

Figure 1: Earnings revision

RMB mn New Old Change (%)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 55,939 70,021 67,038 79,762 -17% -12%
Gross Profit 4,185 5,490 5,293 6,454 -21% -15%
Operating Profit 1,040 1,709 1,740 2,227 -40% -23%
Net profit 1,655 2,184 2,191 2,611 -24% -16%
EPS (RMB) 0.73 0.97 0.97 1.16 -24% -16%
Gross Margin 7.5% 7.8% 7.9% 8.1% -0.4 ppt -0.3 ppt
Operating Margin 1.9% 2.4% 2.6% 2.8% -0.7 ppt -0.4 ppt
Net Margin 3.0% 3.1% 3.3% 3.3% -0.3 ppt -0.2 ppt

Sources: Company data, CMBIS

Figure 2: CMBIS estimates vs consensus

RMB mn CMBIS Consensus Diff (%)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 55,939 70,021 71,411 82,904 -22% -16%
Gross Profit 4,185 5,490 5,374 6,321 -22% -13%
Operating Profit 1,040 1,709 1,593 2,208 -35% -23%
Net profit 1,655 2,184 2,008 2,462 -18% -11%
EPS (RMB) 0.73 0.97 0.94 1.08 -22% -10%
Gross Margin 7.5% 7.8% 7.5% 7.6% 0 ppt 0.2 ppt
Operating Margin 1.9% 2.4% 2.2% 2.7% -0.4 ppt -0.2 ppt
Net Margin 3.0% 3.1% 2.8% 3.0% 0.1 ppt 0.1 ppt

Source: Company data, CMBIS

Figure 3: Revenue breakdown

Phone and PC component 18,012 8,056 11,046 19,102 6,704 11,434 18,138 20,707 23,335
...YoY 3% -8% 19% 6% -17% 4% -5% 14% 13%

Metal 13,000 5,469 6,068 11,536 4,375 5,461 9,836 8,755 7,797

Plastic 3,512 1,725 2,841 4,566 1,553 3,409 4,961 7,442 9,674

Glass/ceramic 1,500 863 2,138 3,000 776 2,565 3,341 4,511 5,864
New intelligent products 4,340 2,598 3,478 6,076 2,338 4,348 6,686 8,691 11,299
Yoy 70% 55% 31% 40% -10% 25% 10% 30% 30%
Auto intelligent systems 1,190 761 834 1,595 685 1,042 1,727 2,418 3,385
Yoy 150% 55% 19% 34% -10% 25% 8% 40% 40%
Assembly 17,505 11,865 14,393 26,258 10,679 18,710 29,389 38,205 45,846
...YoY -4% 38% 62% 50% -10% 30% 12% 30% 20%
Total 41,047 23,280 29,750 53,030 20,405 35,534 55,939 70,021 83,866
...YoY 6% 19% 38% 29% -12% 19% 5% 25% 20%

Source: Company data, CMBIS
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Figure 4. P&L forecast by interim

RMB mn FY18 FY20E  FY2IE  FY22E
Revenue 41,047 23280 29,748 53,028 20,405 35534 55939 70,021 83,866
...YoY 59%  19.3%  381%  292%  -123%  19.5% 55%  252%  19.8%
Cost of sales (36,875)  (21,729) (27,342)  (49,071) (19,022) (32,732) (51,754)  (64,531)  (77,071)
Gross profit 4,172 1,551 2,406 3,957 1,383 2,802 4,185 5,490 6,794
GPM (%) 10% 7% 8% 7% 7% 8% 7% 8% 8%
...YoY 22%  -346%  203%  -5.1% L7%  -2.5% 58%  312%  23.8%
SG&A (765) (428) (493) (921) (377) (586) (964)  (L190)  (1,426)
...% of rev 2% 2% 2% 2% 2% 2% 2% 2% 2%
R&D (1,589) (853)  (1190)  (2,043) (796)  (1,386) (2,182  (2,591)  (3,103)
...% of rev 4% 4% 4% 4% 4% 4% 4% 4% 4%
Operating profit 1,818 270 723 994 210 830 1,040 1,709 2,266
OPM (%) 4% 1% 2% 2% 1% 2% 2% 2% 3%
...YoY -24% -78% -35% -45% -11% -4% 5% 64% 33%
Net profit 2,189 575 1,022 1,598 531 1,116 1,655 2,184 2,685
NPM (%) 5% 2% 3% 3% 3% 3% 3% 3% 3%
...YoY -15% -49% 1% 27% -8% 9% 4% 32% 23%

Source: Company data, CMBIS

Figure 5: P&L forecast by gquarter

Q10 2015 5019 4018
Revenue 8946 10565 9,983 11,553 41,047 10,392 12,888 15119 14,630 53,028 55,939
Gross profit 878 1,128 17252 913 4172 838 714 1061 1345 3,957 | 4,185
Net profit 464 698 386 2,189 388 187 451 571 | 1598 1,655
EPS (RMB) 021 029 030 017 | 097 017 009 020 025 071 073
Growth Analysis
Revenue 5% 17% -9% 12% 6%  16% 2%  51%  27% 29% 6%
Gross profit 2% 8%  13%  -12% 2% = 5%  -37%  -15%  47% 5% 6%
Net profit 13%  -19% 5%  -36%  -15%  -16%  -71%  -35%  48%  -27% 4%
Margin Analysis
Gross margin 9.8%  10.7%  125%  7.9% 102%  81%  55%  7.0%  9.2% | 7.5% | 7.5%
Net margin 52%  61%  7.0%  33%  53%  37%  15%  3.0%  3.9%  3.0% 3.0%

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Valuation
Downgrade to HOLD with new TP HK$12.3

Although we are positive on BYDE’s product roadmap on multiple 5G growth trends, we
believe BYDE will not be immune to COVID-19 disruption. We lowered 12m TP to HK$12.3,
after we cut our FY20/21E EPS by 24%/16% and lowered target multiple to 15x FY20E P/E
(from 17x) given lower earnings visibility. Upside risks include faster demand recovery and
5G deployment.

Figure 6: Peers’ valuation

Price P/B (x) ROE (%)
Ticker i i FY19E FY20E FY19E FY20E
BYDE 285 HK Buy 3,674 12.4 12.3 -1% 15.1 11.4 1.7 15 9.0 11.0
Tongda 698 HK Hold 372 0.45 0.5 19% 7.2 5.9 0.4 0.4 6.1 7.1
AAC Tech 2018 HK Sell 6,228 39.95 35.8 -10% 19.5 20.0 2.2 2.1 11.3 10.7
TK Group 2283 HK Buy 288 2.68 4.1 53% 5.8 4.8 1.7 1.7 29.7 35.7
Ju Teng 3336 HK NR 211 1.40 NA NA 9.9 12.4 0.3 0.3 0.8 3.2
Everwin 300115 CH NR 2,590 20.20 NA NA 29.7 20.7 3.7 3.2 11.9 14.3
Lens Tech 300433 CH NR 9,975 16.65 NA NA 21.3 17.3 3.0 2.6 14.6 15.9
Foxconn 2354 TT NR 2,288 49.00 NA NA 9.1 8.5 0.6 0.6 7.3 8.4
Casetek 5264 TT NR 498 35.85 NA NA 17.9 12.7 0.5 0.5 23 3.2
Catcher 2474 TT NR 5,124 201.50 NA NA 9.1 7.6 1.0 0.9 11.2 12.7
Average 14.7 12.2 15 1.4 10.4 12.3
Source: Bloomberg, CMBIS estimates
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 FY19E FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19E FY20E FY21E FY22E
Revenue 38,774 41,047 53,028 55,939 70,021 profit before taxation 2,536 1,696 1,758 2,427 2,983
COGS (34,510) (36,875) (49,071) (51,754) (64,531) Depreciation 1,926 2,157 2,520 2,937 3,436
Gross profit 4,264 4,172 3,957 4,185 5,490 change in working capital 608 (3,557) 2,587 (3,711) 3,171
Others (289) 0 (59) (200) (256)
Selling and marketing (229) (229) (293) (308)  (420) Net cash from operating 4,781 296 6,805 1,453 9,335
Administrative (434) (s36) (628) (656) (770)
R&D (1,201) (1,589) (2,043) (2,182) (2,591) Capex (2,276) (3,140) (3,356) (3,851) (4,613)
Other operating exp. Other (16)
Operating profit 2,400 1,818 994 1,040 1,709 Net cash from investing (2,292) (3,140) (3,356) (3,851) (4,613)
Financial cost (44) 43 - (43)  (43) Dividend paid (518) (321) (331) (437) (537)
Other income/(losses) 636 760 703 760 760 Other (43) (43) (43 (43
Pre-tax profit 2,992 2,536 1,696 1,758 2,427 Net cash from financing (561) (321) (374) (480) (580)
Tax (407) (347) (99) (102) (243) Net change in cash 1,928 (3,166) 3,075 (2,878) 4,142
Minority interest - - - - - Cash at beginning of the year 2,822 4,741 1,651 4,726 1,848
Net profit 2,585 2,189 1,598 1,655 2,184 Eychange difference © - - - -
Cash at the end of the year 4,741 1,651 4,726 1,848 5,990
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19E FY20E FY21E FY22E YE 31 Dec FY18A FY19E FY20E FY21E FY22E
Current assets 17,089 17,082 17,677 22,053 23,064 Sales mix (%)
Cash & equivalents 4,741 1,651 4,726 1,848 5,990 Phone and PC components 44 36 32 30 28
Account receivables 7,209 9,567 6,415 12,257 8,709 Assembly services 43 50 53 55 55
Inventories 4,768 5,414 6,086 7,499 7,915 New intelligent products 11 11 12 12 13
Short-term bank deposits - - - - - Auto intelligent systems 3 3 3 3 4
Other current assets 371 450 450 450 450
Growth (%)
Non-current assets 8,147 9,950 10,710 11,542 12,611 Revenue 59 29.2 55 252 198
PPE 7,634 8,617 9,454 10,368 11,545 Gross profit (2.2) (5.1) 5.8 31.2 23.8
Deferred income tax 128 Operating profit (24.2) (45.4) 4.7 64.3 32.6
Other non-current assets 385 1,332 1,256 1,173 1,066 Net profit (15.3) (27.0) 3.6 319 22.9
Total assets 25,236 27,032 28,387 33,595 35,675
Profit & loss ratio (%)
Current liabilities 10,062 10,399 10,506 14,049 14,089 Gross margin 10.2 7.5 7.5 7.8 8.1
Deferred income 16 0 0 0 0 Operating margin 4.4 1.9 1.9 2.4 2.7
Account payables 7,892 7,340 7,447 10,991 11,030 Net profit margin 5.3 3.0 3.0 3.1 3.2
Tax payable 30 0 0 0 0
Other current liabilities 2,123 3,069 3,059 3,059 3,059 Balance sheet ratio
Net debt/total equity (x) Net cash Net cash Net cash Net cash Net cash
Non-current liabilities 164 639 639 639 639 Current ratio (x) 1.7 1.6 1.7 1.6 1.6
Deferred income 120 0 0 0 0 Receivable turnover days 70 58 52 49 46
Deferred tax liability 45 0 0 0 0 Inventory turnover days 46 38 41 38 37
Total liabilities 10,226 11,038 11,145 14,688 14,727 Payable turnover days 84 57 52 52 52
Share capital 4,052 4,052 4,052 4,052 4,052 Profitability (%)
Reserves 11,773 12,937 14,262 16,009 18,157 ROE 13.8 9.4 9.0 10.9 12.1
Minority interest ROA 8.7 5.9 5.8 6.5 7.5
Shareholders' equity 15,825 16,989 18,314 20,061 22,209
Total equity and liabilities 26,051 28,027 29,458 34,749 36,936 Per share data (RMB)
EPS 0.97 0.71 0.73 0.97 1.19
DPS 0.20 0.14 0.15 0.19 0.24
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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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 and/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
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