11 Nov 2019

CMB International Securities | Equity Research | Company Update

AAC Technologies (2018 HK)

Worst is likely over but most positives are priced in

AAC reported another NP decline of 28% YoY (vs -48%/-62% YoY in 2Q/1Q), 8%
below consensus and 9% higher than our estimates. 3Q GPM came in at 29.6%
(-7.5ppt YoY), below consensus of 31.5%. Given stablising revenue (acoustic/
haptics offset by optics) and narrowing earnings decline in 4Q19E/FY20E, we
raise TP to HK$45.0 based on new multiple of 18x FY20E P/E (15% below 5-yr
avg.). Since most positives from Apple recovery are reflected and we are cautious
on optics guidance, we recommend to take profit on recent rally and maintain Sell.

B 3Q19 miss on lower GPM. Despite stabilized revenue of +2.9% YoY in 3Q,
AAC’s 3Q net profit slumped 29% YoY due to lower GPM of 29.6% (vs 37.1%
in 2Q19). By segment, acoustics (46% of sales) declined 8.6% YoY, while
haptics/casings (41%) and optics (6%) grew 7% YoY and 81% YoY. Mmgt.
expected optics (both plastic and WLG) to become strategic key growth
driver, and acoustics SLS upgrade will boost margin recovery in 4Q19E.

B Optics remains on fast track but guidance looks too aggressive. Optics
growth accelerated to 81% YoY in 3Q19 (vs 74% in 2Q) with improving yield/
utilization. Mgmt. guided 60kk/m plastic lens shipment with 40% GPM in
4Q19E, and targeted 100kk/m shipment with 50% GPM in 1Q20E. AAC also
plans to achieve ASP of Rmb4.5/5.0 in 1Q/4Q20E (vs. <Rmb3.5 in 3Q19).
As for WLG lens, mgmt. targets to fully launch in 2020 with 10+ projects on
hand now. However, we believe guidance looks too bullish on margin/ASP
and visibility for WLG demand remains low at this early stage.

B Acoustics/haptics: stablising revenue with margin pressure. We expect
acoustics and haptics/casings to recover with 1% and 2% YoY in FY20E,
following decline for past two years. AAC’s SLS penetrated into 60% of
Android shipments in 3Q (vs 50%/35% in 2Q/1Q), on track to reach 65% by
4Q19E (revised down from 70%). That said, we expect GPM pressure into
FY20E given limited upgrade and competition with Luxshare/Goertek.

B Our EPS are 9-17% below consensus; Maintain Sell. We lifted our FY19-
21E EPS by 2-11% to reflect higher revenue/margin assumptions. Given
narrowing NP decline in 4Q19E/FY20E, we assign new multiple of 18x (15%
below 5-yr avg.) to derive new TP of HK$45.0. With 13% downside and most
positives already priced in, we recommend to take profit and maintain Sell.
Upside risks include stronger lens, better iPhone and less margin pressure.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (RMB mn) 21,119 18,131 17,520 19,657 20,556
YoY growth (%) 36.2 (14.1) (3.4) 12.2 4.6
Net income (RMB mn) 5,325 3,796 2,172 2,718 2,913
EPS (RMB) 4.36 3.12 1.79 2.24 2.40
YoY growth (%) 32.8 (28.5) (42.5) 25.1 7.2
P/E (x) 10.6 14.9 25.8 20.6 19.3
P/B (x) 3.2 3.0 2.8 2.6 2.4
Yield (%) 2.9 3.9 2.2 1.7 1.8
ROE (%) 30.3 20.0 10.9 12.6 12.4
Net gearing (%) 13 9 9 8 1

Source: Company data, CMBIS estimates
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Earnings Revision

Figure 1: 3Q19 results review

CMBI estimates Consensus

RMB mn 3Q18 2Q19 3Q19 QoQ YoY 3Q19E Diff % 3Q19E Diff %
Revenue 4,869 3,815 5,012 31% 3% 4,556 10% 4,864 3%
Gross Profit 1,804 955 1,483 55% -18% 1,281 16% 1,181 26%
Operating Profit 1,174 354 829 134% -29% 698 19% 824 1%
Net profit 973 338 695 106% -29% 637 9% 754 -8%
EPS (RMB) 0.80 0.28 0.57 106% -28% 0.53 9% 0.63 -8%
Gross Margin 37.1% 25.0% 29.6% 28.1% 1.5 ppt 31.5% -1.9 ppt
Operating Margin 24.1% 9.3% 16.5% 15.3% 1.2 ppt 16.9% -0.4 ppt
Net Margin 20.0% 8.9% 13.9% 14.0%  -0.1 ppt 15.5% -1.6 ppt

Source: Company data, Bloomberg, CMBIS estimates

Figure 2: Revenue breakdown
RMB mn FY17 FY18 FY19E FY20E FY21E
Revenue
Dynamic components 9,580 8,675 1,880 1,766 2,278 1,753 7,677 7,723 7,908
MEMS components 848 814 154 226 289 212 882 926 972
Haptics & RF 10,341 7,882 1,530 1,500 2,055 2,520 7,605 7,757 7,560
Others (incl. optics) 350 760 189 323 389 456 1,357 3,252 4,116
Total 21,119 18,131 3,753 3,815 5,012 4,941 17,520 19,657 20,556
Revenue mix
Dynamic components 45% 48% 50% 46% 45% 35% 44% 39% 38%
MEMS components 4% 4% 4% 6% 6% 4% 5% 5% 5%
Haptics & RF 49% 43% 41% 39% 41% 51% 43% 39% 37%
Others (incl. optics) 2% 4% 5% 8% 8% 9% 8% 17% 20%
YoY Growth (%)
Dynamic components 20% -9% -22% -6% -9% -7% -12% 1% 2%
MEMS components 58% -4% -14% 37% 8% 5% 8% 5% 5%
Haptics & RF 49% -24% -20% -2% 7% 0% -4% 2% -3%
Others (incl. optics) 364% 117% 36% 61% 102% 101% 79% 140% 27%
Total 36% -14% -19% 1% 3% 2% -3% 12% 5%
Gross profit margin
Dynamic components 40.8% 37.2% 32.9% 27.2% 33.3% 33.0% 31.7% 31.0% 31.0%
MEMS components 22.4% 26.6% 18.5% 26.9% 31.3% 32.0% 28.1% 28.0% 28.0%
Haptics & RF 43.6% 41.1% 32.3% 27.1% 29.5% 33.0% 30.7% 28.7% 29.6%
Others (incl. optics) 22.3% 7.6% -6.2% 2.3% 7.2% 10.0% 5.1% 30.0% 30.0%
Total 41.3% 37.2% 30.1% 25.0% 29.6% 30.8% 29.1% 29.8% 30.1%

Source: Company data, CMBIS estimates

Figure 3: P&L forecast
RMB mn FY17 FY18 FY19E FY20E FY21E
Revenue 21,119 18,131 3,753 3,815 5,012 4,941 17,520 19,657 20,556
...YoY 36.2% | -14.1% -19.1% 0.8% 2.9% 2.1% -3.4% 12.2% 4.6%
Cost of sales (12,399) = (11,388) (2,623) (2,860) (3,528) (3,417) (12,429) (13,799) (14,359)
Gross profit 8,720 6,743 1,129 955 1,483 1,523 5,091 5,859 6,196
GPM (%) 41.3% 37.2% 30.1% 25.0% 29.6% 30.8% 29.1% 29.8% 30.1%
...YoY 35.3%  -22.7% -36.0% -28.3% -17.8% -17.4% -24.5% 15.1% 5.8%
SG&A (975) (966) (230) (182) (221) (301) (935) (1,022) (1,069)
...% of rev -4.6% -5.3% -6.1% -4.8% -4.4% -6.1% -5.3% -5.2% -5.2%
R&D (1,664) (1,512) (412) (419) (433) (395) (1,659) (1,769) (1,850)
...% of rev -7.9% -8.3% -11.0% -11.0% -8.6% -8.0% -9.5% -9.0% -9.0%
Operating profit 6,081 4,265 488 354 829 827 2,497 3,067 3,277
OPM (%) 28.8% 23.5% 13.0% 9.3% 16.5% 16.7% 14.3% 15.6% 15.9%
...YoY 34.7% @ -29.9% -59.0% -53.8% -29.4% -27.2% -41.5% 22.8% 6.8%
Net profit 5,325 3,796 432 338 695 794 2,172 2,718 2,913
NPM (%) 25.2% 20.9% 11.5% 8.9% 13.9% 16.1% 12.4% 13.8% 14.2%
...YoY 32.3% @ -28.7% -61.6% -48.2% -28.6% -24.0% -42.8% 25.1% 7.2%

Source: Company data, CMBIS estimates
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Our FY20-21E EPS are 11-17% below consensus

We lifted our EPS by 2-11% to reflect higher revenue/margin assumptions. Our EPS are
lower than consensus by 9-17% mainly due to more conservative gross margin and
revenue estimates for acoustics/haptics segment.

Figure 4: Earnings revision

RMB mn New Old Change (%)

FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Revenue 17,520 19,657 20,556 16,398 18,327 19,780 7% 7% 4%
Gross Profit 5,096 5,864 6,202 4,640 5,435 5,943 10% 8% 4%
Operating Profit 2,497 3,067 3,277 2,206 2,919 3,227 13% 5% 2%
Net profit 2,172 2,718 2,913 1,959 2,575 2,862 11% 6% 2%
EPS (RMB) 1.79 2.24 2.40 1.62 2.12 2.36 11% 6% 2%
Gross Margin 29.1% 29.8% 30.1% 28.3% 29.6% 30.0% 0.8 ppt 0.2 ppt 0.1 ppt
Operating Margin 14.3% 15.6% 15.9% 13.5% 15.9% 16.3% 0.8 ppt -0.3 ppt -0.4 ppt
Net Margin 12.4% 13.8% 14.2% 11.9% 14.0% 14.5% 0.5 ppt -0.2 ppt -0.3 ppt

Sources: Company data, CMBIS estimates

Figure 5: CMBI estimates vs consensus

Consensus Diff (%)
FY19E FY19E FY20E FY20E
Revenue 17,520 19,657 20,556 17,510 19,382 20,839 0% 1% -1%
Gross Profit 5,096 5,864 6,202 5,252 6,188 6,804 -3% -5% -9%
Operating Profit 2,497 3,067 3,277 2,723 3,560 4,119 -8% -14% -20%
Net profit 2,172 2,718 2,913 2,360 3,006 3,422 -8% -10% -15%
EPS (RMB) 1.79 2.24 2.40 1.96 2.53 291 -9% -11% -17%
Gross Margin 29.1% 29.8% 30.1% 30.0% 31.9% 32.7% -0.9 ppt -2.1 ppt -2.5 ppt
Operating Margin 14.3% 15.6% 15.9% 15.6% 18.4% 19.8% -1.3 ppt -2.8 ppt -3.8 ppt
Net Margin 12.4% 13.8% 14.2% 13.5% 15.5% 16.4% -1.1 ppt -1.7 ppt -2.3 ppt

Source: Bloomberg, CMBIS estimates

Valuation

Maintain Sell with new TP HK$45.0 (13% downside)

We maintain Sell rating and raised TP to HK$45.0 based on new multiple of 18x FY20E
P/E (15% below 5-yr avg.), given stablising revenue and earnings decline in 4Q19E/FY20E.
However, since most positives from Apple recovery are reflected and we are conservative
on optics guidance, we believe valuation of 20.6x FY20E P/E is too high (vs 21.0x 5-yr
avg.). Upside risks include stronger lens, better iPhone and less GPM pressure.

Figure 6: 12M forward P/E band Figure 7: 12M forward P/B band
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 21,119 18,131 17,520 19,657 20,556 Profit before taxation 5,996 4,310 2,513 3,089 3,310
COGS (12,399) (11,388) (12,429) (13,799) (14,359) Depreciation 1,306 1,750 1,739 1,953 2,168
Gross profit 8,720 6,743 5,091 5,859 6,196 Change in working capital (1,602) 1,149 (456) (877) 565
Others (413)  (420) (115) (114) (155)
Selling and marketing (365)  (317)  (279)  (334)  (349) Net cash from operating 5287 6,789 3,681 4,051 5,888
Administrative (610) (650) (655) (688) (719)
R&D (1,664) (1,512) (1,659) (1,769) (1,850) Capex (3,900) (2,941) (2,100) (3,000) (3,000)
Operating profit 6,081 4,265 2,497 3,067 3,277 Other (1,109)  (658) 68
Net cash from investing (5,009) (3,599) (2,032) (3,000) (3,000)
Financial cost (165)  (218)  (232)  (232)  (232)
Other income/(losses) 80 264 249 254 265 Net borrowings 2,362 (555) 0 0 0
Pre-tax profit 5,996 4,310 2,513 3,089 3,310 Interest paid (165) (216) (232) (232) (232
Dividend paid (1,662) (2,182) (1,248) (951) (1,020)
Tax (671) (514) (341) (371) (397) Other (549)  (294)
Minority interest 1 - - - - Net cash from financing (14) (3,247) (1,480) (1,184) (1,252)
Net profit 5,325 3,796 2,172 2,718 2,913
Net change in cash 264 (57) 169 (132) 1,636
Cash at beg of year 3,864 4,034 4,059 4,228 4,095
Exchange difference (95) 81 0 0 0
Cash at end of year 4,034 4,059 4,228 4,095 5,731
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY2lE
Current assets 14,607 11,985 12,806 13,681 15,201 Sales mix (%)
Cash & equivalents 4,034 4126 4,228 4,095 5,731 Dynamic components 454 478 438 393 385
Trade and other rev. 7,155 4,474 6,725 5638 7,386 MEMS (microphone) 4.0 4.5 5.0 4.7 4.7
Inventories 3,398 3,319 1,788 3,882 2,019 Electro. (haptics) 490 435 434 395 368
Other current assets 20 65 65 65 65 Other 17 4.2 77 165 200
Non-current assets 16,115 17,884 18,245 19,291 20,124 Growth (%)
PPE 13,526 15,440 15,801 16,847 17,680 Revenue 36.2 (14.1) (3.4) 12.2 4.6
Lease prepayments 538 622 622 622 622 Gross profit 353 (22.7) (245) 151 5.8
Intangible assets 256 367 367 367 367 Operating Income 347 (29.9) (415) 228 6.8
Other non-curr. assets 1,795 1,455 1,455 1,455 1,455 Net profit 323 (28.7) (42.8) 25.1 7.2
Total assets 30,722 29,869 31,050 32,972 35,324
Profitability (%)
Current liabilities 11,097 8,317 8573 8,728 9,187 Gross Margin 41.3 37.2 29.1 298 301
Short-term borrowings 4,349 3,493 3,493 3,493 3,493 Operating Margin 28.8 235 143 156 159
Trade & other payables 6,369 4,548 4,812 4,942 5,391 Net margin 25.2 20.9 124 138 14.2
Tax payables 332 205 198 222 232
Other current liabilities 47 71 71 71 71 Balance sheet ratios
Net debt/total equity (x) 0.1 0.1 0.1 0.1 0.0
Non-current liabilities 2,074 2,618 2,618 2,618 2,618 Current ratio (x) 13 14 15 1.6 1.7
Government grants 87 118 118 118 118 Receivable turnover days 88 88 90.0 90.0 900
Deferred tax liabilities 46 72 72 72 72 Inventory turnover days 89 89 75.0 750 750
Other non-current liab. 1,941 2,429 2,429 2,429 2,429 Payable turnover days 85 85 70.0 70.0 70.0
Total liabilities 13,171 10,935 11,192 11,346 11,805
Returns (%)
Share capital 99 99 99 99 99 ROE 30.3 20.0 109 126 124
Reserves 17,452 18,835 19,760 21,527 23,420 ROA 17.3 12.7 7.0 8.2 8.2
Minority interest
Shareholders' equity 17,551 18,934 19,859 21,626 23,519 Per share data (RMB)
Total equity & liabilities 30,722 29,869 31,050 32,972 35,324 EPS 4.36 3.12 1.79 2.24 2.40
DPS 1.36 1.79 1.03 0.78 0.84

Source: Company data, CMBIS estimates
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