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EVA Precision Industrial (838 HK) "

NOT RATED

Multiple growth drivers ahead

Current Price HK$2.13

EVA Precision is set to enter a new growth trajectory given: (1) the fast-growing
auto parts revenue following the start of product delivery to Tesla (TSLA US), (2)
solid growth of office automation against the backdrop of industry consolidation,
as well as (3) the new business initiative such as the internet server business. On
3 Nov, the Company granted ~69mn units of share options to the senior
management (strike price: HK$1.80, exercisable from 2 May 2023). We see good
incentive for the Company to deliver results. Despite the share price rally late Oct,
stock is still trading at ~1.5x historical P/B.

China Capital Goods

Wayne Fung, CFA
(852) 3900 0826
waynefung@cmbi.com.hk

Stock Data
. . - . . e Mkt Cap (HK$ 3,719
B Tesla’s tier-one supplier. After pbtammg the_ tier-one supplier qugllflcatmn Avg 3?%5 UOT£&$ mn) a3
from Tesla, EVA began to receive orders directly from Tesla with mass 52w High/Low (HK$) 2.30/0.46
production kicking off in Jul 2021 and product delivery in Aug 2021. The VY [ | SHENE (1) 1,746
product is mainly the front seat frame. Based on our estimates, the revenue Source: Bloomberg
currently contributed by Tesla reaches HK$100mn (~US$12.8mn) on Shareholding Structure
annualized basis. We expect the revenue contribution will increase further Zhang'’s family 41.6%
given the order growth from Tesla along with the capacity growth of EVA.
. . . . . Others 58.4%
Besides, EVA will strive to penetrate further by offering Tesla more different Source: HKEx
types of products in future. Meanwhile, EVA has been supplying car back seat
frame to Tesla indirectly, through Faurecia (EO FP), the largest customer of Share Performance
EVA!S aUtO paI’tS Segment Absolute Relative
' 1-mth 143.2% 138.9%

B Solid growth of office automation (OA) segment. EVA’'s OA equipment 3-mth 85.6% 94.2%

customers (mainly the Japanese firms) have plans to gradually scale down gOT::e Bloomberg143.2% 175.6%
their own production lines in China in order to put the focus on marketing and

business development. This offers EVA good opportunities to win more orders 12-mth Price Performance

and gain market share going forward. Besides, EVA acquired Futaba Metal in by BN — U (G
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Apr 2021, which we expect will help boost >10% of incremental revenue (on
full year basis).

B Internet server business a new growth driver. By leveraging the strong
R&D, manufacturing capability, as well as technical advantage of stamping
and secondary-processing automation, EVA has started to offer server sheet
metal, plastics parts, as well as provide ODM manufacturing service on the 00 o020 2oosl  sosl  ehoal  11mol
server control box and chassis parts. It focuses on the “L3-L5” server
manufacturing stage, providing crate, plug-in frame and rack, as well as other
products and assembly services. We expect the revenue contribution will be
<2% this year but we expect the contribution to further increase. Besides, we
expect EVA will potentially expand the product offerings in other downstream
applications in future.
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B Expect resilient gross margin trend. EVA achieved blended gross margin
of 20.4% in 1H21, up from a low base of 17.4% in 1H20. We understand that
EVA is currently able to pass-though the rising steel cost to the customers.
We expect the gross margin for OA segment to remain stable at 19-20%, while
that for auto parts will be >25%.

B Capacity expansion plan in Mexico. Following the commencement of phase
one factory, the revenue contribution from Mexico surged 9.8x YoY to
HK$116mn in 1H21 (4.9% of total revenue). Phase two factory, with capacity
equivalent to 2x of phase one, is how under construction. We estimate the
total annual output value (phase one & two) will potentially reach HK$1.2bn
upon the full commencement of phase two factory.

Related reports:

EVA Precision Industrial (838 HK)
Revenue growth to resume on strong
order intakes — 10 Apr 2018
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A Wholly Owned Subsidiary Of China Merchants Bank

B Company background. Founded in 1993, EVA Precision is one of the few high-end
vertically-integrated precision manufacturing service providers in China, capable of
designing and manufacturing molds and components with high precision and
dimensional accuracies. It comprises three main businesses: 1) office automation (OA)
equipment business, 2) automotive component business and 3) internet server
business. EVA currently operates 11 major industrial parks across China (Shenzhen,
Suzhou, Zhongshan, Chongging, Wuhan and Weihai), Vietnam and Mexico. The
Company has been listed on the Main Board of the HKEX since 2005. Zhang Yaohua
is the largest shareholder, holding ~41.6% of the total shares.

B Business Overview: 1) OA equipment business. Equipped with its strong ability to
design and develop, precision engineering expertise and laser welding technology, EVA
has reaffirming itself in a leading position in the industry, with a well-established world-
class customer base, which includes Canon, HP, Ricoh, etc. 2) Automotive
component business. EVA focuses on developing automotive seat frame system, HS
beam parts, chassis and functional parts, serving well renowned automobile tier-one
suppliers and OEMs, e.g. Tesla, Volkswagen, Ford, etc. 3) Internet server business.
EVA aims to deliver a wide spectrum of products, which includes server sheet metal,
plastic parts and assembly market, as well as providing ODM service for world-
renowned server suppliers.

Earnings Summary

(YE 31 Mar) FY18A FY19A FY20A 1H21A
Revenue (HK$ mn) 3,667 3,747 4,008 2,387
YoY growth (%) 16 2 7 40
Net income (HK$ mn) 83 52 -15 68
EPS (HK$) 0.05 0.03 -0.01 0.04
YoY growth (%) -38.8 -33.8 - -
Consensus EPS (HK$) - - -
EV/EBITDA (X) 9.3 10.1 12.9
P/E (x) 47.0 71.0 n/a
P/B (X) 1.2 1.2 1.2
Yield (%) 0.7 17 0.0
ROE (%) 3.1 2.0 -0.6
Net gearing (%) 235 20.8 14.1

Source: Company data, CMBIS estimates, Bloomberg
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Figure 1: EVA Precision’s vertically integrated one-stop services

1. Mould design and production

Taking up the design and development of moulds during
customers' product development stages.

Metal stamping moulds [ Plastic injection moulds

Mould concept and
Production and testing of moulds by EVA. design
Upon completion of moulds, fees are charged to the
customers for the design and production of moulds i.e.
tittes of moulds are transferred to customers. However,
the completed moulds are consigned in EVA'’s industrial
parks for the future mass production of components.
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2. Component production using o
completed moulds components (Principally used as paper rollers) components

Mass production of components by using the completed
moulds consigned at EVA's industrial parks.
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3. Individual components assembled into
semi-finished products

Assembly of various components into semi-finished
modules through high precision laser welding and other
assembly processes.
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A 4
Finished products

i.g - r

4. Semi-finished products finally assembled into
finished products (Office automation
equipment)

Assembly of finished products through high precision laser
welding and other assembly processes.

Source: Company data, CMBIS

Figure 2: EVA’s major customers of the Digit Figure 3: EVA’s major customers of the Digit Wuhan
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Figure 4. EVA’s major customers of the Digit Figure 5: EVA’s major customers of the Digit Mexico
Zhonghshan Automobile Industrial Park (SLP) Automobile Industrial Park
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Source: Company data, CMBIS Source: Company data, CMBIS
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Figure 6: EVA’s major customers of the OA Figure 7: EVA’s major customers of the internet

equipment business server business
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Figure 8: EVA’s OA/auto components revenue grew Figure 9: EVA’s reported segment profit in 1H21, a

35%/60% in 1H21 turnaround from segment loss in 1H20
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Figure 10: EVA’s revenue breakdown by region Figure 11: EVA’s total asset breakdown by region
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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 (I)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

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

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
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