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Solid 1H 2018 results. A leading TMT hardware name with multiple growth drivers.
Market Cap: US$2,831m; Free Float: 21.4%; 3-month Average Daily Turnover: US$13.4m

Analyst: Mark Po, CFA; Tel: (852) 3698 6318; markpo@chinastock.com.hk

The Company. FIT Hon Teng Limited (FIT Hon Teng) manufactures and
distributes electronic components. The Company produces backplane
connectors, memory cards, sockets, terminal blocks, and other products. The
Company was listed on the HKEX on 13 Jul 2018, offering 990m shares at an
offer price of HK$2.70. FIT Hon Teng is a) a subsidiary of Hon Hai, b) an
Apple supplier, and c) a leading player in the interconnect solutions industry.
The Company’s business model involves positioning itself as an Integrated
Innovative Design Manufacture (1IDM).

FIT Hon Teng is an industry leader in the development and production of
interconnect solutions and related products. In 2016, the Company was
ranked first in the industry in the Greater China region and fourth globally in
terms of revenue. FIT Hon Teng provides a wide range of customized
products for four major end markets: a) the Company has a strong presence
in the computer and consumer electronics end market, which includes
desktop computers, laptops, 2-in-1 notebooks, tablets, game consoles and
TVs; b) in 2016, FIT Hon Teng was ranked second globally in terms of market
share based on revenue in the mobile and wireless devices end markets; c)
FIT Hon Teng’s optical component solutions for multimode fiber and single-
mode fiber optical transceivers target a wide range of optical network
applications, including data centers, enterprise networking, high-performance
computing, fiber channels, metro ethernet transport, FTVx/FTTdP, and
Ethernet mobile fronthaul; and d) FIT Hon Teng has started to focus on
developing interconnect solutions in the automotive, industrial and medical
end markets.

Strong 1H 2018 results. The Company’s turnover rose 24.6% YoY to
US$1,719m in 1H 2018. Net profit rose 58.6% YoY to US$107m in 1H 2018.
Since the Company completed its IPO last year, EPS has risen 33.3% YoY to
US$1.60 cents in 1H 2018. Among the four main end markets, the
Company’s revenue from: a) the mobile and wireless devices end market
increased by 29.8%, b) the communications infrastructure end market
increased by 19.7%, c) the computer and consumer electronics end market
increased by 26.1% and d) the automotive, industrial and medical end market
increased by 15.0%. FIT Hon Teng is one of the few component makers,
especially on the handset side, that reported a YoY improvement in gross
profit margin in 1H 2018. Its gross profit margin increased from 17.9% in 1H
2017 to 18.0% in 1H 2018, which was primarily due to: a) continuing
improvement in the quality of its new earphone-related products, b) higher
utilization of its production facilities, and c) continuing optimization of human
resources allocation, which improved overall production efficiency.

Still on the growth track. Because of its strategically focus, FIT Hon Teng
management expects the Company to continue to grow in 2H 2018. Among
the four major divisions, FIT Hong expects sales of the mobile and wireless
devices division to continue to grow, thanks to strong demand for earphones
and associated products, as well as new products to be rolled out by key
brand customers (including Apple). FIT Hon Teng plans to further penetrate
Chinese brand companies. The Company also anticipates YoY growth in
turnover in the communications infrastructure segment, as demand for certain
types of optical transceivers, fiber channels and CXP is strong. In particular,
as higher-speed optical products (such as those applied to 100G/400G
technologies) are expected to grow faster than lower-speed optical products,
the change of sales mix will contribute to both the top line and overall
profitability. The growth of the computer and consumer electronics division is
expected to continue to be slow, and FIT Hon Teng will focus on profitability
instead of growth. The automotive, industrial and medical segments will be
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Key Financials
(in USDm) 2015 2016 2017 2018E 2019E
Revenue 2,327.9 2,880.3 3,398.8 3,850.4 4,296.4
Change (YoY %) (6.2) 23.7 18.0 13.3 11.6
Gross Profit 435.2 490.4 569.4 692.2 777.0
Gross Margin % 18.7 17.0 16.8 18.0 18.1
Net Profit 177.0 168.6 180.5 2525 296.7
Net Margin % 7.6 5.9 5.3 6.6 6.9
EPS (Basic) 0.03 0.03 0.03 0.04 0.04
Change (YoY %) (5.3) (4.8) 71 36.8 17.5
DPS $0.000 $0.000 $0.007 $0.007 $0.009
ROE (%) 15.8 13.6 11.5 12.9 14.3
Dividend Yield (%) - - 1.67 1.77 2.08
PER (x) 15.7 16.5 15.4 11.3 9.6
PBR (x) 23 22 15 1.4 1.2
FCF Yield (%) 2.04% 0.25% 0.43% 0.89% 1.06%
Capex (m) (46.7) (222.7) (115.2) (220.0) (253.0)
Free cash flow per share 0.1 0.0 0.0 0.0 0.0

Net Gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Bloomberg, Company Data, CSIS Research

the growth drivers for FIT Hon Teng, as demand from its key
customers will continue to be strong, and the Company is expected to
benefit from industry trends. FIT Hon Teng plans to increase its
investment in developing in-car electronic systems and key
autonomous driving components. The Company’s strategic partnership
with Hon Hai Group puts FIT Hon Teng in a good position to capture
emerging opportunities in the automotive electronics market.

Our view. In terms of valuation, based on our estimation, FIT Hon
Teng doesn't really look expensive compared to its peers. We believe
that the market has underestimated the growth potential of FIT Hon
Teng, and we expect the market consensus to be revised up after the
1H results announcement and post-results update. We maintain the
view that FIT Hon Teng’s R&D capability and product roadmap should
enable it to deliver steady and solid growth in the medium to long term.
We believe that FIT Hon Teng is a hardware name for long-term
investors who are looking for growth from the adoption of new
technologies, with a reasonable valuation and trading liquidity. The
results of the Taiwanese government’s review of the acquisition of
Belkin are expected to be announced on 20 Aug 2018. FIT Hon Teng
management aims to improve Belkin’s profitability from 0.5% in 2017 to
about 6%. Belkin will become one of the growth drivers for FIT Hon
Teng going forward. There is attractive upside for FIT Hon Teng from
current share price, based on our estimation (higher than market
consensus) and 15x PER, in line with its global peers and below its A-

share listed peers.

Catalysts: 2H 2018 results announcement, new-product launch by
Apple, new business development with Avago, and news flow on the
Belkin acquisition.
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Figure 1: Results highlights Figure 2: Hon Teng’s turnover breakdown
Results Highlights (USD m) H 2016 2016 1H 2017 2017 1H2018 2H 2018
Revenue 1,042 1,839 1,379 2,019 1,719 2,131 Ussm
Cost of sales and services @61) (1529 (1133)  (1696) (1411) (1748 9000 Ot
4,500  Automotive indsutrial and medicial

Gross profit 181 310 247 323 309 384 u Communications infrastructure
Other income and other gains and losses 18 31 7 7 2 5 4,000 :ggrl;iﬁj?eﬁda;vg?gs:udrﬁzif:lfectronics
Distribution and selling expenses (37) (51) (40) (43) (44) (49)
Administrative expenses (42) (26) (35) (46) (52) (54) 350
R&D (88) 81) (84) (106) (90) (113) 3,000
Finance costs 2) 2) (3) 2) (3) 2)
IV & Associates 0) © 0) © 0 © 250
Profit before tax 30 182 9 133 144 170 2,000 -
Income tax expense (6) (37) (24) (20) (37) (24)
M 0 0 0 0 0 0 1,500
Owners of the Company 24 145 67 113 107 145 1000

500
Gross margin (%) 174 16.8 17.9 16.0 18.0 18.0
Operating margin (%) 3.0 10.0 6.8 6.7 8.6 8.1 0 T T T T T
Net Margin (%) 23 79 49 56 62 68 2015 2016 2017 2018F 2019F
Sources: Company data, CGIS Research Sources: Bloomberg, CGIS Research

Figure 3: Peer Comparison

‘Company PIB RO RO/ Div yield Share Price Performance
M oM 12M

Market Cap  2018F 2017 2017 20 2018F
USSm x x % % %

6088 HK Fit Hon Teng Ltd 3.30 2,831 113 9.5 na. 4.2 15 14 114 129 6.2 75 17 18 7.0 -19.7 -23.6 -37.6
Global EMS CcLsuUs Celestica Inc 1228 1,718 10.8 9.2 86 5.8 13 13 8.1 119 2.6 6.8 0.0 0.0 0.8 152 5.9 17.2
FLEXUS  Flexltd 13.60 7,246 11.0 9.0 75 6.6 23 22 123 19.0 31 a6 0.0 0.0 8.2 -20.4 -14.1 244
2317 TT Hon Hai Precision Industry 81.30 45,749 111 102 9.2 71 13 12 12.8 109 5.3 38 na. 3.9 1.9 72 -28.7 -14.6
JBLUS Jabil Inc 2797 4,711 10.9 9.5 9.1 a4 22 22 5.4 201 18 42 11 12 24 7.0 5.6 6.6
PLXSUS  Plexus Corp 60.80 1,960 19.3 157 14.6 10.1 22 22 115 112 16 2.0 0.0 0.0 1.9 3.9 19.0 0.1
SANMUS ~ Sanmina Corp 30.00 2,039 13.7 109 10.0 6.7 14 na 85 101 -18 na 0.0 0.0 21 139 -18.6 9.1
2382 TT Quanta Computer Inc 5170 6,485 13.4 117 103 9.7 16 15 108 105 22 23 na 63 13 116 -26.0 -16.5
2324 TT Compal Electronics 18.90 2,705 8.9 8.4 78 6.9 0.8 0.8 5.5 8.7 22 26 na 7.0 15 33 4.7 -103
3231 7T Wistron Corp 2165 2,059 119 9.6 7.9 6.6 0.9 0.9 5.9 71 14 18 na 5.5 03 27 -16.2 7.0
2356 TT Inventec Corp 24.65 2,872 11.9 110 10.2 7.4 17 16 122 124 3.6 3.4 na 7.0 6.2 8.8 a4 3.8
4938 TT Pegatron Corp 68.50 5,813 114 9.5 9.0 6.2 12 12 100 9.8 26 3.2 na 5.7 7.0 53 235 4.9
2038 HK Fih Mobile Ltd 1.04 1,072 na na. 189 na. 03 0.4 -15.6 43 6.7 2.2 0.0 0.0 111 -52.1 -57.7 -56.3
6285 TT Wistron Neweb Corp 72.10 876 14.3 124 108 9.6 2.0 18 151 120 4.9 5.8 na. 46 2.2 -84 -17.4 -14.0
VMS SP Venture Corp Ltd 17.88 3,743 12.7 121 113 8.9 23 21 181 14.6 123 na. 3.7 9.0 -19.4 113 127
FNUS Fabrinet 41.84 1,544 144 129 115 8.7 21 na. 157 8.6 na 0.0 na 77 432 0.8 458
FLEXUS  Flexltd 13.60 7,246 11.0 9.0 75 6.6 23 22 123 31 46 0.0 0.0 82 -20.4 141 244
2362 TT Clevo Company 3250 721 227 na. na. na. 0.5 na. 17 15 na na. na 2.8 17.2 216 14.9
Average 13.1 10.7 103 7.4 16 15 88 2.8 3.9 01 3.0 -0.8 -24 9.7 -6.2
Asia component makers 2462 TT Taiwan Line Tek Electronic 28.00 130 na na. na. na. 16 na 12 -1.0 na na na 3.9 -4.9 8.9 -10.0
LTK MK Lingkaran Trans Kota Hidgs 4.69 605 9.6 9.3 9.8 6.5 3.0 na. 334 10.1 106 na. 5.7 125 -18.4 -20.4 -1555
2440 TT Space Shuttle Hi-Tech Co Ltd 10.25 46 na. na. na. na. 12 na 101 5.5 na na. na 6.0 3.8 0.5 0.5
5491 TT Advanced Connectek Inc na. na. na na. na na na. na 9.5 na na na na na na. na
6115 TT I-Sheng Electric Wire & Cabl 4220 247 na na. na 15 na. 89 5.6 na na na 1.9 23 16 18
6134 TT Wanshih Electronic Co 9.79 29 na na. na 14 na. 9.7 26 na na. na 15 -25.0 -32.7 308
3002 TT Hotron Precision Electronic: 43.90 101 na na. na 21 na. 222 9.9 na na. na 6.2 5.1 5.6 4.8
6290 TT Longwell Co 40.40 186 47 na. na 16 na. 6.3 4.0 124 na. 124 a4 423 10.7 -36.2
3550 TT Copartner Technology Corp 20.00 55 na na. na 0.8 na. 6.1 37 na na. na 7.6 87 324 126
3665 TT Bizlink Holding Inc 184.00 709 123 10.8 103 25 2.6 180 18.1 9.2 9.0 na. 3.9 -14.0 -23.0 -17.4 339
6806 JP Hirose Electric Co Ltd 12380.00 4,297 212 207 10.8 9.7 15 15 73 65 5.6 6.0 na. 19 9.0 -11.8 -13.8 204
6804 JP Hosiden Corp 980.00 598 8.7 154 18 21 0.7 0.6 2.7 6.7 8.1 6.2 na. 20 9.1 -30.8 -35.6 -40.9
6996 JP Nichicon Corp 1210.00 851 14.4 125 7.2 5.5 0.9 0.9 2.7 5.3 -4.1 3.2 na. 19 117 -15 22 -18.0
025540KS  Korea Electric Terminal Co 46200.00 426 na. na. na. na. na. na. 0.7 na. 7.7 na. 42 na. na. na. 2.0 -30.7 -35.1 -30.9
285 HK Byd Electronic Intl Co Ltd 8.77 2,517 6.6 5.6 a8 32 28 25 12 1.0 19.9 16.2 10.5 11.0 3.0 25 -19.2 -49.9 -54.3 -48.5
1087 HK Investech Holdings Ltd 0.28 a1 na. na. na. na. na. na. 03 na. 9.7 na. 6.3 na. 0.0 na. 19 8.3 -47.1 236
40 HK Gold Peak Industries Holding 0.85 85 na. na. na. na. na. na. 04 na. 16 na. 0.3 na. 28 na. 12 34 5.6 34
1263 HK P Partner Group Ltd 6.00 284 45 3.9 37 32 29 27 22 14 310 38.2 9.5 119 5.5 9.7 12 22 97.4 64.4
8159 HK Glory Mark Hi-Tech Ltd 0.37 30 na. na. na. na. na. na. na. na 17.5 na. na. na. 41 na. 5.1 -30.2 -43.1 339
2357 HK Avichina Industry & Tech-H 4.60 3,49 17.2 148 133 9.0 7.9 76 16 15 8.6 9.1 16 2.0 0.7 0.8 15 19.2 25 106
002475CH  Luxshare Precision Industr-A 18.43 11,019 286 210 16.6 19.4 14.7 117 5.6 48 14.0 17.9 74 9.5 na. 04 1.8 0.7 112 22
300351 CH  Zhejiang Yonggui Electric-A 11.00 615 17.5 14.0 115 111 9.4 77 15 14 6.6 83 6.4 6.9 na. 0.7 ‘124 6.9 35.7 225
002179 CH  Avic Jonhon Optronic Tech-A 41.00 4,712 317 255 205 24.0 19.6 15.8 64 5.5 183 181 8.5 9.5 na. 0.3 3.5 192 226 a1
300408CH  Chaozhou Three-Circle Grou-A 24.45 6,186 28.0 212 16.8 204 155 1.7 6.9 5.9 19.7 221 1538 18.6 na. 11 7.7 121 164 213
300136 CH  Shenzhen Sunway Communicat-A 33.79 4,825 239 17.3 14.6 209 153 124 102 8.1 38.0 349 196 222 na. 0.4 13 25 -12.7 -33.4
300679 CH  Electric Connector Technol-A 28.55 896 14.0 10.6 9.5 na. na. na. 20 17 17.6 102 153 na. 1.9 na. -20.3 344 -52.5 -44.2
Average 16.6 13.6 129 11.4 9.3 79 2.4 2.8 12.8 17.5 6.5 9.9 2.6 3.1 -4.0 -11.3 -8.5 -14.5
Global component makers APHUS Amphenol Corp-Cl A 93.85 28,188 26.0 235 223 16.4 153 14.2 7.5 73 17.0 279 7.8 111 0.9 0.9 5.8 7.5 186 6.9
AVXUS Avx Corp 19.79 3,339 16.1 151 13.4 7.9 7.9 na. 15 na. 5.7 na. 11 na. 23 23 9.5 165 141 14.4
BDCUS Belden Inc 69.82 2,837 10.9 102 9.9 8.0 7.6 7.4 21 21 4.0 18.0 17 6.3 0.3 03 6.4 5.4 3.4 9.5
GLW US, Corning Inc 3251 26,334 18.7 16.1 14.6 9.5 8.7 8.1 23 23 -4.1 108 32 a5 21 22 129 101 10.5 16
MEI US Methode Electronics Inc 39.15 1,449 136 110 102 7.5 6.4 6.1 23 na. 184 na. 7.1 na. 1.0 na. 0.6 0.8 0.9 2.4
MOLXUS  Molex Lic/Us na. na. na. na. na. na. na. na. na. na. na. 121 6.9 8.7 na. na. na. na. na. na. na.
TNB US Thomas & Betls Corp na. na. na. na. na. na. na. na. na. na. na. 132 7.4 120 na. na. na. na. na. na. na.
TELUS Te Connectivity Ltd 92.37 32,187 16.6 153 14.0 114 101 9.7 34 3.4 185 18.1 71 71 18 18 0.6 2.8 7.4 15.9 2.8
6807 JP Japan Aviation Electronics 1944.00 1,617 126 121 118 38 3.7 35 14 13 6.3 11.0 7.6 6.9 na. 16 9.3 37 254 159 19
6806 JP Hirose Electric Co Ltd 12380.00 4,297 220 212 20.7 10.8 102 9.7 15 15 73 6.5 5.6 6.0 na. 19 9.0 -16.1 -11.8 -13.8 204
COMMUS  Commscope Holding Co Inc 3138 6,032 131 118 11.0 10.2 9.6 9.6 35 31 127 268 29 75 0.0 0.0 5.5 71 193 3.7 -17.0
DLPHUS  Delphi Automotive Plc 39.92 3,544 8.3 7.7 6.9 5.9 5.6 5.3 226 9.1 521 179.8 9.4 163 na. 17 9.6 204 -22.2 na. 239
2392 TT Cheng Uei Precision Industry 29.45 490 na. na. na. na. na. na. 0.7 na. 5.7 na. 12 na. na. na. 71 272 -28.4 -24.1 411
Average 158 14.4 135 9.1 85 82 a4 3.7 131 324 48 86 12 14 22 13 3.1 31 8.4
HS! Index 2.7 -12.0 9.1 18 7.2
HSCEI Index 0.0 -14.4 -12.4 03 8.2
SHCOMP Index 1.8 124 -13.1 -14.1 -15.9

Sources: Bloomberg, Company, CGIS Research
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