Macqguarie Research

¥ Flashnote 15 August 2018

© macquarie
g - .

WA LA W

Hong Kong

1316 HK Outperform
Price (at 11:20, 14 Aug 2018 GMT) HK$12.00
Valuation HK$ 13.11

- DCF (WACC 7.2%, beta 0.8, ERP 7.0%, RFR 3.0%,

Nexteer (1316 HK)
Solid 1H results should please market

Conclusion

e Wednesday morning at 6:30am HK time Nexteer announced its 1H2018

TGR 1.0%) results. It will host a conference call for investors Wednesday morning at
12-month target HK$ 16.60 8:00am HK time. Given the relative strength of 1H17, we view the 3.7% rise in
Upside/Downside % +38.3 revenues and flat operating profit as a slightly better-than-expected outcome.
12-month TSR % +40.2 The new order backlog rose to $24.9bn from $23.9bn at the end of December
Volatility Index High 2017, which we view positively. We maintain our positive view on Nexteer,
GICS sector AL(‘:tomOb"eSt& which we believe will continue to take share in the global steering industry as
omponents . . ..
P technical demands rise due to automated driving.

Market cap HK$m 30,060

Market cap ussm 3,919 Impact

Free float % 32 ) )

30-day avg tumover US$m 6.7 e 8 new programs underpin revenue grovyth. Revenugs were gnderplnned by
Number shares on issue m 2505 the launch of 8 new progrgms across multiple product lines, regions and

customers. In North America the FCA RAM 1500 was one of 2 new programs.

Investment fundamentals In Asia there were 6 new programs including the GM Excelle, SGMW Wauling
Year end 31 Dec 2017A  2018E 2019E 2020E Rongguang and 2 Changan models for CEPS, a column program for the FCA
Revenug m 3,878.0 4,032.4 4,225.9 4,437.0 Grand Commander and driveline for Maruti-Suzuki’s Swift Dzire Tour.

EBIT m 4240 4594 4741 4924

EBIT growth % 38 84 32 39 e Balanced growth led by EPS: EPS (electric power steering) led revenue
Reporteciplofit m 3518 347.8 3621 380.9 growth, rising 5.1% to US$1,321bn, as the US edged up 2.9%, while Europe
Adjusted profit m. 347.6. 3478 3621  380.9 rose 15% YoY. Driveline was up 5.0% to US$304m, doing better than we

EPS rep ¢ 14.0 139 14.4 15.2

EPS rep growth % 192  -1.2 4.0 5.3 expected.

Egz :gj south 0/¢ ;32 12'3 12'3 12§ e Better-than-expected margins: After the sharp HoH decline in the gross

0 . . . R . .

PER rep ~ 109 1.0 106 1041 margin from 1H to 2H in 2017 (1H: 18.8%; 2H: 15.9%), the GPM recovered
PER adj x 1.0 11.0 106 10.1 HoH to 18.1%. As a result, the operating margin recovered to 11.7% from

Total D) ¢ 28 2.8 2.9 3.0 9.9% in 2H17, but below the record 12.2% level in 1H. This is ahead of our
Total div yield oo 18 18 19 20 and market consensus 11.4% for the full year.

ROA % 149 147 138 132

ROE % 282 226 198 179 e EBITDA up 1.3% YoY; strong cash flow: EBITDA rose 1.3% YoY to $441m as
E‘Zﬁi;’zguity o 221 2:'; 3?'2 3‘3"; depreciation and amortisation fell HoH. The EBITDA margin was 16.1% vs

0 - . - R - . - .
P/BV < 27 23 19 17 16.6% in 1H17 and 14.7% in 2H17. Free cash flow jumped 34.4% YoY to

$183m from $136m in 1H17 and $131m in 2H. NPAT was up 11.1% as the

1316 HK rel HSI performance, & rec history effective tax rate dropped to 12.6%, lower than expected.

20.00 —— 1216 [LHE] Rel HSI [RHS] Price Target 290.00
15.00 I 200.00 e Leader in future technology: Nexteer notes that it has 12 programs in
16.00 4= W 180.00 development for Levels 3 — 5 automated driving with key OEM partners. Of its
14.00 1 o
12.00 il ‘MW 160.00 backlog 10% relates to Levels 3 — 5 ADAS programs. It was a key contributor
v 140.00 O . .
10.00 ’"“'m-w” 120.00 to GM’s first Level 5 ADAS vehicle. Overall we see market share concentrating
8.00 - . . o .
500 P 100.00 further among leading companies like Nexteer as the technology becomes
4-03 gﬂ-ﬂﬂ more complex.
N N
v Mar16  OctA6  Jund?  JanAg Aug_ﬁ'g Progress towards full-year Macquarie and consensus estimates
Maccliarie Coverage at e ime or there was an ombargs period - REZEL REHEL i
Source: FactSet, Macquarie Research, August 2018 $m 1H results % YoY MRE % of MRE consensus consensus
(all figures in USD unless noted, TP in HKD) EEvER 2047 3.7% 4032 50.8% 4.016 51.0%
d A% g .8% . .0%
Operating profit 240 -0.3% 459 52.2% 459 52.3%
OP margin (%) 11.7% -0.5pts 11.4% 11.4%
Analysts Recurring profit 231 2.1% 431 53.7% 435 53.2%
Macquarie Capital Securities (Japan) Limited NPAT 200 11.1% 348 57.4% 363 55.1%
Janet Lewis, CFA +81 3 3512 7856 EPS (¥) 0.08 11.5% 0.14 57.8% 0.15 55.2%

@ janet.lewis@macquarie.com
Macquarie Capital Limited

h Allen Yuan +86 21 2412 9009 . ) I .
N allen.yuan@macquarie.com e The recent weakness in the shares provides a good entry point in our view.

b Maintain Outperform and target price of HK$16.60.

Source: Company data, Bloomberg, Macquarie Research, August 2018
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Important disclosures:

Recommendation definitions

Macquarie - Australia/New Zealand

Outperform — return >3% in excess of benchmark return
Neutral — return within 3% of benchmark return
Underperform — return >3% below benchmark return

Benchmark return is determined by long term nominal
GDP growth plus 12 month forward market dividend
yield, which is currently around 9%.

Macquarie — Asia/Europe

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Mazi Macquarie — South Africa

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie - Canada

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark return

Macquarie - USA

Outperform (Buy) — return >5% in excess of Russell
3000 index return

Neutral (Hold) — return within 5% of Russell 3000 index
return

Underperform (Sell)— return >5% below Russell 3000
index return

Volatility index definition*

This is calculated from the volatility of historical
price movements.

Very high—highest risk — Stock should be
expected to move up or down 60—-100% in a year
— investors should be aware this stock is highly
speculative.

High — stock should be expected to move up or
down at least 40-60% in a year — investors should
be aware this stock could be speculative.

Medium — stock should be expected to move up
or down at least 30—40% in a year.

Low—medium — stock should be expected to
move up or down at least 25—-30% in a year.

Low — stock should be expected to move up or
down at least 15-25% in a year.

* Applicable to Asia/Australian/NZ/Canada stocks
only

Recommendations — 12 months

Note: Quant recommendations may differ from
Fundamental Analyst recommendations

Recommendation proportions — For quarter ending 30 June 2018

AUINZ Asia RSA
Outperform 52.87%  61.26%  48.86%
Neutral 34.10% 27.25% 36.36%
Underperform 13.03% 11.49% 14.77%
1316 HK vs HSI, & rec history
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(all figures in HKD currency unless noted)

USA CA EUR
47.54%  69.86%  46.61%
46.72%  21.92%  43.22%
5.74% 8.22% 10.17%

Financial definitions

All "Adjusted" data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense
Excluded: non recurring items, asset revals, property
revals, appraisal value uplift, preference dividends &
minority interests

EPS = adjusted net profit / efpowa*

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit /average
total assets

ROE = adjusted net profit / average shareholders funds
Gross cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighted average
number of shares

All Reported numbers for Australian/NZ listed stocks
are modelled under IFRS (International Financial
Reporting Standards).

(for global coverage by Macquarie, 3.51% of stocks followed are investment banking clients)
(for global coverage by Macquarie, 2.10% of stocks followed are investment banking clients)
(for global coverage by Macquarie, 0.00% of stocks followed are investment banking clients)

Note: Recommendation timeline — if not a continuous line, then there was no Macquarie coverage at the time or there was an embargo period.

Source: FactSet, Macquarie Research, August 2018

12-month target price methodology

1316 HK: HK$16.60 based on a PER methodology

Company-specific disclosures:

1316 HK: Macquarie Group Limited or one of its affiliates makes a market in the securities of Nexteer Automotive Group Ltd.
Important disclosure information regarding the subject companies covered in this report is available at www.macguarie.com/research/disclosures.

Date Stock Code (BBG code)
09-May-2018 1316 HK
16-Aug-2017 1316 HK
22-Sep-2016 1316 HK
30-Mar-2016 1316 HK
06-Jan-2016 1316 HK

Target price risk disclosures:

Recommendation Target Price
Outperform HK$16.60
Qutperform HK$15.90
Outperform HK$13.50
Outperform HK$10.00
Qutperform HK$10.45

1316 HK: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may include
geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global
economic conditions generally, including conditions in financial markets. The company is exposed to market risks, such as changes in interest rates,
foreign exchange rates and input prices. From time to time, the company will enter into transactions, including transactions in derivative instruments, to

manage certain of these exposures.
Analyst certification:

We hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject company or companies and its or
their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendations or views
expressed in this report. The Analysts responsible for preparing this report receive compensation from Macquarie that is based upon various factors
including Macquarie Group Ltd total revenues, a portion of which are generated by Macquarie Group’s Investment Banking activities.

General disclaimers:

Macquarie Securities (Australia) Ltd; Macquarie Capital (Europe) Ltd; Macquarie Capital Markets Canada Ltd; Macquarie Capital Markets North America
Ltd; Macquarie Capital (USA) Inc; Macquarie Capital Limited, Taiwan Securities Branch; Macquarie Capital Securities (Singapore) Pte Ltd; Macquarie
Securities (NZ) Ltd; Mazi Macquarie Securities (RF) (Pty) Ltd; Macquarie Capital Securities (India) Pvt Ltd; Macquarie Capital Securities (Malaysia) Sdn
Bhd; Macquarie Securities Korea Limited and Macquarie Securities (Thailand) Ltd are not authorized deposit-taking institutions for the purposes of the
Banking Act 1959 (Commonwealth of Australia), and their obligations do not represent deposits or other liabilities of Macquarie Bank Limited ABN 46
008 583 542 (MBL) or MGL. MBL does not guarantee or otherwise provide assurance in respect of the obligations of any of the above mentioned
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entities. MGL provides a guarantee to the Monetary Authority of Singapore in respect of the obligations and liabilities of Macquarie Capital Securities
(Singapore) Pte Ltd for up to SGD 35 million. This research has been prepared for the general use of the wholesale clients of the Macquarie Group and
must not be copied, either in whole or in part, or distributed to any other person. If you are not the intended recipient you must not use or disclose the
information in this research in any way. If you received it in error, please tell us immediately by return e-mail and delete the document. We do not
guarantee the integrity of any e-mails or attached files and are not responsible for any changes made to them by any other person. MGL has
established and implemented a conflicts policy at group level (which may be revised and updated from time to time) (the "Conflicts Policy") pursuant to
regulatory requirements (including the FCA Rules) which sets out how we must seek to identify and manage all material conflicts of interest. Nothing in
this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. In
preparing this research, we did not take into account your investment objectives, financial situation or particular needs. Macquarie salespeople, traders
and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions which are contrary to the
opinions expressed in this research. Macquarie Research produces a variety of research products including, but not limited to, fundamental analysis,
macro-economic analysis, quantitative analysis, and trade ideas. Recommendations contained in one type of research product may differ from
recommendations contained in other types of research, whether as a result of differing time horizons, methodologies, or otherwise. Before making an
investment decision on the basis of this research, you need to consider, with or without the assistance of an adviser, whether the advice is appropriate
in light of your particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities
can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of
the investment. This research is based on information obtained from sources believed to be reliable but we do not make any representation or warranty
that it is accurate, complete or up to date. We accept no obligation to correct or update the information or opinions in it. Opinions expressed are subject
to change without notice. No member of the Macquarie Group accepts any liability whatsoever for any direct, indirect, consequential or other loss arising
from any use of this research and/or further communication in relation to this research. Clients should contact analysts at, and execute transactions
through, a Macquarie Group entity in their home jurisdiction unless governing law permits otherwise. The date and timestamp for above share price and
market cap is the closed price of the price date. #CLOSE is the final price at which the security is traded in the relevant exchange on the date indicated.
Members of the Macro Strategy team are Sales & Trading personnel who provide desk commentary that is not a product of the Macquarie Research
department or subject to FINRA Rule 2241 or any other regulation regarding independence in the provision of equity research.

Country-specific disclaimers:

Australia: In Australia, research is issued and distributed by Macquarie Securities (Australia) Ltd (AFSL No. 238947), a participating organization of the
Australian Securities Exchange. Macquarie Securities (Australia) Limited staff involved with the preparation of research have regular interaction with
companies they cover. Additionally, Macquarie Group Limited does and seeks to do business with companies covered by Macquarie Research. There
are robust information barriers in place to protect the independence of Macquarie Research’s product. However, recipients of Macquarie Research
should be aware of this potential conflict of interest. New Zealand: In New Zealand, research is issued and distributed by Macquarie Securities (NZ) Ltd,
a NZX Firm. Canada: In Canada, research is prepared, approved and distributed by Macquarie Capital Markets Canada Ltd., a (i) member of the
Investment Industry Regulatory Organization of Canada and the Canadian Investor Protection Fund, and (ii) participating organisation of the Toronto
Stock Exchange, TSX Venture Exchange & Montréal Exchange. This research is distributed in the United States, as third party research by Macquarie
Capital Markets North America Ltd., which is a registered broker-dealer and member of Financial Industry Regulatory Authority and the Securities
Investor Protection Corporation. Macquarie Capital Markets North America Ltd. accepts responsibility for the contents of reports issued by Macquarie
Capital Markets Canada Ltd. in the United States and sent to US persons. Any US person wishing to effect transactions in the securities described in
the reports issued by Macquarie Capital Markets Canada Ltd. should do so with Macquarie Capital Markets North America Ltd. This research is
intended for distribution in the United States only to major Institutional Investors (as such term is defined in SEC 15a-6 and Section 15 of the Securities
Exchange Act of 1934, as amended) and is not intended for the use of any person or entity that is not a major institutional investor. Research analysts
of Macquarie Capital Markets Canada Ltd. are not registered/qualified as research analysts with FINRA. The Research Distribution Policy of Macquarie
Capital Markets Canada Ltd. is to allow all clients that are entitled to have equal access to our research. United Kingdom: In the United Kingdom,
research is issued and distributed by Macquarie Capital (Europe) Ltd, which is authorised and regulated by the Financial Conduct Authority (No.
193905). Germany: In Germany, this research is issued and/or distributed by Macquarie Capital (Europe) Limited, Niederlassung Deutschland, which is
authorised and regulated by the UK Financial Conduct Authority (No. 193905). and in Germany by BaFin. France: In France, research is issued and
distributed by Macquarie Capital (Europe) Ltd, which is authorised and regulated in the United Kingdom by the Financial Conduct Authority (No.
193905). Hong Kong & Mainland China: In Hong Kong, research is issued and distributed by Macquarie Capital Limited, which is licensed and
regulated by the Securities and Futures Commission. In Mainland China, Macquarie Securities (Australia) Limited Shanghai Representative Office only
engages in non-business operational activities excluding issuing and distributing research. Only non-A share research is distributed into Mainland China
by Macquarie Capital Limited. Japan: In Japan, research is Issued and distributed by Macquarie Capital Securities (Japan) Limited, a member of the
Tokyo Stock Exchange, Inc. and Osaka Exchange, Inc. (Financial Instruments Firm, Kanto Financial Bureau (kin-sho) No. 231, a member of Japan
Securities Dealers Association). India: In India, research is issued and distributed by Macquarie Capital Securities (India) Pvt. Ltd. (CIN:
U65920MH1995PTC090696), 92, Level 9, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai — 400 051, India, which is a
SEBI registered Research Analyst having registration no. INHO00000545. Malaysia: In Malaysia, research is issued and distributed by Macquarie
Capital Securities (Malaysia) Sdn. Bhd. (Company registration number: 463469-W) which is a Participating Organisation of Bursa Malaysia Berhad and
a holder of Capital Markets Services License issued by the Securities Commission. Taiwan: In Taiwan, research is issued and distributed by Macquarie
Capital Limited, Taiwan Securities Branch, which is licensed and regulated by the Financial Supervisory Commission. No portion of the report may be
reproduced or quoted by the press or any other person without authorisation from Macquarie. Nothing in this research shall be construed as a
solicitation to buy or sell any security or product. The recipient of this report shall not engage in any activities which may give rise to potential conflicts of
interest to the report. Research Associate(s) in this report who are registered as Clerks only assist in the preparation of research and are not engaged in
writing the research. Macquarie may be in past one year or now being an Issuer of Structured Warrants on securities mentioned in this report. Thailand:
In Thailand, research is produced, issued and distributed by Macquarie Securities (Thailand) Ltd. Macquarie Securities (Thailand) Ltd. is a licensed
securities company that is authorized by the Ministry of Finance, regulated by the Securities and Exchange Commission of Thailand and is an exchange
member of the Stock Exchange of Thailand. The Thai Institute of Directors Association has disclosed the Corporate Governance Report of Thai Listed
Companies made pursuant to the policy of the Securities and Exchange Commission of Thailand. Macquarie Securities (Thailand) Ltd does not endorse
the result of the Corporate Governance Report of Thai Listed Companies but this Report can be accessed at: http://www.thai-
iod.com/en/publications.asp?type=4. South Korea: In South Korea, unless otherwise stated, research is prepared, issued and distributed by Macquarie
Securities Korea Limited, which is regulated by the Financial Supervisory Services. Information on analysts in MSKL is disclosed at
http://dis.kofia.or.kr/iwebsquare/index.jsp?w2xPath=/wa/fundMar/DISFundMgrAnalystStut.xml&divisionld=MDIS03002001000000&serviceld=SDIS03002
001000. South Africa: In South Africa, research is issued and distributed by Mazi Macquarie Securities (RF) (Pty) Ltd, a member of the JSE Limited.
Singapore: In Singapore, research is issued and distributed by Macquarie Capital Securities (Singapore) Pte Ltd (Company Registration Number:
198702912C), a Capital Markets Services license holder under the Securities and Futures Act to deal in securities and provide custodial services in
Singapore. Pursuant to the Financial Advisers (Amendment) Regulations 2005, Macquarie Capital Securities (Singapore) Pte Ltd is exempt from
complying with sections 25, 27 and 36 of the Financial Advisers Act. All Singapore-based recipients of research produced by Macquarie Capital
(Europe) Limited, Macquarie Capital Markets Canada Ltd, Mazi Macquarie Securities (RF) (Pty) Ltd and Macquarie Capital (USA) Inc. represent and
warrant that they are institutional investors as defined in the Securities and Futures Act. United States: In the United States, research is issued and
distributed by Macquarie Capital (USA) Inc., which is a registered broker-dealer and member of FINRA. Macquarie Capital (USA) Inc, accepts
responsibility for the content of each research report prepared by one of its non-US affiliates when the research report is distributed in the United States
by Macquarie Capital (USA) Inc. Macquarie Capital (USA) Inc.’s affiliate’s analysts are not registered as research analysts with FINRA, may not be
associated persons of Macquarie Capital (USA) Inc., and therefore may not be subject to FINRA rule restrictions on communications with a subject
company, public appearances, and trading securities held by a research analyst account. Information regarding futures is provided for reference
purposes only and is not a solicitation for purchases or sales of futures. Any persons receiving this report directly from Macquarie Capital (USA) Inc. and
wishing to effect a transaction in any security described herein should do so with Macquarie Capital (USA) Inc. Important disclosure information
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regarding the subject companies covered in this report is available at www.macquarie.com/research/disclosures, or contact your registered
representative at 1-888-MAC-STOCK, or write to the Supervisory Analysts, Research Department, Macquarie Securities, 125 W.55th Street, New York,

NY 10019.
© Macquarie Group
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