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Luxshare (002475 CH)

Connecting to multiple growth engines

SUMMARY. We have met with Luxshare’s management recently to discuss the
Company outlook for FY19/20E and potential opportunities for 5G era. Overall,
we are optimistic on Luxshare’s growth strategy backed by 1) rapid product
expansion and solid execution via strategic M&A/alliances (acoustics/haptics,
wireless charging, optics), 2) “component-module-system” business model
(Airpods, Apple Watch, smart speaker, BTS antenna), and 3) accelerated
penetration into Apple supply chain (Airpod, acoustics/haptics) in FY19-20E.

B  Consumer electronics with robust growth momentum. Evolving from
pure component supplier to module/system providers, Luxshare now offers a
diversified product portfolio across various segments, ranging from traditional
components (e.g. cable, connector) to more comprehensive and integrated
modules (e.g. LCP antenna, LRA, wireless charging Rx/Tx). Meanwhile,
Luxshare strives to broaden penetration into different Apple products (from
Macbook/iPad, iPhone to wearables), and expand share allocation in each
product category (e.g. acoustics, haptics, Airpods), at the expense of AAC
(acoustics/haptics) and Goertek (acoustics/Airpods). We expect near-term
growth drivers will come from wearables (Airpods, Apple Watch) and
haptics/acoustics in 2019-20E.

B Capturing 5G opportunities in 2H19E. Mgmt. believed that Luxshare is
well-positioned to capture growing 5G opportunities with an established
product offerings, including 1) high-speed copper and optical cables/
connectors for 5G network, 2) massive MIMO-compatible RF/antenna on
small-cell base stations, and 3) LCP antenna modules in upcoming iPhones.
Additionally, in longer term, Luxshare is eyeing on fixed wireless unleashing
a wider scope of loT products and routers.

B Valuation/Key risks. The stock now trades at 23.6x/18.1x FY19/20E P/E,
compared to 44%/31% FY19/20E EPS growth. We believe there is further
earnings upside for FY19-20E, on back of 1) strong growth momentum in
consumer electronics, 2) communication interconnects benefiting from 5G
network construction, and 3) healthy organic growth of automotive
interconnects and potential opportunities with NEV.

Earnings Summary

(YE 31 Dec) FY14A FY15A FY16A FY17A FY18A

Revenue (RMB mn) 7,296 10,139 13,763 22,826 35,850
YoY growth (%) 39 36 66 57
Net income (RMB mn) 630 1,079 1,157 1,691 2,723
EPS (RMB) 0.80 0.86 0.55 0.53 0.66
YoY growth (%) 7 (36) 2) 24
P/E (x) 28.1 26.2 41.2 42.1 33.9
P/B (x) 3.8 4.8 3.9 51 55
Yield (%) 0.4 0.4 0.4 0.3 0.2
ROE (%) 13 18 10 12 16
Net gearing (%) 50 62 35 64 96

Source: Company data, CMBIS
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Focus Charts

Figure 1. Consumer electronics with rapid growth

Figure 2: Luxshare’s margin remained stable during
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Figure 3. Luxshare’s revenue breakdown during FY15-18

RMB mn FY15
Computer Connectors 3,890 1,803 2,808 4,612 1,633 2,715 4,348 1,644 2,089 3,733
...YoY 17% 6% 28% 19% -9% -3% -6% 1% -23% -14%
Automotive Interconnect 842 321 582 904 414 717 1,131 728 1,000 1,728
...YoY - - - 7% 29% 23% 25% 76% 40% 53%
Communication Interconnect 703 309 746 1,055 382 1,273 1,655 1,017 1,135 2,152
...YoY - - - 50% 23% 71% 57% 166% -11% 30%
Consumer Electronics 4,416 2,206 4,695 6,901 5,652 9,536 | 15,188 8,359 18,447 | 26,807
...YoY - - - 56% 156% 103% 120% 48% 93% 76%
Other Connectors 289 112 179 291 206 298 504 277 1,154 1,431
...YoY 65% - - 1% 83% 67% 73% 35% 287% 184%
Total 10,139 4,752 9,010 | 13,763 8,287 14,539 | 22,826 | 12,026 23,824 | 35,850
...YoY 39% 7% 58% 36% 74% 61% 66% 45% 64% 57%
Source: Company data, CMBIS
Figure 4: Product expansion timeline
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Figure 5: Peers’ valuation

2\
Market Cap Price Turnogver P/E (x) P/B (x) ROE (%)

Company Ticker (US$ mn) (LC) (US$ mn) FY19E FY20E FY19E FY20E FY19E FY20E
A-share components
Luxshare 002475 CH 13,426 22.45 145.6 23.6 18.1 4.8 3.9 21.3 22.4
O-film 002456 CH 3,344 8.37 282.7 11.0 8.7 2.0 1.6 17.8 18.8
Sunway 300136 CH 3,376 24.22 221.2 17.0 13.1 4.6 34 28.8 27.4
BOE 000725 CH 17,144 3.42 741.7 28.3 19.4 13 1.2 45 6.3
Hans Laser 002008 CH 5,427 35.07 140.6 19.7 14.7 3.8 3.4 19.1 21.3
Lens Tech 300433 CH 4,075 7.19 58.9 14.8 12.0 15 14 10.8 11.8
Everwin 300115 CH 1,437 10.87 47.3 22.4 17.6 2.1 1.9 9.5 11.7
Goertek 002241 CH 4,075 8.64 93.8 20.8 16.8 17 1.6 8.2 9.4
Holitech 002217 CH 2,496 551 117.7 7.8 9.3 13 1.2 125 12.6

Average 17.7 13.9 2.3 2.0 13.9 14.9
H-share components
FIT Hon Teng 6088 HK 3,020 3.50 4.9 11.4 9.5 14 1.2 13.2 133
AAC Tech 2018 HK 6,897 44.65 90.1 155 13.2 2.3 21 155 16.2
Sunny Optical 2382 HK 11,885 85.05 99.0 22.8 17.7 6.6 5.1 32.8 325
FIH 2038 HK 570 0.69 8.6 4.8 4.3 0.6 0.6 13.6 14.2
Tongda 698 HK 3,709 12.92 20.2 105 9.3 14 1.2 13.8 14.1
BYDE 285 HK 499 1.19 3.3 4.8 4.9 0.4 0.4 5.8 8.1
Truly 732 HK 1,079 7.42 7.3 19.5 15.2 3.0 2.6 15.9 17.7
Q-tech 1478 HK 5,166 8.03 29.3 78.7 60.2 0.9 0.9 1.2 1.7
SMIC 981 HK 2,933 17.48 145 111 11.1 14 1.3 11.4 11.0
YOFC 6869 HK 423 4.14 11 10.7 8.8 1.2 11 125 13.3
O-NET 877 HK 468 4.41 0.2 9.4 8.0 2.9 24 32.6 32.6
Ju Teng 3336 HK 180 1.70 11 9.0 8.3 0.5 0.5 5.7 5.7
TK Group 2283 HK 3,020 3.50 4.9 11.4 9.5 14 1.2 13.2 13.3
Cowell 1415 HK 6,897 44.65 90.1 155 13.2 2.3 21 155 16.2

Average 17.4 14.2 1.9 1.6 14.5 15.0

Source: Bloomberg, CMBIS
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY14A FY15A FY16A FY17A FY18A YE 31 Dec (RMB mn) FY14A FY15A FY16A FY17A FY18A
Revenue 7,296 10,139 13,763 22,826 35,850 Net profit 739 1,132 1,182 1,748 2,813
Cost of sales 5,597 7,819 10,804 18,260 28,304 Depreciation 211 307 467 781 1,212
Gross profit 1,699 2,320 2,959 4,566 7,546 Change in working capital (719) (970) (444) (2,407) (1,273)
Others 90 18 105 48 390
Selling exp 128 167 230 315 388 Net cash from operating 321 487 1,310 169 3,142
Admin exp (excl. R&D) 256 338 390 576 900
R&D exp 400 582 932 1,542 2,515 cCapex 983 1,046 1,563 3,527 5,156
Finance costs 52 (36) 36 203 302 Other (2,753) (2,278) (5,364) (6,123) (10,084)
Other operating exp. 60 62 66 (123) 147 Net cash from investing (1,769) (1,231) (3,801) (2,596) (4,928)
Operating profit 803 1,207 1,303 2,052 3,294
Share issuance 2,011 131 4,606 16 98
Other non-oper exp. 61 86 86 (14) (12) Dividend paid 102 138 215 316 390
Pre-tax profit 864 1,293 1,389 2,039 3,282 Other 794 209 271 1,543 965
Net cash from financing 2,907 478 5,093 1,875 1,453
Income tax expense 125 161 207 291 469
Minority interests 109 53 26 57 91 Net change in cash 1,458 (266) 2,601 (552) (333)
Net profit 630 1,079 1,157 1,691 2,723 cCash at beginning of the year 703 2,186 2,009 4,619 3,994
Exchange difference 24 90 8 (73) 149

Cash at the end of the year 2,186 2,009 4,619 3,994 3,810

Balance sheet Key ratios
YE 31 Dec (RMB mn) FY14A FY15A FY16A FY17A FY18A YE 31 Dec FY14A FY15A FY16A FY17A FY18A
Current assets 5,972 7,043 14,545 17,372 23,078 Sales mix (%)
Cash & equivalents 2,242 2,042 4,637 4,008 3,820 Computer connectors 45.6 38.4 335 19.0 10.4
Trade and other receivables 2,286 2,948 4,871 7,206 11,216 Auto interconnect 8.3 6.6 5.0 48
Inventories 1,161 1,509 2,122 3,474 4,735 Comm. interconnect 6.9 7.7 7.2 6.0
Prepayment 35 63 69 124 93 Consumer electronics 43.6 50.1 66.5 74.8
Other current assets 248 482 2,847 2,560 3,215 Other connectors 54.4 2.8 2.1 2.2 4.0
Non-current assets 3,720 4,544 6,410 9,514 13,363 Growth (%)
PPE 2,065 2,592 4,216 6,369 9,457 Revenue 39 36 66 57
Deferred income tax 20 35 58 73 91 Gross profit 37 28 54 65
Other non-current assets 1,635 1,917 2,135 3,072 3,815 Operating Income 50 8 57 60
Total assets 9,692 11,587 20,955 26,886 36,441 Net profit 71 7 46 61
Current liabilities 4,407 5,524 8,607 11,712 17,179 Profitability (%)
Deferred income 10 8 44 22 31 Gross Margin 23 23 21 20 21
Trade and other payables 1,754 2,136 4,291 6,341 10,238 Operating Margin 11 12 9 9 9
Tax payable 63 67 115 125 161 Net margin 9 11 8 7 8
Other current liabilities 2,581 3,314 4,157 5,224 6,749

Balance sheet ratios
Non-current liabilities 320 184 217 1,249 2,588 Net debt/total equity (x) 0.5 0.6 0.3 0.6 1.0
Deferred income 10 18 96 161 212 Current ratio (X) 14 13 1.7 15 1.3
Deferred tax liabilities 24 24 35 80 426 Receivable turnover days 94 104 97 94 94
Other non-current liabilities 286 141 86 1008 1951 |Inventory turnover days 62 61 56 53 62
Total liabilities 4,727 5,708 8,825 12,961 19,767 Payable turnover days 70 85 85 84 70
Share capital 832 1,257 2,120 3,173 4,115 Returns (%)
Reserves 3,760 4,270 9,132 9,765 11,383 ROE 12.7 18.3 9.5 12.1 16.3
Minority interest 372 351 878 987 1,177 ROA 6.5 9.3 55 6.3 75
Shareholders' equity 4,964 5,879 12,130 13,925 16,675

Total equity and liabilities ~ 9,692 11,587 20,955 26,886 36,441

Source: Company data, CMBIS estimates
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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.
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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
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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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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

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
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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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