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Solid China auto demand, but margin pressure looming           

..     Event 

Hu Lane reported 2023 EPS of NT$9.24, down 8% YoY. 

Impact 

4Q23 earnings in line. 4Q23 revenue came in at NT$2.26bn, up 20% QoQ and 13% YoY, in 

line with our estimate thanks to stable China auto demand, which grew 19% YoY to 

account for 82% of revenue. Gross margin edged up 1.7ppts QoQ to 34.1% on better 

economies of scale and lower copper costs, for operating profit of NT$434mn, up 36% 

QoQ and 26% YoY, and EPS of NT$3.39, up 17% QoQ and 48% YoY. 2023 revenue arrived 

at NT$7.33bn, up 12% YoY on 18% YoY China revenue growth (contribution of 77%), with 

operating profit expanding 18% YoY to NT$1.22bn. 

2024F revenue to rise YoY. Key China OEM accounts BYD, Changan, Geely, and Chery have 

set double-digit or higher YoY vehicle sales growth targets for 2024, compared to an 

overall sales growth forecast of 3% YoY by CAAM, implying Hu Lane will benefit from the 

auto electrification trend in China due to its favorable client portfolio. Multiple markets 

other than China will recover from low bases, including Vietnam (motorcycles), the US 

(snowmobiles), and Taiwan (e-motorcycles), while Europe will likely see strong growth on 

higher penetration of motorcycle OEMs. We raise 2024F revenue to NT$8.44bn, up 15% 

YoY, with China contribution up 14% YoY, for a weighting of 76%. 

Copper price spike a concern. The LME copper price recently surged to around 

US$9k/metric ton (mt), reflecting potential production cuts in China, as well as market 

expectations that demand will bottom soon as the high interest rate environment is 

nearing an end, which would likely trigger the resurgence of the EV and renewables 

sectors. With copper accounting for 35% of BOM, we have become more cautious about 

Hu Lane’s gross margin outlook from 2Q24. As such, we trim 2024F gross margin by 

1.3ppts to 32.6%, and revise down EPS by 4% to NT$11.54, up 25% YoY. 

Valuation & Action 

We downgrade Hu Lane to Neutral and lower our 12M target price to NT$178, based on 

17x 2024F fully diluted EPS. We like the firm’s strong client portfolio and rising NEV 

contribution (25-30%), but gross margin risk and the start of the slow season could halt 

share price momentum. 

Risks 

Execution; rising material costs, especially copper; weak macro conditions. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the 

relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in 

the respectively covered stock, issuer and/or new listing applicant. 

Disclaimer 
All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia 

Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or recommendation to subscribe for or invest 

in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and 

does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the 

United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained 

in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not 

intended to provide professional advice and should not be relied upon in that regard. 

Some of KGI equity research and earnings estimates are available electronically on www.kgi.com.hk. Please contact your KGI representative for information. The information and opinions 

in this report are those of KGI internal research activity. KGI does not make any representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of 

the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability 

whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in 

any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any 

purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein. 

Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.  


