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Share price (12 May): TWD102.00 | Up/downside: +42.2%

Solid outlook, attractive valuation and upside in EVs

» 1Q22 operating results beat; solid outlook for 2022
» Management confident on 2022, EV progress, long-term margin trends
» Reiterating our Buy (1) rating and TP of TWD145; a top sector pick

What’s new: Hon Hai’s solid 1Q22 results and Chairman Young-Way Liu’s
confident tone on 2022, the progress in EVs and margin uptrends reaffirm
our positive thesis (see our report, 16 March). At a 9.4x 2022E PER, we
see its risk-reward as attractive. We reaffirm our Buy (1) call and it remains
a top sector pick.

What’s the impact: 1Q22 operating results beat. Hon Hai's 1Q22
revenue arrived at TWD1,408bn (-26% QoQ, +4% YoY), above our and
market estimates by 3-6%. With a better gross margin on scale benefits
and favourable forex, and solid opex control, the operating margin arrived
at 2.6% (vs 2.0% in 1Q21) with operating profit of TWD36.7bn (-30% QoQ,
+33% YoY), ahead our and street estimates by 20-30%. Due to lower non-
op gains on financial market volatility, 1Q22 net profit wasTWD29.5bn
(-34% QoQ; +5% YoY), in line with our and street estimates.

Solid 2Q22 outlook. Hon Hai reiterated its confident tone for 2Q22,
expecting relatively flat revenue YoY/QoQ with growth in cloud, computing,
and components except smartphones given a high base. On strong
execution offsetting extra costs from the pandemic overhang, we expect it
to maintain its operating margin at 2.6% in 2Q22 (vs. 2.6% in 1Q22).

Confident on 2022 with better visibility; optimistic on EVs and long-
term margin trends. Despite the demand uncertainty and pandemic
overhang, the chairman was confident on the 2022 earnings growth target.
He sees visibility improving with strong growth in servers/CSP and
components on share gains and expects computing product revenue to
grow YoY (vs. relatively flat previously). For EVs, he sees the progress as
on track; the company has acquired its first US production site (see JV with
Lordstown, 12 May). On an improving mix with rising contribution from EVs,
semi, and key components, Hon Hai is confident of reaching its 10% gross
margin target in 2025. Hon Hai also shared its long-term ESG targets and
recent progress in ESG (see page 6). The chairman’s confident tone for
2022 and the EV business reaffirms our positive view, and we believe Hon
Hai’s efforts on ESG will offer further rerating opportunities. Overall, we
forecast Hon Hai to record 12-19% YoY operating profit growth over 2022-
23 and see upside in EVs, which we have not factored into our forecasts.

What we recommend: We keep our 2022-23 EPS roughly unchanged. We
reaffirm our Buy (1) call and TP of TWD145, based on 13x PER on our 1-

year forward EPS forecast. Risk: greater pricing competition.

How we differ: Our 2023E EPS is 6% above the consensus, likely due to
our more optimistic view on benefits from its transformation plan.

See important disclosures, including any required research certifications, beginning on page 13
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Forecast revisions (%)

Year to 31 Dec 22E 23E 24E
Revenue change 0.2 - na.
Net profit change 0.2 - n.a.
Core EPS (FD) change 0.2 - na.

Source: Daiwa forecasts

Share price performance

(TWD) (%)
120 110
114 1 ; 104
v
108 N 98
N4
101 " 91
95 85
May-21 Aug-21 Nov-21 Feb-22 May-22
Hon Hai P (LHS,

)
Relative to TWSE Index (RHS)

12-month range 98.20-119.50
Market cap (USDbn) 47.62
3m avg daily turnover (USDm) 90.48
Shares outstanding (m) 13,863

Major shareholder Terry Gou (12.6%)

Financial summary (TWD)

Year to 31 Dec 22E 23E 24E
Revenue (m) 6,260,000 6,500,000 6,720,000
Operating profit (m) 177,158 197,600 218,400
Net profit (m) 150,456 173,426 189,307
Core EPS (fully-diluted) 10.853 12.510 13.656
EPS change (%) 8.0 15.3 9.2
Daiwa vs Cons. EPS (%) 22 6.4 8.8
PER (x) 9.4 8.2 75
Dividend yield (%) 5.1 5.1 44
DPS 5.2 52 45
PBR (x) 1.0 0.9 0.8
EV/EBITDA (x) 46 4.0 33
ROE (%) 10.6 11.5 1.7

Source: FactSet, Daiwa forecasts
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Financial summary

Key assumptions

PC and networking related sales

growth (YoY%) 34 36 5.1 1.5 6.1 73 11.6 10.0
iPhone shipment (mn units) 153.0 140.2 129.1 133.5 165.0 1737 167.3 164.5
iPad shipment (mn units) 379 38.1 440 43.0 485 46.1 43.8 416
Profit and loss (TWDm)
Year to 31 Dec 2017 2018 2019 2020 2021 2022E 2023E 2024E
PCINB/networking Revenues 1,229,625 1,269,831 1,331,019 1,482,853 1,572,401 1,686,138 1,880,794 2,068,214
Mobile Device Revenues 2,694,077 2916938 2811402 2708250 3,335442 3488651 3,384,373 3319458
Other Revenue 783,035 1,107,034 1,200,389 1,166,920 1,086,331 1,085211 1,234,833 1,332,328
Total Revenue 4,706,736 5,293,803 5342811 5358023 5994,174 6,260,000 6,500,000 6,720,000
Other income 0 0 0 0 0 0 0 0
COGS (4,403,729) (4,961,773) (5,026,943) (5,055,104) (5,632,047) (5,863,742) (6,064,500) (6,259,680)
SG&A (108,655)  (111,453)  (109,423) (97,981)  (108,099)  (142,415)  (154,635)  (157,248)
Other op.expenses (81,781) (84,430) (91,548) (94,111)  (105,069) (76,685) (83,265) (84,672)
Operating profit 112,570 136,147 114,897 110,827 148,959 177,158 197,600 218,400
Net-interest inc./(exp.) 7,311 4,856 9,219 7,617 10,498 1,619 2,868 4,323
Assoc/forex/extraord./others 62,991 29,249 39,762 27,027 34,115 24,332 31,7117 32,096
Pre-tax profit 182,873 170,251 163,878 145,472 193,572 203,109 232,185 254,819
Tax (47,498) (40,416) (31,693) (31,147) (39,749) (42,653) (48,759) (53,512)
Min. int./pref. div./others 3,360 (770) (16,876) (12,531) (14,503) (10,000) (10,000) (12,000)
Net profit (reported) 138,734 129,065 115,309 101,795 139,320 150,456 173,426 189,307
Net profit (adjusted) 138,734 129,065 115,309 101,795 139,320 150,456 173,426 189,307
EPS (reported)(TWD) 8.006 8.033 8.318 7.343 10.050 10.853 12.510 13.656
EPS (adjusted)(TWD) 8.006 8.033 8.318 7.343 10.050 10.853 12.510 13.656
EPS (adjusted fully-diluted)(TWD) 8.006 8.033 8.318 7.343 10.050 10.853 12.510 13.656
DPS (TWD) 4.500 2.157 4.000 4.200 4.000 5.200 5.200 4.500
EBIT 112,570 136,147 114,897 110,827 148,959 177,158 197,600 218,400
EBITDA 173,571 196,073 181,906 175,941 224,441 251,658 283,100 315,900
Cash flow (TWDm)
Year to 31 Dec 2017 2018 2019 2020 2021 2022E 2023E 2024E
Profit before tax 182,873 170,251 163,878 145,472 193,572 203,109 232,185 254,819
Depreciation and amortisation 59,737 58,211 65,144 60,952 70,125 74,500 85,500 97,500
Tax paid (47,498) (40,416) (31,693) (31,147) (39,749) (42,653) (48,759) (53,512)
Change in working capital (262,468) (45,155) 121,066 233,660  (304,213) (2,912) (22,390) (19,705)
Other operational CF items (10,817) (16,232) (19,634) (9,212) (18,405) (8,564) (8,411) (8,224)
Cash flow from operations (78,174) 126,659 298,761 399,726 (98,669) 223,480 238,125 270,877
Capex (50,390) (37,649) (70,951) (59,395) (84,527)  (110,000)  (120,000)  (120,000)
Net (acquisitions)/disposals 25,066 (22,607) 3,189 (29,564) (35,371) 0 0 0
Other investing CF items (25,099) 2,770 (51,989) (9,320) (22,014) (3,634) (3,716) (3,800)
Cash flow from investing (50,423) (57,486)  (119,751) (98,279)  (141,911)  (113,634)  (123,716)  (123,800)
Change in debt 263,238 150,420 (34,541) 115,224 136,484 31,656 32,555 33,480
Net share issues/(repurchases) 0 0 0 0 0 0 0 0
Dividends paid (77,979) (34,657) (55,452) (58,225) (55,452) (72,088) (72,088) (62,383)
Other financing CF items (55,284) 33,250 (31,751) 13,723 (688) 0 0 0
Cash flow from financing 129,975 149,012 (121,744) 70,723 80,343 (40,432) (39,533) (28,904)
Forex effect/others 0 0 0 0 0 0 0 0
Change in cash 1,378 218,185 57,267 372,169  (160,237) 69,414 74,876 118,174
Free cash flow (128,564) 89,010 227,810 340,330  (183,196) 113,480 118,125 150,877

Source: FactSet, Daiwa forecasts
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Balance sheet (TWDm)
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Year to 31 Dec 2017 2018 2019 2020 2021 2022E 2023E 2024E
Cash & short-term investment 654,860 873,990 916,245 1,280,045 1,110,661 1,170,075 1,234,951 1,341,125
Inventory 560,955 625,026 515,772 582,114 672,145 689,852 713,471 736,433
Accounts receivable 1,229,237 1,057,175 1,031,840 942,484 1,161,219 1,200,548 1,246,575 1,288,767
Other current assets 301,084 150,292 109,836 80,006 90,393 94,401 98,020 101,338
Total current assets 2,746,136 2,706,483 2,573,693 2,884,649 3,034,417 3,154,876 3,293,018 3,467,663
Fixed assets 278,204 277,860 287,523 287,092 310,107 346,546 382,014 405,510
Goodwill & intangibles 0 0 0 0 0 0 0 0
Other non-current assets 382,876 397,013 459,726 502,534 564,354 575,613 586,773 597,801
Total assets 3,407,217 3,381,355 3,320,942 3,674,276 3,908,878 4,077,036 4,261,804 4,470,974
Short-term debt 474,618 562,916 464,495 542,474 608,958 547,666 564,096 581,018
Accounts payable 1,216,485 948,023 906,188 1,065,593 1,076,178 1,120,451 1,158,812 1,196,107
Other current liabilities 334,399 298,922 286,779 308,191 312,544 326,405 338,919 350,390
Total current liabilities 2,025,502 1,809,862 1,657,461 1,916,257 1,997,680 1,994,521 2,061,826 2,127,515
Long-term debt 190,147 216,719 217,082 234,978 277,232 365,110 376,064 387,346
Other non-current liabilities 107,347 142,897 206,414 225,763 253,508 258,579 263,750 269,025
Total liabilities 2,322,996 2,169,477 2,080,957 2,376,998 2,528,421 2,618,210 2,701,640 2,783,886
Share capital 173,287 138,630 138,630 138,630 138,630 138,630 138,630 138,630
Reserves/R.E./others 910,933 1,073,249 1,101,354 1,158,647 1,241,827 1,320,196 1421534 1,548,458
Shareholders' equity 1,084,221 1,211,878 1,239,984 1,297,277 1,380,457 1,458,826 1,560,164 1,687,088
Minority interests 0 0 0 0 0 0 0 0
Total equity & liabilities 3,407,217 3,381,355 3,320,942 3,674,276 3,908,878 4,077,036 4,261,804 4,470,974
EV 1423931 1,319,670 1,179,356 911,432 1,189,555 1,156,726 1,119,233 1,041,264
Net debt/(cash) 9,905 (94,355)  (234,669)  (502,593)  (224,471) (257,299) (294,792)  (372,761)
BVPS (TWD) 62.568 87.418 89.446 93.578 99.579 105.232 112.542 121.697
Key ratios (%)
Year to 31 Dec 2017 2018 2019 2020 2021 2022E 2023E 2024E
Sales (YoY) 8.0 12.5 0.9 0.3 11.9 44 38 34
EBITDA (YoY) (27.1) 13.0 (7.2) (3.3) 276 121 12.5 11.6
Operating profit (YoY) (35.7) 20.9 (15.6) (3.5) 344 18.9 11.5 10.5
Net profit (YoY) (6.7) (7.0) (10.7) (11.7) 36.9 8.0 15.3 9.2
Core EPS (fully-diluted) (YoY) (6.7) 0.3 35 (11.7) 36.9 8.0 15.3 9.2
Gross-profit margin 6.4 6.3 5.9 5.7 6.0 6.3 6.7 6.9
EBITDA margin 37 37 34 33 37 4.0 44 47
Operating-profit margin 24 26 22 21 25 2.8 3.0 33
Net profit margin 29 24 22 19 2.3 24 2.7 28
ROAE 128 11.2 94 8.0 104 10.6 1.5 1.7
ROAA 46 38 34 29 37 38 4.2 43
ROCE 6.9 73 59 55 6.9 7.6 8.1 8.5
ROIC 8.5 94 8.7 9.7 121 11.9 127 134
Net debt to equity 0.9 na. na. na. na. na. n.a. na.
Effective tax rate 26.0 237 19.3 214 205 21.0 21.0 21.0
Accounts receivable (days) 75.9 78.8 714 67.2 64.0 68.9 68.7 68.9
Current ratio (x) 14 15 1.6 15 15 1.6 1.6 1.6
Net interest cover (x) n.a. n.a. na. n.a. n.a. na. n.a. na.
Net dividend payout 25.0 43.0 50.5 54.5 51.7 479 36.0 33.0
Free cash flow yield n.a. 6.3 16.1 241 n.a. 8.0 8.4 10.7

Source: FactSet, Daiwa forecasts

Company profile

Established in 1974, Hon Hai Precision Industry (Hon Hai) started out making plastic products,
connector products and cable assemblies. It is now the largest electronics manufacturing service (EMS)
provider globally in terms of design, manufacturing, global logistics and after-market service.
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Business update

1Q22 operating results a solid beat

Hon Hai’'s 1Q22 revenue arrived at TWD1,408bn (-26% QoQ, +4% YoY), above our and
market estimates by 3-6%, likely mainly driven by strong iPhone shipments (see our
memo, 6 April). On scale benefits and a favourable mix, Hon Hai’s gross margin arrived at
6.0% (vs. 6.0% in 4Q21; 5.8% in 1Q21), slightly ahead of our/street estimates of 5.9-6.0%.
On solid opex control, operating profit arrived at TWD36.7bn (-30% QoQ, +33% YoY) with
an operating margin of 2.6% (vs. 2.8% in 4Q21 and 2.0% in 1Q21), ahead of our and
street estimates by 20-30%. Due to lower non-op gains on lower investment income on
financial market volatility, 1Q22 net profit was TWD29.5bn (-34% QoQ; +5% YoY) with EPS
of TWD2.1, was in line with our and street estimates.

Solid 2Q22 outlook

In total, the company is Hon Hai reiterated its confident tone for 2Q22, expecting relatively flat revenue YoY/QoQ
expecting relatively flat on growth in cloud, computing, and components, except for smartphones which is
revenue YoY/QoQ, and expected to decline on a high base and a transition period for new and old products. For
we forecast Hon Hai to the cloud business, thanks to strong server demand, especially rapid growth in CSP
maintain its operating clients, Hon Hai expects the business to see strong revenue growth. For the computing
margin at 2.6% in 2Q22 business, despite being affected by the pandemic, the company expects to make use of its
on strong execution supply chain management advantages to secure growth. For its components business, it
capability, offsetting the expects to benefit from market share gains and sees revenue growth despite shipments
extra costs due to the being impacted by the pandemic. On strong execution capability offsetting extra costs due
pandemic to the pandemic, we expect Hon Hai maintain its operating margin at 2.6% in 2Q22 (vs.

2.6% in 1Q22).

Management confident for 2022; solid progress in new
business — EVs and semi

Looking ahead, despite the demand uncertainty and pandemic overhang, the chairman is
confident on the company’s 2022 earnings growth target. He sees visibility improving with
strong demand in the server market, especially from CSP clients, and also mentioned that
there are possibilities for it to further acquire market share in this segment. For computing
products, Hon Hai expects YoY revenue growth in 2022 (vs. relatively flat previously),
thanks to increased end demand and market share gains. For its components business,
Hon Hai maintained its positive view as it continues to gain market share.

For EVs, the chairman views the progress as on track. Hon Hai highlighted its target to
reach TWD1,000bn of revenue (500-750k annual shipments) by 2025, and its solid
development in EVs. It also highlighted its strategy to continue to expand its client base
from Taiwan, the US, and Southeast Asia to Europe and other Asian countries. On recent
progress in its EV business, Hon Hai highlighted the signing of a contract manufacturing
agreement, a joint venture agreement for product development with Lordstown Motors
(RIDE US) on 12 May. It will invest USD55m in the new joint venture and hold a 55% stake
in the joint venture, MIH EV Design LLC, which will design new EV models based on its
MIH platform. Hon Hai also announced the completion of the facility purchase of
Lordstown’s production plant in Ohio, which is a follow-up to the announcement on 1
October 2021 of its plan to acquire Lordstown’s Ohio plant for USD230m (see Cooperation
with Lordstown Motor — a milestone for EV manufacturing in the US, 1 October 2021). The
production site will be the first US production site for Hon Hai, while Lordstown will become
its first mass-produced commercial vehicle client. Hon Hai will start manufacturing
Lordstown’s electric pickup truck from 2H22 (see JV with Lordstown — another solid
progress in EV development, 12 May 2022). Hon Hai also highlighted other progress,
including its Thailand plant cooperation with PTT (see JV with PTT — a milestone for EV
development in ASEAN market, 14 September 2021), which is expected to be completed
at the end of 2023 and enter production in 2024, the introduction of its Model T in Taipei
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City in March 2022, and plans to collaborate with Microsoft to advance Al technology in the
EV and digital health market.

For semiconductors, the company plans to build a comprehensive ecosystem, ranging
from upstream design, wafer manufacturing and power module to downstream application,
by cooperating with other companies and building its own capacities. LiDAR is another
important step for Hon Hai. It will continue to complete LiDAR vertical integration through
developing LiDAR total solutions based on hardware and software integration, and
highlighted that it will have a competitive advantage in terms of specifications and cost.
Hon Hai acquired arQana’s wireless telecommunication business in April 2022 to expand
its footprint in the semiconductor business.

Hon Hai is confident it Due to an improving mix with rising contribution from EVs, semi, and key components, Hon
will reach its 10% gross Hai is confident of reaching its 10% gross margin target in 2025. The chairman’s confident
margin target in 2025 tone for 2022 and its EV business reaffirms our positive view (see Solid outlook, attractive

valuation and upside in EV, 16 March), and we believe its efforts in ESG will offer further
rerating opportunities. Overall, we forecast Hon Hai to record 12-19% YoY operating profit
growth over 2022-23 and see upside in EVs, which we have not factored into our
forecasts.
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its goals and
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during the investor
conference
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Hon Hai: development in EV/auto and other fields

Date Details

16/1/2020 Announced that it will form a JV with Fiat Chrysler Automobile (FCA), focusing on NEVs

71212020 Announced that it will form a JV with Yulon Motor’s fully-owned subsidiary HAITAC, targeting to leverage its experience in car model
development

16/10/2020 Introduced MIH platform during HHTD, which will be an open platform with a variety of product offerings in software and hardware; Hon Hai
targets to be the "Android of EV"

12/11/2020 Announced that AWS, CATL, Microsoft, Tl, Qualcomm, Mediatek, ROHM, and ST have shown interest in its MIH platform

20/12/2021 Announced that DANA, EATON, CarOTA, Tier IV, Autocore and ADLINK have joined its MIH platform

27/12/2021 Announced that DEPO has joined its MIH platform, which will strengthen MIH's technology on auto lamps

4/1/2021 Announced its strategic partnership with Byton and Nanjing Development Zone, targeting to accelerate production of Byton's Mbyte by
1Q22 as part of Hon Hai's 3+3 vision

13/1/2021 Announced that it will set up a JV with Geely; the JV aims to offer global automotive and ridesharing companies total EV solutions; Hon Hai
believes that with its manufacturing capabilities and Geely's expertise in auto, they can provide a competitive design and manufacturing
platform

28/1/2021 Geely announced cooperation with Faraday Future (FF); Geely and Foxconn will provide OEM production manufacturing services to FF
and technology/engineering support

31/1/2021 Launched its EV Kit that provides autonomous driving developers with an easily accessible platform that can shorten the time for system
design and verification via open communication protocols and drive-by-wire technology; the sample will first be used in the Luxgen Motor
S3 U5; Hon Hai also announced that it will hold its first EV Kit member gathering in March and claimed to have 500+ members

201212021 Announced the launch of 3 EV models with MIH reference design in 4Q21 (one e-bus and two commercial EVs) and claimed to have 746
members on the MIH platform; expects to see the EV boom advance to 2024 and targets to have a 10% market share by 2025

241212021 Announced its cooperation with Fisker (FSR US) to launch an EV model under project PEAR; they plan to enter mass production by 4Q23
and targets to ship more than 250,000 vehicles annually

1/3/2021 Announced investment in autonomous driving start-up Autocore.ai's pre-A round with GL Ventures as lead investors; the cooperation could
enhance its technology in autonomous driving applications

18/3/2021 Announced signing of MOU with Nidec (6594 JP); with Nidec's strength in e-powertrain and Foxtron's vehicle design and engineering
capability, the move will strengthen the capability of the MIH platform; they will work on both passenger and commercial vehicles

25/3/2021 MIH held its first member conference; it now has over 1,200 members (90% hardware and 10% software suppliers); it targets to introduce
an electric bus in 2022 and mass-produce C-Class EVs in 2023

5/5/2021 Hon Hai and Yageo (2327 TT) announced the formation of a semiconductor JV, Xsemi Corporation, to work on product development and
sales of small ICs; the company can help provide stable IC supply to EV clients

14/5/2021 Announced on-track progress with Fisker; targets to enter mass production in 4Q23 by providing whole-car manufacturing and components
(small ICs, display, e-powertrain); first manufacturing site will be in the US

18/5/2021 Hon Hai, together with FIH, announced the signing of an MOU with Stellantis (STLA MI) to form a 50:50 JV, Mobile Drive, which targets to
speed up the development timeline of smart cars with innovative in-vehicle user experience

31/5/2021 Announced the signing of an MOU with PTT (PTT TB) to form an open EV platform, aimed at providing comprehensive EV manufacturing
services to Thailand’s auto makers and to accelerate the development timeline; the platform will target the ASEAN market

10/6/2021 Announced that it will spend MYR108m (TWD726m) to obtain 5.0% stake in Dagang Nexchange Berhad (DNEX); DNEX is the major
shareholder of Silterra, which is an 8-inch semi foundry; Hon Hai believes the cooperation will strengthen its capability in semiconductors

15/6/2021 Announced its investment of TWD995m to obtain a 10.5% stake in Giga Solar (3691 TT) to co-develop EV battery materials and accelerate
key component offerings for global EV markets

23/6/2021 Announced the signing of an MOU with Gogoro to accelerate the development of Gogoro'’s battery swapping system and smart scooter

6/7/2021 Foxtron announced the signing of an MOU with San-Ti Group's North-Star International Company (8927 TT) and Kaohsiung Bus Company;
both parties will co-develop the e-bus based on the MIH commercial vehicle platform and target to start operations in 2022

14/7/2021 Announced its participation in the SES PIPE deal to cooperate in the next-generation lithium-metal EV battery technology development

16/7/2021 Announced the signing of an MOU with CTBC FHC (2891 TT) to establish an EV industry fund to invest in Taiwanese companies; they
target to raise TWD5-10bn in total

211712021 Hon Hai and Foxtron plan to form a JV with Nidec (6594 JP) in Taiwan to work on development, production and sales of traction motors;
they target to establish the JV in 2022

5/8/2021 Announced that it will spend TWD2.52bn to purchase a 6-inch wafer fab from Macronix (2337 TT); the fab will focus on R&D and mass
production of third-generation semiconductors, especially SiC for EVs; targets monthly capacity of 15k wafers by 2024

241812021 Announced that FIH and Stellantis will each hold 50% of Mobile Drive. Stellantis will contribute USD40m (in EUR) to the JV and grant
license of mutually agreed IP while FIH will contribute mutually agreed business and assets of Mobile Drive Taiwan and Mobile Drive China

14/9/2021 Announced it will set up a JV with PTT (PTT TB). The total investment amount will be around USD1-2bn and they will start with setting up a
plant for whole car manufacturing. In terms of capacity, they target initial capacity of 50k annually by 2023 and expect to gradually ramp up
to 150k in the future

28/9/2021 Announced signing of MOU with CSCC (1723 TT), Giga Solar (3691 TT), and Long Time Tech (6555 TT) to co-develop EV battery. Hon
Hai targets to unveil its first e-Bus battery by 2023

1/10/2021 Announced reaching agreement with Lordstown Motor (RIDE US) on EV manufacturing and assembly. It targets to spend USD230m to
purchase Lordstown’s facilities and aims to sign a manufacturing contract for Lordstown’s Endurance all-electricity pickup trucks, targeting
mass production by April 2022. Hon Hai will also spend USD50m to obtain 3.8% of Lordstown Motor’s shares

18/10/2021 Hon Hai hosted its Hon Hai Tech Day (HHTD) on 18 October and unveiled its first three EV prototypes including a quality SUV, a luxury
sedan, and an e-Bus

10/11/2021 Foxconn and Lordstown Motors enter into a strategic partnership

21112022 Hon Hai, Gogoro, IBC and Indika to jointly develop a sustainable new energy ecosystem project in Indonesia through investment
cooperation in electric battery, electric vehicles (EV) and its supporting industries

14/2/2022 Vedanta, one of India’s leading multinational groups, and Hon Hai Technology Group (Foxconn), the world’s largest electronics
manufacturing company, announced the signing of an MOU to form a joint venture company that will manufacture semiconductors in India

221212022 Announced its plan to invest USD150m (SAR562.5m) to form an 8.2%-owned JV with Public Investment Fund (Saudi Arabia’s Public
government fund)

22212022 Announced the signing of an MOU with XRSPACE for the right to invest USD100m in XRSPACE

16/3/2022 Announced its plan to release 2 new EV prototypes in 2H22

13/4/2022 Announced the completion of the acquisition of arQana’s wireless telecommunications business

12/5/2022 Announced the signing of a contract manufacturing agreement and joint venture agreement for product development with Lordstown Motors

(RIDE US); Hon Hai announced the completion of the purchase of Lordstown’s facilities

Source: Company, Daiwa

Strong ESG commitments

Besides the business update, Hon Hai also reiterated its goals and commitment to ESG
during the investor conference. On the environment, Hon Hai has submitted its application
of science-based target setting to the Science Based Targets initiative (SBTi) for
assessment. Hon Hai also highlighted its target to reach 100% green energy at its Taiwan
offices and 50% green energy usage at its Taiwan sites by 2030, and reiterated its 2050



Hon Hai: ESG implementation

Set up Nomination Committee
to enhance Board composition
diversity

Source: Company

Hon Hai Precision Industry (2317 TT): 12 May 2022

=
Daiwa
Capital Markets
Hong Kong Limited

target to achieve net-zero emissions. On social activities, Hon Hai reiterated its 10 long-
term goals to boost employee wellbeing and nurture a positive social environment. The
goals include attracting more diverse talent, assuring equal employment opportunities,
increasing the professional talent retention rate to 88%, and ensuring no severe labour
rights incidents that might damage the reputation of Hon Hai and its clients, among others.
On governance, Hon Hai has set up a Nomination Committee to enhance its board
composition diversity. For this year’s board member nominees, over half are independent
directors, and it has increased its female directors to 2. Hon Hai will also release its goals
on governance in the near future.

Hon Hai has received several recognitions, including its headquarters being certified by
Fitwel as a health building; its Longhua Campus was awarded the UL 2799 Gold-Level
Certification for zero waste as the first ecological demo site, and it will continue to promote
the concept of zero waste to other its campuses. It also received the First Place Award
within the electronics industry category in the ESG field from Global Views Monthly.
Overall, we recognise Hon Hai’s solid commitment to ESG.

Hon Hai: ESG recognition

Headquarter, the first building in Longhua Campus awarded UL
Taiwan, certified by Fitwel 3-star 2799 Gold-Level Certification of within el
y usage Award zero waste as the first ecological category in
at Taiwan sites by 2030 demo site Views Monthly

Source: Company
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Valuation and recommendation

Reiterating Buy (1) and maintain 12-month TP at TWD145

We reiterate our Buy (1) The chairman’s confident tone for 2022 and the EV business reaffirms our positive view
rating and maintain the (see Solid outlook, attractive valuation and upside in EV, 16 March), and we believe its
12-month TP at TWD145, efforts in ESG will offer further re-rating opportunities. Looking ahead, we forecast Hon Hai
still based on a 13x PER to record 12-19% YoY operating profit growth over 2022-23 and see upside in EVs, which
on our revised 1-year we have not factored into our forecasts.

forward EPS estimate

We keep our 2022-23 EPS roughly unchanged, and introduce our 2024 forecasts. We
reaffirm our Buy (1) call and 12-month TP of TWD145, still based on 13x PER on our 1-
year forward EPS forecast. The stock is trading at a 9.4x 2022E PER, which we view as
attractive.

Risk
Key downside risk to our view on Hon Hai would be higher pricing competition.

Hon Hai: forecast revisions

Revised forecasts Previous forecasts Change

(TWDm) 2022E 2023E 2024E 2022E 2023E 2024E 2022E  2023E  2024E
Revenues 6,260,000 6,500,000 6,720,000 6,250,000 6,500,000 n.a. 02%  0.0% na.
Gross profit 396,258 435,500 460,320 393,125 435,500 n.a. 08%  0.0% na.
Operating profit 177,158 197,600 218,400 168,750 196,950 n.a. 5.0% 0.3% n.a.
Pre-tax profit 203,109 232,185 254,819 209,085 239,709 n.a. 29%  -31% na.
Net profit 150,456 173,426 189,307 150,177 173,370 n.a. 02%  0.0% na.
EPS (TWD) 10.85 12.51 13.66 10.83 12.51 n.a. 02%  0.0% na.
Margins (%)

Gross Margin 6.3% 6.7% 6.9% 6.3% 6.7% n.a.

Operating Margin 2.8% 3.0% 3.3% 2.1% 3.0% n.a.

Pre-tax Margin 3.2% 3.6% 3.8% 3.3% 3.7% n.a.

Net Margin 24% 2.7% 2.8% 24% 2.7% n.a.

Source: Daiwa forecasts

Hon Hai: quarterly and annual P&L statements

2022E 2023E 2022E  2023E  2024E
(TWDm) 1Q 2QE 3QE 4QE 1QE 2QE 3QE 4QE
Net sales 1,407,553 1,389,519 1,499,815 1,963,113 1,459,405 1,473,425 1,570,349 1,996,820 6,260,000 6,500,000 6,720,000
Gross profit 84,766 84,761 97,488 129,243 91,943 94299 111,495 137,763 396,258 435,500 460,320

Operating costs 48,097 48,633 52,644 69,726 56,333 59,821 57475 64,271 219,100 237,900 241,920
Operating profit 36,669 36,127 44,844 59,517 35609 34478 54,020 73,492 177,158 197,600 218,400

Pretax profit 36,927 42,615 51,023 72,543 43295 43,124 62,666 83,099 203,109 232,185 254,819
Net profit 29450 28,609 38319 54,078 32197 25531 47,633 68,065 150,456 173,426 189,307
EPS (TWD) 212 2.06 2.76 3.90 2.32 1.84 344 4.91 10.85 12.51 13.66
Operating Ratios

Gross margin 6.0% 6.1% 6.5% 6.6% 6.3% 6.4% 71% 6.9% 6.3% 6.7% 6.9%
Operating margin 2.6% 2.6% 3.0% 3.0% 2.4% 2.3% 3.4% 3.7% 2.8% 3.0% 3.3%
Pre-tax margin 2.6% 3.1% 3.4% 3.7% 3.0% 2.9% 4.0% 4.2% 3.2% 3.6% 3.8%
Net margin 2.1% 2.1% 2.6% 2.8% 2.2% 1.7% 3.0% 3.4% 2.4% 2.7% 2.8%
YoY (%)

Net revenue 4% 3% % 4% 4% 6% 5% 2% 4% 4% 3%
Gross profit 8% 4% 10% 14% 8% 1% 14% % 9% 10% 6%
Operating income 33% 11% 24% 13% -3% -5% 20% 23% 19% 12% 1%
Net income 5% -4% 4% 22% 9% 1% 24% 26% 8% 15% 9%
QoQ (%)

Net revenue -26% -1% 8% 31% -26% 1% % 21%

Gross profit -26% 0% 15% 33% -29% 3% 18% 24%

Operating income -30% -1% 24% 33% -40% -3% 57% 36%

Net income -34% -3% 34% 41% -40% -21% 87% 43%

Source: Company, Daiwa forecasts
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ESG risks
Risks Management  Analyst comments
. Hon Hai has incorporated 3 independent members into its 9-people Board of Directors in pursuit
Executive/board ) )
quality 2 of better govemance. However, the company's Chairman and CEO are the same person,
representing an absence of separation of roles.
Capital management 1 Hon Hai declared over 40% payout ratio during most of the years since 2014, pointing to a
G shareholder-friendly dividend policy.
Revenue from related parties accounted for 3% of total revenue in 2020, while purchases from
Related party & 2 related parties were at 2% of cost of sales. The majority of the related-party transactions came
transaction from its business with Sharp and its subsidiary. We see limited risk from related-party
transactions.
s Supply chain 1 Hon Hai aims to integrate sustainability into its supply chain and requires its suppliers to comply
management with a series of standards rolled out by Hon Hai as well as third-party organisations.
Hon Hai recognizes employees as the most important asset and continues to invest in its
workforce. In 2020, it invested TWD400m in Foxconn University for employee education and
S | Labor practices 9 TWD176m in its employee baby welfare programme. In terms of safety, Hon Hai has an
Emergency Response Centre, aiming to achieve its goals of “100% Safety at Work” and “zero
injuries, occupational disease or accidents”. Overall, we note that Hon Hai has improved in
labour management in recent years.
Hon Hai adhere to green design concepts and incorporate environmental factors and pollution
s Product design & prevention measures during the design and development stages. The company's green product
lifecycle management design guidelines include four axes: "energy-saving, non-harmful, reduction and easily
recyclable."
Company specific Management  Analyst comments
Hon Hai announced it will commit to Climate Action 100+ in November 2020 and aims to achieve
E | GHG emissions 2 net-zero greenhouse gas emissions by 2050. Its GHG emission intensity (tonnes/TWDm sales)

improved from 1.48 in 2019 to 1.03 in 2020.

Note: Management score represents a company's ability to manage/benefit from certain ESG topics. The scores range from 1 to 3, with 1 being the strongest.

Source: Daiwa
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John LUGTU (63) 287373023  john.lugtu@dbpdaiwacm.com.ph
Consumer

JAPAN

Shinichiro OZAKI (81) 355557062  shinichiro.ozaki@hk.daiwacm.com
Steel (Japan/ China); Non-ferrous Metals; Electric Cable (Japan)



mailto:leo.ho@hk.daiwacm.com

Daiwa’s Offices

Office / Branch / Affiliate

DAIWA SECURITIES GROUP INC

HEAD OFFICE

Daiwa Securities Trust Company

Daiwa Securities Trust and Banking (Europe) PLC (Head Office)

Daiwa Europe Trustees (Ireland) Ltd

Daiwa Capital Markets America Inc. New York Head Office

Daiwa Capital Markets America Inc. San Francisco Branch

Daiwa Capital Markets Europe Limited, London Head Office

Daiwa Capital Markets Europe Limited, Frankfurt Branch

Daiwa Capital Markets Europe Limited, Paris Representative Office
Daiwa Capital Markets Europe Limited, Geneva Branch

Daiwa Capital Markets Europe Limited,
Moscow Representative Office
Daiwa Capital Markets Europe Limited, Bahrain Branch

Daiwa Capital Markets Hong Kong Limited

Daiwa Capital Markets Singapore Limited
Daiwa Capital Markets Australia Limited
DBP-Daiwa Capital Markets Philippines, Inc

Daiwa-Cathay Capital Markets Co Ltd

Daiwa Securities Capital Markets Korea Co., Ltd.

Daiwa Securities Co. Ltd., Beijing Representative Office
Daiwa (Shanghai) Corporate Strategic Advisory Co. Ltd.
Daiwa Securities Co. Ltd., Bangkok Representative Office
Daiwa Capital Markets India Private Ltd

Daiwa Securities Co. Ltd., Hanoi Representative Office

DAIWA INSTITUTE OF RESEARCH LTD
HEAD OFFICE
MARUNOUCHI OFFICE

New York Research Center

London Research Centre

Address

Gran Tokyo North Tower, 1-9-1, Marunouchi, Chiyoda-ku, Tokyo, 100-6753

One Evertrust Plaza, Jersey City, NJ 07302, U.S.A.
5 King William Street, London EC4N 7JB, United Kingdom

Level 3, Block 5, Harcourt Centre, Harcourt Road, Dublin 2, Ireland

Financial Square, 32 Old Slip, New York, NY10005, U.S.A.

555 California Street, Suite 3360, San Francisco, CA 94104, U.S.A.
5 King William Street, London EC4N 7AX, United Kingdom

Neue Mainzer Str. 1, 60311 Frankfurt/Main, Germany

17, rue de Suréne 75008 Paris, France

50 rue du Rhone, P.O.Box 3198, 1211 Geneva 3, Switzerland

Midland Plaza 7th Floor, 10 Arbat Street, Moscow 119002,
Russian Federation

7th Floor, The Tower, Bahrain Commercial Complex, P.O. Box 30069,
Manama, Bahrain

Level 28, One Pacific Place, 88 Queensway, Hong Kong

7 Straits View, Marina One East Tower, #16-05 & #16-06,
Singapore 018936, Republic of Singapore

Level 34, Rialto North Tower, 525 Collins Street, Melbourne,
Victoria 3000, Australia

18th Floor, Citibank Tower, 8741 Paseo de Roxas, Salcedo Village,
Makati City, Republic of the Philippines

14/F, 200, Keelung Road, Sec 1, Taipei, Taiwan, R.O.C.

20 FI.& 21FI. One IFC, 10 Gukjegeumyung-Ro, Yeongdeungpo-gu,
Seoul, Korea

Room 301/302, Kerry Center, 1 Guanghua Road, Chaoyang District,
Beijing 100020, People’s Republic of China

44/F, Hang Seng Bank Tower, 1000 Lujiazui Ring Road, Pudong,
Shanghai China 200120 , People’s Republic of China

18" Floor, M Thai Tower, All Seasons Place, 87 Wireless Road,
Lumpini, Pathumwan, Bangkok 10330, Thailand

Unit No. 503, Windsor, Off CST Road, Santacurz East, MUMBAI-400098,

Maharashtra, India

Suite 405, Pacific Palace Building, 83B, Ly Thuong Kiet Street,
Hoan Kiem Dist. Hanoi, Vietnam

15-6, Fuyuki, Koto-ku, Tokyo, 135-8460, Japan

Gran Tokyo North Tower, 1-9-1, Marunouchi, Chiyoda-ku, Tokyo, 100-6756

11th Floor, Financial Square, 32 Old Slip, NY, NY 10005-3504, U.S.A.
3/F, 5 King William Street, London, EC4N 7AX, United Kingdom
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(86) 21 3858 2111
(66) 2 252 5665

(91) 22 6622 1019

(84) 4 3946 0461

(81) 3 5620 5603
(81) 35202 2021

(1) 212 612 8417
(44) 207 597 8550
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Important Disclosures and Disclaimer

This publication is produced by Daiwa Securities Group Inc. and/or its non-U.S. affiliates, and distributed by Daiwa Securities Group Inc. and/or its non-U.S. affiliates, except to the extent expressly
provided herein. This publication and the contents hereof are intended for information purposes only, and may be subject to change without further notice. Any use, disclosure, distribution,
dissemination, copying, printing or reliance on this publication for any other purpose without our prior consent or approval is strictly prohibited. Neither Daiwa Securities Group Inc. nor any of its
respective parent, holding, subsidiaries or affiliates, nor any of its respective directors, officers, servants and employees, represent nor warrant the accuracy or completeness of the information
contained herein or as to the existence of other facts which might be significant, and will not accept any responsibility or liability whatsoever for any use of or reliance upon this publication or any
of the contents hereof. Neither this publication, nor any content hereof, constitute, or are to be construed as, an offer or solicitation of an offer to buy or sell any of the securities or investments
mentioned herein in any country or jurisdiction nor, unless expressly provided, any recommendation or investment opinion or advice. Any view, recommendation, opinion or advice expressed in
this publication may not necessarily reflect those of Daiwa Securities Group Inc., and/or its affiliates nor any of its respective directors, officers, servants and employees except where the publication
states otherwise. This research report is not to be relied upon by any person in making any investment decision or otherwise advising with respect to, or dealing in, the securities mentioned, as it
does not take into account the specific investment objectives, financial situation and particular needs of any person.

Daiwa Securities Group Inc., its subsidiaries or affiliates, or its or their respective directors, officers and employees from time to time have trades as principals, or have positions in, or have other
interests in the securities of the company under research including market making activities, derivatives in respect of such securities or may have also performed investment banking and other
services for the issuer of such securities. Daiwa Securities Group Inc., its subsidiaries or affiliates do and seek to do business with the company(s) covered in this research report. Therefore,
investors should be aware that a conflict of interest may exist. The following are additional disclosures.

Ownership of Securities
For “Ownership of Securities” information, please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Investment Banking Relationship
For “Investment Banking Relationship”, please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Daiwa Securities Co. Ltd. and Daiwa Securities Group Inc.
Daiwa Securities Co. Ltd. is a subsidiary of Daiwa Securities Group Inc.

Investment Banking Relationship

Within the preceding 12 months, the subsidiaries and/or affiliates of Daiwa Securities Group Inc. * has lead-managed public offerings and/or secondary offerings of the equities or relevant securities
of the following companies: Tam Jai International Co Limited (2217 HK) and Daiwa House Logistics Trust (DHLU SG).

*Subsidiaries of Daiwa Securities Group Inc. for the purposes of this section shall mean any one or more of: Daiwa Capital Markets Hong Kong Limited (X1 A5 155 873 R/AF), Daiwa Capital
Markets Singapore Limited, Daiwa Capital Markets Australia Limited, Daiwa Capital Markets India Private Limited, Daiwa-Cathay Capital Markets Co., Ltd., Daiwa Securities Capital Markets Korea
Co., Ltd.

Within the last 12 months, the subsidiaries and/or affiliates of Daiwa Securities Group Inc. * has received compensation for investment banking services from Bank of China Ltd (3988 HK); Westpac
Banking Corp (WBC AU), Malayan Banking Bhd (MAY MK), Property Perfect Public Company Limited (PF TB) and Macquarie Group Limited (MQG AU).

Hong Kong

This research is distributed in Hong Kong by Daiwa Capital Markets Hong Kong Limited (KA1 A i@ A IR A ) (‘DHK”) which is regulated by the Hong Kong Securities and Futures
Commission. Recipients of this research in Hong Kong may contact DHK in respect of any matter arising from or in connection with this research.

Investment Banking Relationship

Within the preceding 12 months, Daiwa Capital Markets Hong Kong Limited has lead-managed public offerings and/or secondary offerings of the equities or relevant securities of the following
companies: Tam Jai International Co Limited (2217 HK) and Daiwa House Logistics Trust (DHLU SG).

Relevant Relationship (DHK)

DHK may from time to time have an individual employed by or associated with it serves as an officer of any of the companies under its research coverage.

Singapore

This research is distributed in Singapore by Daiwa Capital Markets Singapore Limited and it may only be distributed in Singapore to accredited investors, expert investors and institutional investors
as defined in the Financial Advisers Regulations and the Securities and Futures Act (Chapter 289), as amended from time to time. By virtue of distribution to these category of investors, Daiwa
Capital Markets Singapore Limited and its representatives are not required to comply with Section 36 of the Financial Advisers Act (Chapter 110) (Section 36 relates to disclosure of Daiwa Capital
Markets Singapore Limited’s interest and/or its representative’s interest in securities). Recipients of this research in Singapore may contact Daiwa Capital Markets Singapore Limited in respect of
any matter arising from or in connection with the research.

Australia
This research is distributed in Australia by Daiwa Capital Markets Australia Limited and it may only be distributed in Australia to wholesale investors within the meaning of the Corporations Act.
Recipients of this research in Australia may contact Daiwa Capital Markets Stockbroking Limited in respect of any matter arising from or in connection with the research.

India

This research is distributed in India to Institutional Clients only by Daiwa Capital Markets India Private Limited (Daiwa India) which is an intermediary registered with Securities & Exchange Board
of India as a Stock Broker, Merchant Bank and Research Analyst. Daiwa India, its Research Analyst and their family members and its associates do not have any financial interest save as disclosed
or other undisclosed material conflict of interest in the securities or derivatives of any companies under coverage. The research analyst who prepared this report have no financial interest in
securities of the issuers covered in the report, has not served (nor any members of their household) as officer, employee, director or advisory board member of the issuer(s) covered in the report,
and are not aware of any relevant material conflict of interest involving the analyst or DCMI, and did not receive any compensation from the issuer during the past 12 months. Daiwa India and its
associates, may have received compensation for any products other than Investment Banking (as disclosed)or brokerage services from the subject company in this report or from any third party
during the past 12 months. Daiwa India and its associates may have debt holdings in the subject company. For information on ownership of equity, please visit BlueMatrix disclosure Link at
https://daiwa3.bluematrix.com/sellside/Disclosures.action.

There is no material disciplinary action against Daiwa India by any regulatory authority impacting equity research analysis activities as of the date of this report.

Associates of Daiwa India, registered with Indian regulators, include Daiwa Capital Markets Singapore Limited and Daiwa Portfolio Advisory (India) Private Limited and Associates of Daiwa India
having office in India but not registered with any Indian regulators include Daiwa Corporate Advisory India Private Limited.

Taiwan

This research is solely for reference and not intended to provide tailored investment recommendations. This research is distributed in Taiwan by Daiwa-Cathay Capital Markets Co., Ltd. and it
may only be distributed in Taiwan to specific customers who have signed recommendation contracts with Daiwa-Cathay Capital Markets Co., Ltd. and non-customers including (i) professional
institutional investors, (i) TWSE or TPEXx listed companies, upstream and downstream vendors, and specialists that offer or seek advice, and (jii) potential customers with an actual need for
business development in accordance with the Operational Regulations Governing Securities Firms Recommending Trades in Securities to Customers. Recipients of this research including non-
customer recipients of this research shall not provide it to others or engage in any activities in connection with this research which may involve conflicts of interests. Neither Daiwa-Cathay Capital
Markets Co., Ltd. nor its personnel who writes or reviews the research report has any conflict of interest in this research. Since Daiwa-Cathay Capital Markets Co., Ltd. does not operate brokerage
trading business in foreign markets, this research is prepared on a “without recommendation” to any foreign securities basis and Daiwa-Cathay Capital Markets Co., Ltd. does not accept
orders from customers to trade in such foreign securities. Recipients of this research shall carefully judge their own investment risk and take full responsibility for the results of any resulting
investments in the companies and/or sectors featured in this research. Without the prior written permission of Daiwa-Cathay Capital Markets Co., Ltd., recipients of this research are prohibited
from disclosing the research to the media, reprinting the research, or quoting from the research to other parties. Recipients of this research in Taiwan may contact Daiwa-Cathay Capital Markets
Co., Ltd. in respect of any matter arising from or in connection with the research.

Philippines

This research is distributed in the Philippines by DBP-Daiwa Capital Markets Philippines, Inc. which is regulated by the Philippines Securities and Exchange Commission and the Philippines Stock
Exchange, Inc. Recipients of this research in the Philippines may contact DBP-Daiwa Capital Markets Philippines, Inc. in respect of any matter arising from or in connection with the research. DBP-
Daiwa Capital Markets Philippines, Inc. recommends that investors independently assess, with a professional advisor, the specific financial risks as well as the legal, regulatory, tax, accounting,
and other consequences of a proposed transaction. DBP-Daiwa Capital Markets Philippines, Inc. may have positions or may be materially interested in the securities in any of the markets mentioned
in the publication or may have performed other services for the issuers of such securities.

For relevant securities and trading rules please visit SEC and PSE links at http://www.sec.gov.ph and http://www.pse.com.ph/ respectively.

Thailand

This research is distributed to only institutional investors in Thailand primarily by Thanachart Securities Public Company Limited (“TNS”).

This report is prepared by analysts who are employed by Daiwa Securities Group Inc. and/or its non-U.S. affiliates. This report is provided to you for informational purposes only and it is not, and
is not to be construed as, an offer or an invitation to make an offer to sell or buy any securities. Neither TNS, Daiwa Securities Group Inc. nor any of their respective parent, holding, subsidiaries
or affiliates, nor any of their respective directors, officers, servants and employees accept any liability whatsoever for any direct or consequential loss arising from any use of this research or its
contents.

The information and opinions contained herein have been compiled or arrived at from sources believed to be reliable. However, TNS, Daiwa Securities Group Inc. nor any of their respective parent,
holding, subsidiaries or affiliates, nor any of their respective directors, officers, servants and employees make no representation or warranty, express or implied, as to their accuracy or completeness.
Expressions of opinion herein are subject to change without notice. The use of any information, forecasts and opinions contained in this report shall be at the sole discretion and risk of the user.

TNS, Daiwa Securities Group Inc., their respective parent, holding, subsidiaries or affiliates, their respective directors, officers, servants and employees may have positions and financial interest
in securities mentioned in this research. Thanachart Securities Public Company Limited, Daiwa Securities Group Inc., their respective parent, holding, subsidiaries or affiliates may from time to

13


https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
https://daiwa3.bluematrix.com/sellside/Disclosures.action
http://www.sec.gov.ph/
http://www.pse.com.ph/

Hon Hai Precision Industry (2317 TT): 12 May 2022

Daiwa

Capital Markets
Hong Kong Limited

time perform investment banking or other services for, or solicit investment banking or other business from, any entity mentioned in this research. Therefore, investors should be aware of conflict
of interest that may affect the objectivity of this research.

United Kingdom

This research report is produced by Daiwa Securities Co. Ltd. and/or its affiliates and is distributed in the European Union, Iceland, Liechtenstein, Norway and Switzerland. Daiwa Capital Markets
Europe Limited is authorised and regulated by The Financial Conduct Authority (‘FCA”) and is a member of the London Stock Exchange and Eurex. This publication is intended for investors who
are not Retail Clients in the United Kingdom within the meaning of the Rules of the FCA and should not therefore be distributed to such Retail Clients in the United Kingdom. Should you enter into
investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by the United Kingdom regulatory system
may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available.

Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at
http://iwww.uk.daiwacm.com/about-us/corporate-governance-regulatory.

Germany
This document has been approved by Daiwa Capital Markets Europe Limited, Niederlassung Frankfurt which is regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the
conduct of business in Germany.

Bahrain
This research material is distributed in Bahrain by Daiwa Capital Markets Europe Limited, Bahrain Branch, regulated by The Central Bank of Bahrain and holds Investment Business Firm — Category
2 license and having its official place of business at the Bahrain World Trade Centre, South Tower, 7th floor, P.O. Box 30069, Manama, Kingdom of Bahrain. Tel No. +973 17534452 Fax No. +973
535113

United States

This research is distributed into the United States directly by Daiwa Capital Markets Hong Kong Limited (DCMHK) and in certain cases indirectly by Daiwa Capital Markets America Inc. (DCMA),
a U.S. Securities and Exchange Commission registered broker-dealer and FINRA member firm, exclusively to “major U.S. institutional investors”, as defined under Rule 15a-6 promulgated under
the U.S. Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (SEC). Where this is co-branded research published by
Daiwa’s partners in collaboration with other parties not affiliated with Daiwa, this research is distributed in the United States by DCMHK only. This report is not an offer to sell or the solicitation of
any offer to buy securities. U.S. customers wishing to effect transactions in any designated investment discussed in this report should do so through a qualified salesperson of DCMA. Non-U.S.
customers wishing to effect transactions in any designated investment discussed in this report should contact a Daiwa entity in their local jurisdiction. The securities or other investment products
discussed in this report may not be eligible for sale in some jurisdictions.

Analysts employed outside the U.S., as specifically indicated elsewhere in this report, are not registered as research analysts with FINRA. These analysts may not be associated persons of DCMA,
and therefore may not be subject to FINRA Rule 2241 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.
ADDITIONAL IMPORTANT DISCLOSURES CAN BE FOUND AT:

https://daiwa3.bluematrix.com/sellside/Disclosures.action

Ownership of Securities
For “Ownership of Securities” information please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Investment Banking Relationships
For “Investment Banking Relationships” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

DCMA Market Making
For “DCMA Market Making” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Research Analyst Conflicts

For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The principal research analysts who prepared this
report have no financial interest in securities of the issuers covered in the report, are not (nor are any members of their household) an officer, director or advisory board member of the issuer(s)
covered in the report, and are not aware of any material relevant conflict of interest involving the analyst or DCMA, and did not receive any compensation from the issuer during the past 12 months
except as noted: no exceptions.

Research Analyst Certification

For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The views about any and
all of the subject securities and issuers expressed in this Research Report accurately reflect the personal views of the research analyst(s) primarily responsible for this report (or the views of the
firm producing the report if no individual analyst is named on the report); and no part of the compensation of such analyst (or no part of the compensation of the firm if no individual analyst is named
on the report) was, is, or will be directly or indirectly related to the specific recommendations or views contained in this Research Report.

The following explains the rating system in the report as compared to relevant local indices, unless otherwise stated, based on the beliefs of the author of the report.
"1": the security could outperform the local index by more than 15% over the next 12 months.

the security is expected to outperform the local index by 5-15% over the next 12 months.

the security is expected to perform within 5% of the local index (better or worse) over the next 12 months.

the security is expected to underperform the local index by 5-15% over the next 12 months.

": the security could underperform the local index by more than 15% over the next 12 months.

Disclosure of investment ratings

Rating Percentage of total
Buy* 82.87%
Hold** 14.03%
Sell*** 3.10%

Source: Daiwa

Notes: data is for single-branded Daiwa research in Asia (ex Japan) and correct as of 31 March 2022.
* comprised of Daiwa’s Buy and Outperform ratings.

** comprised of Daiwa’s Hold ratings.

*** comprised of Daiwa’s Underperform and Sell ratings.

Additional information may be available upon request.

Japan - additional notification items pursuant to Article 37 of the Financial Instruments and Exchange Law
(This Notification is only applicable where report is distributed by Daiwa Securities Co. Ltd.)

If you decide to enter into a business arrangement with us based on the information described in materials presented along with this document, we ask you to pay close attention to the following
items.

« In addition to the purchase price of a financial instrument, we will collect a trading commission* for each transaction as agreed beforehand with you. Since commissions may be included in the
purchase price or may not be charged for certain transactions, we recommend that you confirm the commission for each transaction.

In some cases, we may also charge a maximum of ¥ 2 million (including tax) per year as a standing proxy fee for our deposit of your securities, if you are a non-resident of Japan.

For derivative and margin transactions etc., we may require collateral or margin requirements in accordance with an agreement made beforehand with you. Ordinarily in such cases, the amount
of the transaction will be in excess of the required collateral or margin requirements.

There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest rates, exchange rates, stock prices,
real estate prices, commaodity prices, and others. In addition, depending on the content of the transaction, the loss could exceed the amount of the collateral or margin requirements.

There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by us.

Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as certified public accountants.
*The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current market conditions and the content of
each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take responsibility for your own decisions regarding
the signing of the agreement with us.

Corporate Name: Daiwa Securities Co. Ltd.
Financial instruments firm: chief of Kanto Local Finance Bureau (Kin-sho) No.108
Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan,

Japan Securities Investment Advisers Association, Type Il Financial Instruments Firms Association,
Japan Security Token Offering Association
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