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A quality player in the global auto parts industry: superior business growth potential beyond China

Analyst: Kelly Zou (kellyzou@chinastock.com.hk; Tel: (852) 3698 6319)

Event. We recently visited Minth and had a discussion with management
about Minth’s business outlook in 2017-2018. The Company has grown into a
leading auto body structural parts, trims and decorative parts supplier in the
global auto industry. With the expansion of its customer base, Minth delivered
>25% earnings growth in 1H17 amid tepid global auto market growth. Given
strong R&D in product innovation and margin expansion, the consensus
expectation is that earnings will grow >20% p.a. in 2017-2018E. Minth
Group’s share price rose 82% CYTD on its superior earnings growth outlook.
Based on consensus estimates, the stock currently trades at 19.1x 2017E
and 15.5x 2018E PER. The current valuation doesn’t look attractive
compared with its historical trading average of 11.9x forward PER or its A-
share peers’ valuation (Fig 11). But we think the steady earnings growth
outlook (much better than a few years ago) should support a share price re-
rating. As the consensus estimate for earnings growth in 2018 is >23%, we
think the stock can be traded up to at least 18x 2018E PER, implying 0.8x
PEG. MSCI’s reclassifying Minth from MSCI China into MSCI Hong Kong
might cause a share price correction in the near term. We expect a good
entry point after another 5-10% share price correction.

Robust earnings growth in 1H17 amid tepid global auto market growth.
Minth reported total revenue growth of 25.5% YoY in 1H17 and net profit
growth of 29.6% YoY in 1H17. The revenue growth was driven by 1) its
domestic revenue growth of 26.1% YoY due to the rapid growth of its sales to
Japanese and leading Chinese brands, and 2) overseas revenue growth of
24.5% YoY, led by auto sales growth recovery in Europe and emerging
markets like Russia, Brazil and Mexico. The increasing revenue contribution
from its higher-margin aluminum products also helped its gross profit margin
remain largely stable at 33-34% against rising raw material prices and margin
dilution from the utilization ramp-up of its overseas plants.

Customer base expansion to drive strong sales growth in 2017-2018E.
The China, North American and European markets accounted for 59.6%,
22.0% and 13.0% of Minth’s total revenue in 1H17, respectively. But the three
markets all face headwinds in 2017-2018. The CAAM expects only 1-4%
China passenger vehicle sales growth in 2017. The expiry of tax incentives
and government EV subsidy cuts in 2018 should further constrain auto sales
growth in China. The consensus estimate is for US light vehicle sales in 2017
-2018 to decline YoY due to gentle market maturation. European auto sales
rose 4.2% YoY in 10M17 due to the improving Euro-zone economy. But
European auto sales growth in 2018 is likely to be constrained by struggling
UK sales due to Brexit. Minth should be able to deliver above-industry-
average sales growth, however. With its continuous product innovation, the
Company is able to further expand its customer base, increasing its dollar
content per car and model coverage to global auto OEMs. Minth guided 15%
YoY revenue growth in 2017. The consensus expectation for revenue growth
is >20% p.a. in 2017-2018. Its order backlog at the end of 1H17 stood at
RMB86.5bn, equivalent to 9.2x of 2016 revenue and sufficient to support
earnings growth in the next 7-8 years.

Product upgrade and utilization improvement in overseas plants to
drive margin expansion. Minth management remains confident that its
gross profit margin will improve sequentially in 2H17 and 2018. The
lightweight trend in the global auto market is driving its higher-margin
aluminum product sales growth, which accounted for 21% of total sales in
2016. The order backlog for its aluminum products represented 35% of its
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Market Cap: US$6,271m; Free Float: 60.0%
Rmb m, Y/E Dec 31 2014 2015 2016 2017E 2018E
Revenue (m) 6,684 7,654 9,400 11,407 13,789
Gross profit (m) 2,085 2,428 3,250 3,966 4,873
GPM (%) 31.2 31.7 346 34.8 35.3
Operating profit (m) 1,178 1,438 1,942 2,455 3,114
Operating profit margin (%) 17.6 18.8 20.7 21.5 22.6
Profit before tax (m) 1,356 1,569 2,119 2,640 3,248
Net profit (m) 1,118 1,272 1,719 2,158 2,679
Net margin (%) 16.7 16.6 18.3 18.9 19.4
EPS (Rmb) 1.02 1.15 1.54 1.90 2.35
ROE (%) 13.56 139 164 17.8 19.2
Dividend yield (%) 1.1 1.3 1.7 1.9 2.4
PER (x) 356 31.6 237 191 155
PBR (x) 4.8 4.4 3.9 34 3.0

Source: Bloomberg, Company data, CGIS Research

total order backlog as at the end of 1H17, suggesting this segment
should enjoy >50% YoY growth in the next 1-2 years. In addition, the
production ramp-up at its overseas plants should help improve its
gross profit margin expansion. The Company expects its Mexico
secondary plant in 2H17 to generate profit thanks to larger orders,
reversing its loss-making situation in 1H17.

Valuation. Minth’s share price has risen 82% CYTD vs. a 32% rise in
the HSI Index CYTD. The share price fell once in April by 11% on the
back of its announcement of a senior management change, which
raised investors’ concerns about its operations. But the market has
realized this won’t impact its daily operations. Based on consensus
estimates, the stock currently trades at 19.5x 2017E and 15.8x
2018E PER. The current valuation doesn'’t look attractive compared
with its historical trading average of 11.9x forward PER or its A-share
peers’ valuation (Fig 11). But we think its historical valuation may not
be a good reference for its current valuation, given its improving
earning visibility and steady earnings growth outlook. As the
consensus estimate is for >23% earnings growth for the Company in
2018, we think the stock can be traded up to at least 18x 2018E
PER, implying 0.8x PEG. Moreover, MSCI’s reclassifying Minth from
MSCI China into MSCI Hong Kong might cause a share price
correction in the near term. We expect a good entry point after
another 5-10% share price correction.
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Company background

Minth Group is engaged mainly in the design, manufacture and sales of trims, decorative parts, body structural parts, roof racks and
other related auto parts for automobile OEMs around the world. With manufacturing bases in China, the U.S., Mexico, Thailand and
Germany, and technical centers in China, Germany, North America and Japan, the Company is able to serve the major automotive
markets around the world and meet the growing demand of its customers.

Minth’s history can be traced back to 1992, when its predecessor Minth Auto Parts Company started business in Ningbo, Zhejiang.
The Company reorganized its various subsidiaries into a single group in 1997. Minth was listed on the Hong Kong Stock Exchange in
December 2005. Riding on the strong auto sales growth momentum in China, the Company grew into a leading auto body structural
parts, trim and decorative parts supplier in the global auto market. Overseas revenue accounted for 38% of total revenue in 2016. It
supplies all the major global auto OEMs. Together, its customers represent about 80% of the total global automotive market. Two
years ago, the Company entered the automotive electronics business by forming JV companies with Fujitsu and Cleanwave to
develop automotive electronic and NEV motor control products.

Figure 1: Minth shareholder structure as at the end of 1H17 Figure 2: Minth revenue by products in 1H17
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Figure 3: Minth geographic revenue mix in 1H17
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Figure 4: Minth revenue by customers in 1H17

Source: Company data, CGIS Research
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Figure 5: China passenger vehicle sales progression (thousand units)
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Figure 6: US light vehicle sales SAAR (million units)
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Figure 7: Europe auto sales volume progression
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Figure 8: Minth’s 1H17 results overview

Rmb m 1H17 1H16 % YoY
Total revenue 5,266 4,196 25.5%
COGS -3,487 -2,753 26.7%
GP 1,778 1,443 23.2%
GPM 33.8% 34.4% -0.6%
Selling expenses -209 -151 38.1%
Administrative expenses -566 -478 18.5%
Other income and expenses 246 141 74.5%
Operating profit 1,250 956 30.8%
OPM 23.7% 22.8% 1.0%
D&A 235 202 16.5%
EBITDA 1,485 1,158 28.3%
EBITDA margin 28.2% 27.6% 0.6%
Finance cost -2 9 na
Share of profit from JVs and associates 17 21 -20.5%
PBT 1,265 986 28.3%
Tax -180 -145 24.4%
Effective tax rate 14.3%  -14.7% " 0.4%
Net profit 1,085 841 29.0%
Net profit to common shareholders 1,053 813 29.6%
Minority interest -31 -28 10.6%
EPS 0.93 0.73 27.1%

Source: Company data, CGIS Research
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Figure 9: Minth’s 2017CYTD share price performance Figure 10: Minth’s 12-mth forward PER band
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Figure 11: Comp sheet
Ticker Mkt cap  Price PER EPS growth PEG P/B Dividend yield ROE
Us$ m (Ic) 2016 2017E 2018E 2016 2017E 2018E 2017E 2016 2017E 2018E 2016 2017E 2018E 2016 2017E 2018E
H-share auto parts companies
Nexteer 1316 HK 5,604 17.48 186 16.3 142 50.0% 14.2% 153% 1.2 53 42 34 11% 1.2% 1.3% 28.3% 25.4% 23.9%
Minth 425 HK 6,312 43.25 23.8 19.4 158 33.4% 23.0% 23.0% 0.8 39 34 30 1.7% 1.9% 24% 16.4% 17.7% 18.9%
BYD 1211 HK 25,250 68.85 29.8 36.1 241 71.7% -17.5% 50.1% -2.1 34 29 27 0.9% 05% 0.6% 11.3% 8.2% 11.1%
A-share auto parts companies
Huayu Automotive 600741 CH 12,618 26.47 13.7 128 116 56% 7.1% 105% 18 22 20 1.8 3.8% 39% 4.5% 159% 15.4% 15.4%
Ningbo Huaxiang Electronic 002048 CH 2,004 25.01 185 15.0 123 350.0% 23.1% 22.6% 07 26 22 1.8 0.6% 03% 0.3% 13.8% 14.3% 14.7%
Beijing WKW Automation 002662 CH 1,560 6.88 16.2 7.0 6.1 41.7% 130.6% 153% 0.1 22 na na 25% na na 133% na na
Linyun Industrial Corporation 600480 CH 1,063 15.45 329 250 220 27.0% 31.3% 139% 08 20 20 19 0.0% 28% 28% 6.1% 7.9% 89%
Ningbo Shuanglin Auto Parts 300100 CH 924 15.25 186 16.1 139 323% 159% 153% 1.0 24 na na 0.1% na na 12.9% na na
International auto parts companies
Magna MGA US 20,041 5546 10.7 93 84 51% 14.7% 105% 06 22 16 1.4 1.8% 20% 21% 20.3% 17.2% 16.7%
Toyota Boshoku 3116 JP 3,785 2271 93 103 97 na 9.4% 54% 11 18 1.6 1.4 22% 2.3% 25% 19.7% 15.5% 14.6%

Source: Bloomberg, Company data, CGIS Research, Note: based on closing prices on 4 December 2017
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Figure 12: Minth’s product offerings
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