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China Technology Sector

Apple FY2Q above; Conservative outlook as expected OUTPERFORM
(Maintain)

Apple delivered upbeat FY2Q (CY1Q20) results with EPS of US$2.55 (+3% YoY) China Technology Sector

and revenue of US$58.3bn (+1% YoY), which are 11% and 8% ahead of

consensus. However, Apple decided not to issue FY3Q guidance due to lack of Alex Ng

visibility amid COVID-19 impact. Looking ahead, mgmt. expected downward Tel: (852) 3900 0881

pressure on iPhone/wearables but improving demand for iPad/Mac in FY3Q. Email: alexng@cmbi.com.hk

While we believe iPhone weakness and potential 5G iPhone launch delay are
largely reflected in share price, we expect potential order cuts and demand
uncertainty will continue to put the sector under pressure. We maintain Sell on
AAC given margin pressure and lack of growth drivers, and reiterate Buy on
Luxshare for AirPods momentum and strong visibility of its 5G product pipeline.

Iris Zhang
Tel: (852) 3761 8780
Email: iriszhang@cmbi.com.hk

B iPhone better-than-feared and stronger service; Guidance pulled as
expected. Key highlights from earnings call include 1) iPhone revenue down
7% YoY (vs +8% in FY1Q) due to both demand and supply impacted by
COVID-19, 2) slower China/Japan sales (-7%/-6% YoY), 3) continued
wearables/home/accessories momentum (+23% YoY) with strong double-
digit growth across all regions, 4) service well on track to double 2016
revenue by 2020, 5) no FY3Q guidance issued due to lack of visibility in the
near term, and 6) FY3Q outlook: iPhone/wearables to worsen YoY and
iPad/Mac to improve YoY.

B New 5G iPhone cycle to be postponed from 4Q19E to 1H21E. Our check
suggested that two or more 5G iPhone model launch will be delayed to Nov-
Dec timeframe given supply chain disruption and 1.5-month delay of
EVT/PVT for new production lines in China. Given recent COVID-19 impact
in US/Europe (40%/21% of iPhone sales), we estimate iPhone shipment will
decline 25%/8%/1% YoY to 26mn/43mn/73mn in 2Q/3Q/4Q20E. We
forecast iPhone volume to drop 10% YoY to 175mn in FY20E.

B Too early to become constructive; Wearables is the only bright spot.
Overall, we remain cautious on tech names with high consumer electronics
exposure in 2Q20E given lockdown of global major cities and ongoing
economic slowdown. Although we believe iPhone weakness and 5G model
launch delays are largely priced in, we expect order cuts and demand
uncertainty will continue to weigh on iPhone supply chain in the near term.
We maintain Sell rating on AAC due to share loss and margin pressure, and
reiterate Buy on Luxshare given its AirPods leadership and strong 5G

product pipeline. Related Reports

Valuation Table 1. New iPhone SE unveiled as
expected; COVID-19 continue to

Tickern Rating Mkt Cap Price TP Up/l_Down P/E (x) P/B (x) ROE weigh on demand — 16 Apr 2020
(USDmn) (LC) (LC) -Side FY20E FY21E FY20E FY20E 2. New Infrastructure opportunities in

AAC Tech 2018 HK  Sell 5,916 37.95 29.0 -24% 235 154 20 87 supply chain — 13 Mar 2020
FIT Hon Teng 6088 HK Buy 1,491 1.68 2.6 57% 6.3 5.7 0.6 10 3. Implications of China Jan
BYDE 285HK  Buy 5214 17.94 222 24% 220 166 20 9.0 ;fo“;c;tphone shipment — 25 Feb
Luxshare 002475 CH Buy 35,936 47.31 554 17% 358 285 9.1 254 4. Apple another beat on
Tongda 698 HK Hold 418 0.50 0.5 6% 6.7 5.7 0.5 7.1 iPhones/wearbles — 29 Jan 2020
Goertek 002241 CH Hold 8,890 19.35 9.1* NA 45.0 403 3.7 81 5.  Solid visibility on China 5G device
Source: Bloomberg, CMBIS estimates, * TP under review demand - 19 Nov 2019
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Focus Charts

Figure 1: Apple’s FY20Q20 (CY1Q20) results review

Apple Inc (AAPL US)
US$ bn

Revenue

EPS (cent US$)

GPM

Product

iPhone

iPad

Mac

Wearables, Home and Accessories
Services

Actual Consensus
FY2Q20 FY2Q19 YoY % FY2Q20 Diff (%)
58.3 58.0 1% 54.2 7.5%
2.55 2.47 3% 2.29 11.4%
38.4% 37.6% 0.7ppt 38.4% 0.0ppt
45.0 46.6 -3% 45.0 0%
29.0 31.1 -7% 28.4 2%
4.4 4.9 -10% 4.3 2%
5.4 55 -3% 5.3 1%
6.3 5.1 23% 7.0 -10%
13.3 115 17% 12.8 4%

Source: Bloomberg, Company data, CMBIS

Figure 2: Supply chain mapping and sales mix exposure

Company Ticker Apple
AAC Tech 2018 HK 45%
FIT Hon Teng 6088 HK 40%
Sunny Optical 2382 HK
BYDE 285 HK 5%
Tongda 698 HK 20%
Q-Tech 1478 HK
TK Group 2283 HK 10%
Truly 732 HK
Cowell 1445 HK 90%
Luxshare 002475 CN 60%
Goertek 002241 CN 35%
O-film 002456 CN 15%
Lens Tech 300433 CN 50%

Other CN

Huawei Samsung BTG
15% 25%
3%

30% 10%
30% 15%
5% 10%
20%

3%

5%
10% 3%
15% 10%
20% 10%
15% 10%

Others

Major handset products

10% 5% Acoustics, haptics, casing, stepper motor
57%  Connector, wireless charging
45% 15%  Camera module, handset/auto lens
35% 15%  Metal/glass casing, ODM/OEM
35% 25%  Plastic casing, waterproof
70% 15%  Camera module/lens, fingerprint
90%  Plastic molding
62% 35%  CCM, fingerprint, display
5% Camera Module
27%  Wireless, Airpod, acoustics/haptics
10% 30%  Acoustics, Airpod, AR/VR, Wearables
45% 10%  CCM, fingerprint, touch panel
10% 15%  Glass casing

Source: Company data, CMBIS estimates

Figure 3: Apple’s iPhone shipment by quarter (CY)
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Source: Company data, CMBIS
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Figure 4: Peers Comparison

Mkt Cap  Price TP Up/Down P/E (x) P/B (x) ROE (%)
Company Ticker (US$ mn) (LC) (LO) -side  FY20E FY21E FYI19E FY20E FY19E FY20E
Optics
Sunny Optical 2382 HK Hold 15,578 110.10 115.0 4% 24.4 18.6 6.5 5.0 26.7 27.0
Q Tech 1478 HK Buy 1,413 9.36 14.8 58% 13.9 10.9 2.8 2.3 20.0 21.0
Truly 732 HK NR 365 0.86 NA NA - - - - - -
Cowell 1415 HK NR 223 2.08 NA NA 7.3 55 0.7 0.7 10.6 11.8
Largan 3008 TT NR 18,540 4110 NA NA 18.0 15.0 37 3.2 22.6 23.9
Genius 3406 TT NR 1,811 486 NA NA 17.8 12.1 33 2.7 20.6 25.6
Primax 4915 TT NR 711 47.10 NA NA 9.7 8.5 13 1.0 15.0 16.0
Lite-On 2301 TT NR 3,658 46.50 NA NA 12.4 11.4 1.4 1.4 11.5 11.8
O-Film 002456 CH NR 5,838 15.20 NA NA 28.3 22.5 3.8 3.3 12.8 14.4
Samsung Elec 009150 KS NR 6,901 113500 NA NA 18.8 13.8 15 1.4 8.4 10.6
Lg Innotek 011070 KS NR 2,543 132000 NA NA 9.6 8.4 1.2 11 13.7 14.1
Partron 091700 KS NR 354 8040 NA NA 7.5 6.4 11 0.9 15.6 15.9
Average 15.2 12.1 2.5 2.1 16.1 17.5
Acoustics/Haptics
AAC Tech 2018 HK Sell 5916 37.95 29.0 -24% 235 15.4 2.0 19 8.7 12.3
Goertek 002241 CH Hold 8,890 19.35 9.1* NA 45.0 40.3 3.7 35 8.1 8.6
Luxshare 002475 CH Buy 35936 47.31 55.4 17% 35.8 28.5 9.1 7.0 25.4 24.6
Sunway 300136 CH NR 5,664 41.30 NA NA 29.4 21.9 6.6 5.1 23.9 24.6
Merry 2439 TT NR 982 140 NA NA 11.8 9.6 2.1 2.0 21.2 24.2
Knowles KN US NR 1,412 15.29 NA NA 20.7 13.2 1.1 1.2 4.1 8.1
Nidec 6594 JP NR 33,849 6057 NA NA 42.6 30.5 34 3.2 8.6 105
Alps Alpine 6770 JP NR 2,123 1033 NA NA 21.7 10.6 0.6 0.6 2.6 5.0
Average 28.8 21.2 3.6 3.0 12.8 14.7
Connector
FIT Hon Teng 6088 HK Buy 1,491 1.68 2.6 57% 6.3 5.7 0.6 0.6 10.0 10.3
Luxshare 002475 CH Buy 35,936 47.31 55.4 17% 35.8 28.5 9.1 7.0 25.4 24.6
TE TEL US NR 23,367 70.58 NA NA 18.8 14.6 2.7 2.6 13.8 17.1
Amphenol APH US NR 25,299 85.50 NA NA 28.4 23.3 5.9 5.5 20.5 24.3
Delphi DLPH US NR 823 9.56 NA NA - 7.3 2.8 3.3 13.2 24.4
Average 22.4 15.9 4.2 3.8 16.6 20.1
Casing
BYDE 285 HK Buy 5,214 1794 222 24% 22.0 16.6 2.0 1.8 9.0 10.9
Tongda 698 HK Hold 418 0.50 0.5 6% 6.7 5.7 0.5 0.5 7.1 8.1
TK Group 2283 HK Buy 261 2.43 4.1 68% 4.4 3.8 1.6 1.6 35.7 41.7
Ju Teng 3336 HK NR 301 2.00 NA NA 11.8 125 0.4 0.4 0.8 3.2
Everwin 300115 CH NR 2,512 19.50 NA NA 31.0 21.7 3.6 3.2 11.2 13.7
Lens Tech 300433 CH NR 10,996 18.27 NA NA 22.6 18.1 3.2 2.7 15.7 16.4
Chaozhou Three 300408 CH NR 5,137 20.82 NA NA 30.8 233 4.3 3.7 13.6 155
Casetek 5264 TT NR 662 46.85 NA NA 88.9 15.0 0.6 0.6 0.8 3.8
Catcher 2474 TT NR 5907 228.0 NA NA 10.0 8.6 1.1 1.0 11.2 12.6
Jabil JBL US NR 4,006 26.58 NA NA 9.9 7.5 23 2.0 23.9 30.3
Average 23.8 13.3 1.9 1.8 12.9 15.6

Source: Bloomberg, CMBIS, * TP under review
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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 (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 States

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
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.
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