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® Backlog dropped in 3Q19, albeit just by a fraction. Nexteer's (the "Company") backlog slightly decreased to
US$25.4 billion in 3Q19 from US$25.6 billion in 1H19, which is less than 1%. The reason for the decline is the
Company's self-voluntary reduction in backlog due to a weaker production forecast, particularly in China,
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according to the Company and IHS Markit. The management stressed that no program was lost from the
reduction. In terms of composition, General Motors (GM) represents the largest composition at 34%, followed
by Ford, FCA and BMW. The combined proportion of the four largest auto makers is 75%.

® Expanding market share through business conquest. Business conquest remains solid, in which the
management revealed that for YTD 2019, about 2/3 of the business relates to business conquest. In 3Q19,
there were 15 major programs launched, which include the A segment, to full-sized trucks, with Asia Pacific

continuing to participate over 50% of the launches. Despite heading towards a historical number of program
launches in 2019, along with new operations of the Dongfeng JV and the Morocco plant, the management is

Uk E more pessimistic about the production level in 2H19 and going forward, expecting 2020 production level to be
[oX
% & slightly down as well, and subject to volatility.
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ot % ® Production started in the Dongfeng JV. The Company formed the JV in Mar. 2017 and production went live in
% % August 2019, producing single pinion EPS for the CMP platform for PSA Group. The management mentioned
i n; that the JV is slightly different with the Chongging JV; the Dongfeng JV will work start with global production.
= T ® Progressing well on ADAS. The Company continued to focus on products with ADAS/AD technology

functions, which should bring a competitive advantage. Within the patent backlog, over 7% of total patents
granted were L3-L5 ADAS/AD functions, a significant jump from 3% in 2018. It also represents 22% of new
patents granted in 2019.

® Introducing the automatic emergency steering (AES). This piece of new technology enhances safety
functions of the vehicle, allowing the vehicle to detect obstacles and direct the steering system to avoid them.
The Company released the protocol this year and it should be implemented in 2020. Moreover, it is expected
that once safety rating agency, Euro NCAP, validates the technology, it should drive rapid adoption from OEMs
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and thus should become another revenue driver for the Company. The technology will continue to be more
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advanced upon integration with automatic emergency braking and when move to steer-by-wire.

® United Auto Workers (UAW) has initiated a strike against GM North America Operations. The strike
started on the 16" Sep., and Nexteer has been impacted as well. GM is the largest revenue contributor for the
Company, and about 86% of GM revenue is derived from the North America operations. Nexteer production for
GM has also been halted upon the strike. Further, the Company laid off staff on GM component production as a
cost cutting initiative.

®  Short-term risk of Nexteer is significant with production disruption of the strike between GM and UAW, and also
sales pressure coming from lower production level of OEMs. We continue to believe the Company as a leading
component maker in the steering field with a very strong technology reserve on ADAS/AD enabling functions.
The Company should benefit when adoption of higher level ADAS function EPS increases, as the field of
selection will be greatly reduced. The Company is currently trading at 7.4x 12M forward PER, with almost 2 S.D.
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below the mean, which is close to the lowest valuation since listed. We believe that the pessimistic view has
already largely been reflected in current price. The Company has an "Accumulate" rating with TP of
HK$7.47, representing 8.1x 2019 PER and 6.9x 2020 PER.
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Figure-1: Backlog of Nexteer
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Source: the Company, Guotai Junan International.

Figure-2: PER of Nexteer Figure-3: PER Range of Nexteer
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Source: Bloomberg, Guotai Junan International.

Source: Bloomberg, 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 =, Relative Performance is 5% to 15%;

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

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

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

Sell FH 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 Mg R Relative Performance>5%;
or the fundamental outlook of the sector is favorable.

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

Underperform kNl 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),BANK OF GANSU (02139 HK),JINSHANG
BANK (02558 HK),ZHONGLIANG HLDG (02772 HK),BINHAI INVESTMENT (02886 HK),CAM SCSMALLCAP (03157
HK),FRIENDTIMES (06820 HK),HAITIAN ANTENNA (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.
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