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Short-Term Pressure Remains, Downgrade to “Accumulate”
WM RS, RS “fsE”

° Nexteer’s 1H19 net profit was down 34.3% yoy to USD131.1 million, )
below market and our expectation. The significant decrease was due to Rating: Accumulate

& g_ decrease in both sales and gross margin. Sales decreased by 10.5%,
=] & dragged by Asia Pacific region (-27.0% yoy) as China market was weak. L Wk
# > North America sales decreased 5.1% yoy due to loss of revenue from GM
. g platform changes but alleviated by overall stronger sales of SUV and
=] g full-sized truck:.;..Gross margm. decreased 2.3 ppts to 15.8% on tougher price 6-18m TP E kil HK$7.47
O pressure and rising raw materials cost.
®  Other highlights in 1H19: 1) Backlog increased to USD25.6 billion. Backlog Share price i HK$6.500
continued to grow since 3Q17. EPS comprised 71% of total backlog, more
than current revenue mix; 2) Nexteer has opened two new factories, one in
Liuzhou, China and one in Kenitra, Morocco. Both factories will further Stock performance
enhance the Company’s production and engineering capability to better JE A I
sever regional customers. 10.0 b of return
o We have reduced our shareholders’ net profit forecast by 23.7%/ 17.2%/ 0.0 [/
8.2% in 2019 to 2021, respectively. We have reduced our expectations on
JE g revenue and gross margin. oot
* § ] We have revised downwards our TP to HK$7.47 on lower earnings @t
W S forecast and valuation, and reduce investment rating to "Accumulate". (30.0) T
< Our TP represents 8.1x 2019 PER and 6.9x 2020 PER. The Company is (@00 +
% 3 trading at a historical low valuation. With forward 12M PER of 6.7x, we
H & believe there is trading opportunity at this valuation. Our valuation is below 1 (50.0) =
= S.D. of historical mean, which we believe is appropriate. puee Hov e Fee e pueo
tllj: 5 HSI Index NEXTEER
Al ° fif 44 2019 £24F F RV FIEE L FRE 34.3%E 131.1 BAER, KFHHRARIMINT
B PFNEEE TR B THEMEBFRN T dT hEHEK, EAMX ST
- B (FILL TR 27.0%) 14 R A B R LT 2 10.5%. JLEHERLL TR 5.1%, &l T Change in Share Price 1M 3M 1y
g BARET R RMEAIRE, BERT SUV M4 RST-RZE 1B A &5 i Wiz 14 34H 14
3 Geffte HHT S PRIR BN RS R A SR A Lk, BRI T 2.3 NE 2 A 15.8%. ADS. %
¥y O o - - . Sarl A5 % (27.5) (38.3) (45.8)
@ ®  20194F BFHAMMFR: 1) 2019 4 FPAEMFE T ERIINE] 256 143 7C. H 2017 F5 Rel. % to HS Index
E g 3FMELIK, ETTRBLRI. el E e (EPS) 3 71%, 5T 2RI HixHEH ) % aes @83 GO
% 5 ks 2>j1ﬁ*i##7£44 l*ﬁﬂd‘%ﬂ)ﬁ?ﬁ%‘%h‘é%ﬁ%&M%%EI} Lo R RS ﬁ)’gﬂ;}?rz%ri)cs(HKﬂi) 8.1 9.1 105
% g— /Aﬁjﬁ"]q:l“‘ﬂ] *%ﬁléj], E&Tiﬂﬂ&%TﬁEW?ﬂ 1o Source: Bloomberg, Guotai Junan International.
0 8 o RAIAHIT 2019 F£F 2021 FHIRAFNEHI 23.7%/ 17.2%/ 8.2%. A1 AR T3
T LONIEEVSI ESORTTEN
17 E ° HTEFTAFGETHE, ROSTABRNE 7.47 %u, FTFARKIPERE “BE”.
v 2 AT AR RERE 8.0 fi 2010 4T R %M 6.9 fit 2020 4%, AT HATHf (LT
g DI SARAL, 12 AN H BT E 0N 6.7 4, I HIRA A AL T ARX R A B 7SS S Bl
= 2o PATRIMAANCT P72 P2 L AMbsdEZ, AT NI & H.
<
Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
G [ION EREZ LR WRIEFIAES) WEF G R 5313195 AR R
12/31 (US$ m) (US$ m) (US$) (A %) (x) (US$) (x) (US$) (%) (%)
2017A 3,878 352 0.141 19.5 5.9 0.560 15 0.028 34 28.6
— 2018A 3,912 380 0.152 7.8 5.5 0.667 1.2 0.031 3.7 24.7
% 2019F 3,733 293 0.117 (23.0) 7.1 0.761 1.1 0.024 2.9 16.4
iiit g 2020F 3,970 344 0.137 17.1 6.0 0.870 1.0 0.028 3.4 16.8
T g 2021F 4,278 422 0.168 22.6 4.9 1.005 0.8 0.034 4.1 18.0
e g Shares in issue (m) &M% (m) 2,505.7 Major shareholder %% PCM Holding 67.2%
g Market cap. (HK$ m) 1if (HK$ m) 16,287.1 Free float(%) H HiiE 2% (%) 32.8
% 3 month average vol. 3 4~ H ¥4 a5 % £1(‘000) 3,679.2 FY19 Net gearing (%) FY19 1 1 fii/I ¥4 (%) Net cash
52 Weeks high/low (HK$) 52 Ji /% (HKS$) 13.420 / 6.420 FY19 Est. NAV (HK$) FY19 fEfhifl (it 9.1

Source: the Company, Guotai Junan International.
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1H19 RESULTS REVIEW

Nexteer’s (the "Company") 1H19 net profit was down 34.3% yoy to USD131.1 million, below market and our expectation.
The decline is mainly affected by the decreased in sales and gross margins, and loss of revenue due to platform changes of GM

in North America. Key highlights of 1H19 are as follows: g
o
Revenue decreased 10.5% yoy to USD1,832.3 million. The decline is due to overall weak auto production in key markets %
and currency headwind as USD strengthened against EUR and RMB during the period. f
By product, sales of electric power steering ("EPS") systems decreased 10.3% yoy, making up 66.7% of total revenue in
1H19 (1H18: 64.6%). Hydraulic power steering ("HPS") decreased by 20.7% yoy, representing only 14.7% of total revenue,
and was the second revenue driver. Columns and intermediate shafts (“CIS”) decreased by 16.4% yoy due to loss of
revenue from a customer vehicle platform transition.
In terms of geographical segments, all segment record yoy decrease. North America was down by 5.1% yoy, and was still
far better than other region. We believe the better sales in SUV and pick-up trucks in North America alleviated the sales
decline. Meanwhile, EMEA & SA region was down 11.7% yoy. Similarly, Asia Pacific region decreased by 27.0% yoy, and
was the worst performing region as dragged by China, which down by 30.5% yoy.
Net finance cost decreased significantly by 63.6% yoy to USD2.3 million from USD6.4 million in 1H19 due to strong interest
income.
Gross profit declined 21.8% yoy, in which gross margin decreased by 2.3 ppts yoy to 15.8%. The decrease was caused by
more competitive pricing and the increase of raw materials cost such as steel and aluminum due to 1) rising commodity
price and 2) tariffs impact.
Solid balance sheet noted as net cash position maintain and generated USD45 million free cash flow in 1H19.
. Similar to prior interim period, no dividend declare for the period.
Table-1: Summary of 1H19 Results of Nexteer
1H19 1H18 YoY 2H18 HoH
USD mn, except per share item
Revenue 1,832.3 2,047.0 -10.5% 1,865.2 -1.8%
Cost of sales (1,543.4) (1,677.4) -8.0% (1,559.4) -1.0%
Gross profit 288.9 369.6 -21.8% 305.8 -5.5%
Engineering and product development costs (65.4) (59.5) 9.9% (63.5) 3.0%
Selling and distribution expenses (9.4) (9.8) -4.0% 9.7) -2.6% <
Administrative expenses (57.6) (62.7) -8.0% (61.1) -5.7% i
Other gains (losses), net 31 2.2 43.9% 12.7 -75.2% §
Operating profit 159.6 239.8 -33.4% 184.2 -13.4% e
Finance costs, net (2.3) (6.4) -63.6% (2.9) -18.4% prich
Share of income of a joint venture (2.2) (2.0) 13.8% (2.4) -6.7% ij
Profit before income tax 155.0 231.4 -33.0% 179.0 -13.4% ‘z
Income tax expense (22.8) (29.1) -21.8% 3.0 -848.6% %
Profit for the year / period 132.3 202.3 -34.6% 182.0 -27.3% g
Equity holders of the Company 131.1 199.6 -34.3% 180.1 -27.2%
Non-controlling interests 1.2 2.7 -57.1% 2.0 -39.8%
Basic EPS (US$) 0.052 0.080 -34.3% 0.072 -27.2%
Dividend, per share (US$) 0 0 n.a. 0 n.a.
Source: the Company, Guotai Junan International.
Table-2: Key Operating Data
1H19 1H18 YoY 2H18 HoH
Ratios ppts ppts
Gross margin 15.8% 18.1% (2.29) 16.4% (0.63)
Operating margin 8.7% 11.7% (3.00) 9.9% (1.17)
Net margin 7.2% 9.9% (2.66) 9.8% (2.54)
Effective tax rate 14.7% 12.6% 2.11 -1.7% 16.37
Selling and distribution expense 0.5% 0.5% 0.03 0.5% (0.00)
Admin expense 3.1% 3.1% 0.08 3.3% (0.13)

Source: the Company, Guotai Junan International.
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Figure-1: Nexteer’s Revenue Mix by Product Figure-2: Nexteer’s Revenue by Product
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
Figure-3: Nexteer’s Revenue Mix by Region Figure-4: Nexteer’s Revenue by Region
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

SUSTAINABLE GROWTH FROM STRONG BACKLOG

Backlog grew stronger in all areas. In 1H19, the Company’s backlog grew to USD25.6 billion, and get back to the level in 2016
and close to the level before GM sold Opel Vauxhall in 1Q17. In terms of product, EPS comprised 71% (vs. 66.7% for 1H19
revenue) in the current backlog, indicating that EPS will continue to grow strong in the future as the Company’s major revenue
contributor. Meanwhile, we should expect more revenue to be derived from Asia Pacific and EMEA & SA region as we see their
mix in backlog continue to surge. The management also highlighted that new business conquest comprise more than half of the
new bookings, meaning expanding market shares in the futures. In 1H19, more research and product development cost (include
capitalized portion) are spent to ensure product competitiveness. These again reveal that the Company is well-positioned for the
next technological upgrade in EPS. We expect high availability EPS to continue to attract customers and underpin long-term
growth for Nexteer.

—
[]
Q
=
X
[]
z

Figure-5: Nexteer’s Backlog by Product Figure-6: Nexteer’s Backlog by Region
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.
Note: Outer ring: 1H19; inner ring: 2018 l
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STRATEGIC INVESTMENT FUELING GROWTH

Expanding global footprints with flexibility. The Company opened two factories in 2Q19, one in Liuzhou, China, and one in
Kenitra, Morocco. The two locations show the Company strategic direction in the future, as both region are expected to be the
next growth drivers for Nexteer. As presented by the management, revenue generated by the Morocco plant is expected to be
insignificant in 2019, but quickly ramp up in 2020 and should reach USD200 million by 2021. On the other hand, the Liuzhou
plant has started production in Jun. 2019, and will mainly serve key customers such as SGMW, Dongfeng Liuqgi, BYD and
Dongfeng Renault. New plants are equipped with laboratory, testing tracks, performance analysis center etc, which would
increase regional engineering capabilities. The improvement in such capabilities would allow the Company to better serve
regional needs and more flexible in response to customer demand.

Figure-7: Nexteer’s Strategic Global Footprint Expansion

Wuhan, China
EPS Manufacturing JV
with Dongfeng

In Construction

L)
. e® °  Liuzhou, China
[ )

: ° Self-owned New Facili '- A
Kenitra, Morocco In Production L e
° EPS & Driveline b e 0..'0‘

° Manufactring °
s Conshuchion Bangalore, India__$, Suzhou, China
. Software Center ° “APAC Regional
In Producfion Technical Center
.
Chennai, India ~
° EPS & Driveline

Manufacturing
In Producfion

——

Source: the Company.

EARNINGS REVISION

We reduced our shareholders’ net profit forecast by 23.7%/ 17.2%/ 8.2% in 2019 to 2021, respectively. We have mainly
reduced our expectation on revenue and gross margin.

Revenue: We forecast revenue to drop by 4.6% yoy in 2019, meaning an improvement HoH as we expect overall production
level would improve in the second half on seasonality and more product launches. As expected, this year should have more
programme launch of about 50. It is expected to have 39 launches in the second half, more than a typical full year figure. We
would expect mild growth in 2020 and 2021.

GP margin: We reduced gross margin by 1.3 ppts and 0.6 ppts in 2019 and 2020, respectively, as we expect price pressure
remain strong in the next two years, but will gradually improve from effective cost initiatives and operational efficiency. W The
decrease in margin in the 2019 and 2020 but increase margin by 0.5 ppts in 2021. As noted that driveline transformation process
should come into fruition in 2021, and we expect efficiency to further enhance in that year.

Engineering and product development: We increased engineering and product development per revenue ratio by 0.2 ppts. As
we were noted that such expense will normally rise due to conquest of new business, and it tends to lead revenue by 2-3 years.
So we expect such expense to grow slightly faster than revenue in our forecast period.

14 August 2019

Nexteer fif {4 (01316 HK)
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Table-3: Major Financial Data and Forecast Changes

New Old Changes

2019F 2020F 2021F 2019F 2020F 2021F 2019F 2020F 2021F
Financials (USD mn)
Revenue 3,733 3,970 4,278 4,153 4,418 4,763 (10.1%) (10.2%) (10.2%)
Gross profit 613 684 782 736 786 848 (16.8%) (12.9%) (7.7%)
Operating income 362 413 492 465 492 533 (22.2%) (16.0%) (7.7%)
Shareholders' profit 293 344 422 384 416 460 (23.7%) (17.2%) (8.2%)
Gross margin 16.4% 17.2% 18.3% 17.70% 17.80% 17.80% (2.3)ppt (0.6)ppt 0.5 ppt
Operating margin 9.7% 10.4% 11.5% 11.20% 11.10% 11.20% (1.5)ppt (0.7)ppt 0.3 ppt
Net margin 7.9% 8.8% 10.0% 9.40% 9.50% 9.80% (1.5)ppt (0.7)ppt 0.2 ppt
Basics EPS (USD) 0.117 0.137 0.168 0.153 0.166 0.184 (23.5%) (17.2%) (8.4%)

Source: the Company, Guotai Junan International.

Table-4: Summary of Financial Forecasts

2017 2018 2019F 2020F 2021F

Sales revenue (USD mn) 3,878 3,912 3,733 3,970 4,278
yoy 0.9% 0.9% -4.6% 6.3% 7.8%
Gross profit 674 675 613 684 782
yoy 1.9% 0.2% -9.3% 11.7% 14.3%
Operating profit 428.2 424.1 361.7 4135 492.1
yoy 3.1% -1.0% -14.7% 14.3% 19.0%
EBITDA 597.4 618.8 565.5 632.0 731.8
yoy 3.3% 3.6% -7.5% 11.7% 15.8%
Shareholders' profit 352 380 293 344 422
yoy 19.4% 7.9% -22.8% 17.5% 22.5%
Gross profit margin 17.4% 17.3% 16.4% 17.2% 18.3%
Operating margin 11.0% 10.8% 9.7% 10.4% 11.5%
EBITDA margin 15.4% 15.8% 15.1% 15.9% 17.1%
Effective tax rate 12.1% 6.3% 13.1% 11.8% 10.1%
Net profit margin 9.2% 9.8% 7.9% 8.8% 10.0%

Source: the Company, Guotai Junan International.

VALUATION

Nexteer has been under pressure due to environmental challenges such as weak auto production, particularly in key customers
in China, and currency headwind. Despite that, overall strategy in focusing on core competencies, diversifications and
globalization through conquest business continued to carry out as a way to secure future growth. We expect short-to-medium
term maintain challenging for Nexteer as negative factors continue suppress revenue and margin growth. We have revised
downwards our TP to HK$7.47 on lower earnings forecast and valuation, and reduce investment rating to "Accumulate".
Our TP represents 8.1x 2019 PER, 6.9x 2020 PER. The company is trading at historical low valuation, with forward 12M PER of
6.7x, we believe there is trading opportunity at this valuation. Our valuation is 1 S.D. below historical mean, we believe it is

appropriate.
Figure-8: PER of Nexteer Figure-9: PER Range of Nexteer
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200 9 & o " 20.00 ®
————— 1SD 28D 28D ' 1748
180 - o - - 18.00 - 15.85
: 1600 14.96 478
: 13.31
.84
16.0 14.00
10.80
14.0 12.00 - } 1184 12.40 R.17
10.88 10.88
o 10.00 - 10.57
' 800 1 ., 1
10.0 600 1 001 9.09 8.90 8.46 838
J 6.68
20 4.00
Y 200 4
6.0 T T T T T T T T T T T T T T T 0 i i i i i i )
T XM Ng YYD ®RRXNRR S
D N A N A R 2013 2014 2015 2016 2017 2018 YTD 2019
2T B TPV TPV TESB =PSB E 2
f zESIZdzEsSI2zrRsEs<LzRs Dz RS <2
Source: Bloomberg, Guotai Junan International. Source: Bloomberg, Guotai Junan International.
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Table-5: Peers comparison

PE PB ROE(%) D/Y(%) EV/EBITDA
Company Stock Code Currency Last price 18A 19F 20F 21F 18A 19F 20F  21F 19F 19F 19F

Wuling Motors Ho 305 HK HKD 0.30 7.3 na. na. n.a. 0.4 n.a. na. na. n.a. n.a. n.a.

Minth Group Ltd 425 HK HKD 19.30 1.2 10.5 9.0 7.9 1.5 1.4 1.3 12 134 38 6.5

Fdg Evehicles 729 HK HKD 0.02 na. na. na. n.a. 0.3 n.a. na. na. n.a. n.a. n.a. o
Xinyi Glass 868 HK HKD 7.49 741 73 6.6 5.9 1.6 1.4 1.3 141 206 6.9 6.7 P
Fuyao Glass In-H 3606 HK HKD 20.30 10.4 12.3 10.9 9.9 22 2.0 19 18 175 54 8.9 Q
Zhejiang Shiba-H 1057 HK HKD 0.94 86.2 na. na. na. 0.4 n.a. na. na. n.a. n.a. n.a. 7]
Xinchen China Po 1148 HK HKD 0.31 32.7 na. na. n.a. 0.1 n.a. na. na. na. n.a. n.a. >
Shuanghua Hldgs 1241 HK HKD 0.23 na. na. na. n.a. 0.4 n.a. na. na. n.a. n.a. n.a. 2
Nexteer 1316 HK HKD 6.50 55 6.7 6.1 6.0 1.2 1.1 09 08 179 3.0 2.8 <
Xin Point Holdin 1571 HK HKD 1.19 26 25 22 2.0 0.5 0.4 04 03 175 1.3 na. -
Xingda Intl 1899 HK HKD 2.02 9.6 6.8 na. n.a. 0.5 n.a. na. na. n.a. n.a. n.a.

Xiezhong Interna 3663 HK HKD 1.89 na. 15.1 1.9 8.8 1.7 1.5 14 14 104 1.8 n.a.
Huazhong In-V 6830 HK HKD 117 12.6 na. na. n.a. 1.9 n.a. na. na. n.a. n.a. n.a.

Simple Average 18.5 8.8 78 6.7 1.0 1.3 12 141 16.2 54 6.3

Weighted Average 1.0 9.6 8.5 76 1.7 1.6 14 13 16.6 4.9 6.7

Anhui Zhongdi-A 000887 CH CNY 8.67 9.4 8.7 76 6.8 1.3 1.1 1.0 09 124 35 na.

Jiangnan Mould-A 000700 CH CNY 3.30 275.0 na. na. n.a. 1.2 n.a. na. na. n.a. n.a. n.a.

Songz Automobi-A 002454 CH CNY 452 16.0 6.0 n.a. n.a. 0.9 n.a. na. na. na. n.a. n.a.
Wanxiang Qian-A 000559 CH CNY 5.29 20.2 20.3 18.9 171 2.8 n.a. na. na. 12.0 n.a. n.a.

Avic Electrome-A 002013 CH CNY 6.35 276 232 19.5 17.0 25 23 20 18 9.9 04 13.3

Lingyun Indust-A 600480 CH CNY 743 124 12.9 9.7 7.6 0.8 0.8 07 07 6.9 n.a. n.a.

Ningbo Huaxian-A 002048 CH CNY 9.61 8.2 73 6.4 54 0.7 0.7 06 06 9.1 1.6 na.

Wanfeng Auto -A 002085 CH CNY 7.00 15.9 n.a. n.a. n.a. 24 n.a. na. na. n.a. n.a. n.a.

Zhejiang Yinlu-A 002126 CH CNY 6.86 15.6 13.6 1.7 10.0 1.5 14 12 141 10.0 05 n.a.

Zhejiang Asia -A 002284 CH CNY 4.64 464.0 422 na. n.a. 1.2 n.a. na. na. n.a. n.a. n.a.

Xingmin Intel-A 002355 CH CNY 6.33 na. 37.2 na. n.a. 14 n.a. na. na. n.a. na. na.

Ciwen Media Co L 002343 CH CNY 6.89 na. 6.6 8.4 11.0 22 2.0 18 18 16.4 0.9 na.
Changchun Fawa-A 600742 CH CNY 10.91 104 9.3 75 6.4 1.1 1.1 1.0 09 123 n.a. n.a.

Huayu Autom-A 600741 CH CNY 21.90 8.6 9.4 8.8 8.2 1.5 1.4 1.3 12 15.2 5.0 5.7
Dongfeng Elect-A 600081 CH CNY 9.44 201 19.3 na. n.a. 2.3 n.a. na. na. n.a. n.a. n.a.

Greatoo Intellig 002031 CH CNY 1.83 73.8 na. na. n.a. 1.3 n.a. na. na. n.a. n.a. n.a.

Zhejiang Wanli-A 002434 CH CNY 6.00 23.1 9.0 1.0 8.8 1.3 1.3 1.3 10 8.9 28.2 n.a.

Xuchang Yuando-A 002406 CH CNY 5.30 1.0 na. na. n.a. 1.2 n.a. na. na. n.a. n.a. n.a.

Zhejiang Jingu-A 002488 CH CNY 6.77 404 na. na. n.a. 1.7 n.a. na. na. n.a. n.a. n.a.

Simple Average 59.1 16.1 1.0 9.8 1.5 1.3 12 141 1.3 5.7 95

Weighted Average 26.7 1.8 8.9 8.0 1.7 1.0 09 09 10.0 33 3.6

Denso Corp 6902 JP JPY 4,357.00 10.6 133 1.2 10.3 0.9 0.9 09 09 8.1 32 47

Keihin Corp 7251 JP JPY 1,360.00 5.6 6.4 8.6 7.2 0.5 0.5 05 05 79 3.3 20

Aisin Seiki Co 7259 JP JPY 3,040.00 6.2 74 8.4 73 0.6 0.6 06 06 8.3 4.9 36

Toyota Industrie 6201 JP JPY 5,560.00 10.3 1.3 10.8 10.2 0.7 0.7 07 06 5.9 27 1.2

Nok 7240 JP JPY 1,427.00 7.0 722 1.5 9.6 0.5 0.6 05 05 22 35 31

Stanley Elec Co 6923 JP JPY 2,568.00 1.8 104 1.1 10.2 1.2 1.1 11 10 1.2 1.9 39
Bridgestone Corp 5108 JP JPY 4,022.00 10.4 10.0 9.6 8.9 1.3 1.2 1.1 10 12.2 4.0 5.1
Sumitomo Rubber 5110 JP JPY 1,172.00 8.5 9.1 8.8 8.3 0.7 0.6 06 0.6 73 47 48

Toyota Boshoku 3116 JP JPY 1,389.00 5.8 9.4 8.2 77 0.9 0.9 09 08 10.1 4.0 22
Yokohama Rubber 5101 JP JPY 1,986.00 8.9 73 75 7.0 0.9 0.8 07 07 1.2 32 58

Jtekt Corp 6473 JP JPY 1,131.00 78 15.7 10.7 9.4 0.7 0.7 07 07 78 39 45

Nsk Ltd 6471 JP JPY 816.00 6.2 76 1.1 9.9 0.8 0.8 08 07 10.3 4.9 44

Hanon Systems 018880 KS KRW 11,500.00 221 19.0 15.1 13.7 3.0 2.7 25 23 15.2 29 9.5 =
Hankook Technolo 000240 KS KRW 14,450.00 6.4 6.6 6.1 54 0.4 0.4 04 04 6.3 22 46 5
Kumho Tire Co In 073240 KS KRW 4,190.00 na. na. na. n.a. 0.9 0.9 10 1.0 (8.1) 0.0 14.0 Q
Hyundai Mobis 012330 KS KRW 240,000.00 12.0 9.5 8.4 77 0.7 0.7 07 06 77 1.8 5.3 >
Mando Corp 204320 KS KRW 33,300.00 14.8 13.7 104 8.9 1.1 1.1 1.0 09 79 1.9 5.8 z
Tong Yang Ind 13197T TWD 4310 132 12.0 10.7 10.3 1.2 1.2 11 10 9.5 47 6.3

Cheng Shin 2105TT TWD 40.15 36.8 271 20.7 17.8 1.6 1.6 15 16 6.2 3.0 7.7

Amer Axle & Mfg AXLUS usb 7.59 n.a. 34 33 3.0 0.6 0.5 04 04 16.6 0.0 37

Meritor Inc MTOR US usb 18.86 141 5.1 55 53 56 3.2 24 17 731 0.0 45
Borgwarner Inc BWAUS usb 33.24 74 8.6 8.0 6.9 1.6 1.5 13 13 17.6 20 5.0

Johnson Controls JCIUS usb 42.87 18.3 220 16.5 14.2 1.9 1.7 16 16 8.4 25 11.9

Lear Corp LEAUS usb 113.81 6.6 75 6.8 6.0 1.7 1.6 15 1.2 215 25 4.1
Stoneridge Inc SRIUS usb 30.65 16.1 18.9 14.9 13.0 3.1 2.8 25 na. 15.6 n.a. n.a.

Tenneco Inc-A TEN US usb 9.97 10.7 24 21 2.0 0.3 0.4 04 03 18.2 6.3 4.2
Goodyear Tire GTUS usb 11.92 41 74 5.3 4.6 0.6 0.6 05 05 71 55 48

Cooper Tire & Ru CTB US usb 2447 16.1 15.4 9.1 n.a. 1.0 1.0 09 na. 6.4 1.7 4.2

Gentex Corp GNTX US usb 27.31 16.7 16.3 15.4 13.9 38 37 34 na 23.0 1.7 na.

General Motors C GM US usb 39.01 7.0 5.8 6.0 5.8 14 1.2 1109 22.7 39 3.0

Valeo Sa FRFP EUR 26.15 1.4 12.7 9.0 741 1.4 1.3 12 141 10.1 43 4.1

Brembo Spa BRE IM EUR 8.36 1.5 121 1.1 11.0 23 2.1 18 16 178 2.7 6.1

Faurecia EO FP EUR 37.73 74 73 6.6 5.9 1.4 1.4 1210 18.1 35 33

Autoliv Inc ALV US usb 67.99 31.0 1.2 9.5 8.2 3.1 25 21 19 248 3.6 6.5
Continental Ag CON GY EUR 110.02 76 10.2 8.4 75 1.2 1.2 11 10 1.1 38 4.6

Michelin MLFP EUR 94.36 10.1 8.6 79 74 1.4 1.3 12 141 15.3 43 46

Simple Average 1.8 127 9.6 8.6 14 1.3 12 10 132 3.1 5.4

Weighted Average 1.1 1.6 9.8 8.8 1.4 1.3 12 1.0 134 3.3 5.5

Global Simple Average 29.8 125 9.4 8.4 1.3 1.3 12 141 13.6 47 7.0

Global Weighted Average 16.2 15.5 13.0 1.7 1.8 1.6 15 13 16.9 4.1 74

Source: the Company, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (USD m) 2017A 2018A 2019F 2020F 2021F Year end 31 Dec (USD m) 2017A 2018A 2019F 2020F 2021F
o
Total Revenue 3878 3912 3733 3970 4278 Property, plant and equipment 884 933 1,020 1,126 1,253 =
Cost of sales (3204)  (3237)  (3120) (3285)  (3495) f‘gzt")f'“?e:ssets 0 0 64 64 63 o
Gross profit 674 675 613 684 782 and use rights 2 4 0 0 g
Intangible assets 495 562 589 627 669 =
- Deferred income tax assets 7 9 17 18 22 <
d product
523;?;;;’;?&”08{’;0 v (124) (123 (2 (13 (145) Other receivables and s
Selling and distribution expenses (16) (19) (17 (19) (20) prepayments 2 % 2 2 2
Administrative expenses (1) (24) (112 (1220 (130) 'T”"eft,[‘“e”‘ ina J‘:‘;‘ Ve;‘t‘"e 1 1 14 10 ) 03;
Other gains (losses), net 4 15 5 5 5 otal Non-current Assets 1,418 1,549 1,723 1,868 ,
ting Profit 424 362 413 492
Operating Profi 428 Inventories 241 234 28 238 257
Share of results of joint ventures 2 4) (3) 4) (3) (T)rz:]de recellvatt:lles q 611 529 561 87 638
Finance costs, net (1) ©) A7 (15) (14) pégy’;ﬁ‘t’: es an 102 125 100 " 7
Profit Before Tax 405 410 341 395 475 Restricted bank deposits 7 0 2 3 2
Cash & Cash Equivalents 601 675 733 787 876
Income Tax (49) (26) (45) (47 (48)
profit After Tax 356 384 297 348 47 Total Current Assets 1,561 1,562 1,625 1,726 1,890
Non-controlling Interest @ 5) @ @ 5) Total Assets 2,979 3,112 3,347 3,593 3,928
Shareholders' Profit / Loss 352 380 293 344 422 Trade payables 562 553 542 566 611
Basic EPS 0141 0452 0M7 0437 0.168 gg;m%ib'es and accruals 13? 122 12; 12§ 122
Dividend per share (USD) 0.028 0.031 0.024 0.028 0.034 Current income tax liabiliies 15 16 8 9 10
Others 56 45 63 49 46
Total Current Liabilities 868 821 820 842 893
Cash Flow Statement Borrowings 414 316 269 191 13
Deferred income tax liabilities 68 88 115 137 151
Year end 31 Dec (USD m) 2017A 2018A 2019F 2020F 2021F Provisions 85 78 88 88 88
EBT 405 410 341 395 475 Deferred revenue 82 76 84 85 89
Depreciation and amortization 158 170 181 195 216 Other payables and accruals 22 23 23 25 25
Finance cost, net 25 17 26 24 24 Total Non-current Liabilities 670 581 580 525 467
Changes in working capital 54 49 23 (10) (20)
Share of results of JV and Total Liabilities 1,539 1,402 1,400 1,367 1,360
associates 2 4 3 4 3
Change of other operating Items 14 7 2 2 2 Total Shareholders' Equity 1,402 1,672 1,906 2,180 2,517
Income taxes paid (33) (44) (10) (32) (33) Minority Interest 38 38 42 46 51
Cash from Operating Activities 625 613 567 579 668 Total Equity 1,441 1,710 1,947 2,226 2,568
BPS(USD) 0.560 0.667 0.761 0.870 1.005
Net investments in PPE (234) (156) (206) (237) (273)
Net change of intangible assets (115) (145) (121) (128) (138) Financial Ratios
Net change of restricted cash (6) 7 2 (1) 1
Net investments in Asso. and JV ) (10) 0 0 0 2017A 2018A 2019F 2020F 2021F
Cash from Investing Activities (357) (304) (329) (366) (410) Profitability
Gross profit margin (%) 174 17.3 16.4 172 18.3
Net change of LT bank loan (76) (112) (77) (78) (78) EBITDAR (%) 15.4 15.6 15.1 15.9 171
Issuance of shares 0 0 0 0 0 EBIT Margin (%) 11.0 10.8 9.7 104 115 B
Dividend paid (60) (70) (78) (59) (70) Net profit margin (%) 9.2 9.8 7.9 8.8 10.0 5
Others (33) (30) (24) (22) (22) ROE (%) 28.6 24.7 16.4 16.8 18.0 Q
Cash from Financing Activities (169) (212) (179) (159) (170) ROA (%) 15.1 139 11.2 11.9 13.1 >
z
Net Changes in Cash 99 97 59 54 89 Growth
Other adjustment 18 (23) 0 0 0 Revenue growth (%) 0.9 0.9 -4.6 6.3 7.8
Cash at Beg of Year 484 601 675 733 787 EPS (%) 19.2 7.8 (22.8) 17.5 226
Cash at End of Year 601 675 733 787 876 BPS (%) 322 19.1 14.0 14.4 15.4
Liquidity and solvency
Gearing ratio (%) netcash netcash netcash netcash netcash
Interest cover ratio 20.1 457 211 28.1 35.7
Cash ratio 0.7 0.8 0.9 0.9 1.0
Quick ratio 14 15 16 16 17
Current ratio 18 19 2.0 241 2.1
Efficiency
Inventory turnover 41 38 39 39 39
Days receivable 56 53 55 54 54
Days payable 96 91 93 92 93
Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform MR Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),JXR (01951 HK),CHINA MINSHENG BANKING CORP.- H
SHARES (01988 HK),BANK OF GANSU (02139 HK),JINSHANG BANK (02558 HK),ZHONGLIANG HLDG (02772 HK),BINHAI
INVESTMENT (02886 HK),CAM SCSMALLCAP (03157 HK),HAITIANTIAN (08227 HK),Guotai Junan and its group companies do not
hold equal to or more than 1% of the market capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2019 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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