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China’s Leading Auto R&D Evaluation Service Provider

China Automotive Engineering Research Institute Co., Ltd (CAERI) is the only company listed
in Stock A market which specializes in auto technology services and its controlling
shareholder is China General Technology (Group) Holding Co., Ltd under the auspices of
SASAC (Stated-owned Assets Supervision and Administration Commission). The broad range
of services that CAERI provides fall into two categories: auto technology services and
industrialized manufacturing business. Having strong capability in automotive R&D and
testing, the Company is one of six third-party testing agencies licensed by the authority.

Automotive technology services are expected to experience rapid growth

CAERI has outstanding profitability in automotive technology services. Although the business
was adversely affected last year due to the rectification of oil-consuming measurement and
other industry-specific factors, the Company’s automotive technology services are regaining
the momentum of rapid growth as the rectification was done, the domestic conversion of
emission criteria was finished and the new base NVH/EMC project was launched. As the
automotive technology services sits in the front part of the industry chain and is of a high-
barrier sector, the access barrier in technology and policy ensures that the Company has
strong pricing power. China’s automotive market has entered a stage where growth is
slowing but competition become more and more intense and this will undoubtedly
stimulate the need for R&D. Meanwhile, the ongoing improvement and update in China’s
automotive industry-specific laws and regulations drives the demands for automotive
evaluation. It is forecast that the high value-added services are likely to benefit from the fast
growing automotive technology service sector in China.

Manufacturing business will benefit from commercialization of scientific achievements

The Company’s industrialized manufacturing business includes Special Purpose Vehicles
(SPVs), key components of railway transit and automotive fuel gas system. Among them, the
key components of railway transit recorded a gross margin of over 50%, next only to that of
the automotive technology services, and in 2014, this business landed new contracts
amounting to RMB 225 million and is expected to have limited growth in 2015. Considering
that the Company masters the key technologies, the commercialization of its scientific
achievements makes the business look promising. In addition, Natural Gas Vehicles (NGVs)
as a good example of clean energy application has huge room for further improvement as
the domestic emission criteria keeps upgrading and the natural gas infrastructures are more
widespread. Currently, Dinghui Automotive Fuel Gas, a subsidiary of CAERI, takes 85% of the
refitted CNG vehicles market share together with two other competitors, and will benefit
most from the industry growth. SPVs, however, doesn't contribute much to the results
because it has a very low profitability, more often than not one digit gross margin, and they
are easily affected by the changes in macroeconomic situation.

Investment Thesis

Considering the Company's higher profitability in automotive technology services and its
huge potential in the future, as well as the stock bottoms out, the operation of its new
capacity is likely to bring about the turning point of the operation results. According to our
forecast, its EPS in 2015 and 2016 will be RMB 0.48 and RMB 0.65 respectively, and our
target price of RMB 16.97 yuan, respectively 35/26x of our expected EPS. We give it an
"Accumulating" initiation rating. (Closing price as at 29 May 2015)
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COMPANY DATA
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KEY FINANCIALS

CNY mn FY13 FY14 FY15E FY16E
Net Sales 1483 1563 1995 2489
Net Profit 422 413 465 629
EPS, CNY 0.66 0.65 0.48 0.65
P/E, x 229 234 313 231
BVPS, CNY 5,06 551 417 475
P/BV, x 3.0 2.7 3.6 3.2
DPS (CNY) 0.20 0.10 0.12 0.16
Div. Yield (%) 13% 0.7% 0.8% 1.1%

Source: Company reports, Phillip Securities Est.
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Company Profile- China's Leading Automotive R&D Evaluation Service

Provider

China Automotive Engineering Research Institute Co., Ltd (CAERI), founded in 1965
and formerly known as Chongqing Heavy Duty Truck Research Institute, is one of
Class One scientific research institutions. Its controlling shareholder is China General
Technology (Group) Holding Co., Ltd under the auspices of SASAC (Stated-owned
Assets Supervision and Administration Commission). CAERI is the only company
listed in Stock A market which specializes in automotive technology services.

The broad range of services that CAERI provides fall into two categories: automotive
technology services and industrialized manufacturing. The automotive technology
services include automotive R&D and consulting, automotive testing and evaluation.
The Company's industrialized manufacture business covers Special Purpose Vehicles
(SPVs), key components of railway transit, automotive fuel gas system and its key
components manufacturing.

Dozens of years™ development has enabled the Company to have strong automotive
R&D testing capacity, becoming an important base of Natural Gas Vehicles (NGVs)
and key components of railway transit. The Company has three state-level
technology R&D platforms: National Natural Gas Vehicles Engineering Technology
Research Center, National Key Laboratory on Automotive Noise Vibration and Safety
Technology and United Engineering Laboratory on Alternative Fuel Vehicles. In
addition, the Company also has National Motor Vehicles Quality Inspection Center
(Chongqing) and a post-doctoral research station, qualifying for “National High-tech
Enterprise”, “Innovation-oriented Enterprise” and “International Cooperation Base”.

Revenue breakdown
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Source: Company, Phillip Securities Hong Kong Research
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CAERI CH INTIATION REPORT

Automotive Technology Services are expected to gain rapid growth
For R&D and consulting services, the Company provides China's major automakers
and components vendors with product development, technology consultancy,
performance upgrading and other services, as well as vehicle-related new technology
research and application entrusted by the relevant government authorities. In terms
of automotive testing and evaluation, the Company mainly helps the automakers and
components vendors with product performance testing, mandatory inspection and
certification, and enjoys great strength in this aspect. Having strong capability in
automotive R&D and inspection, the Company is one of six third-party testing
agencies licensed by the authority.

In 2014, CAERI registered revenues of RMB547 million from the technology services,
representing 35% of the Company's total revenues, while the technology services
contributed nearly 70% of the overall gross profit, with gross margin being up to 54%
and showing strong profitability. Although the services were adversely affected last
year due to the rectification of oil-consuming measurement and other industry-
specific factors, the Company’s automotive technology services are regaining the
momentum of rapid growth as the rectification was done, the domestic conversion of
emission criteria was finished and the new base NVH/EMC project was launched. For
this business, Q1 2015 witnessed an increase of the gross profit by 11.4% yoy and
21.7% qoq.

We believe that, as the automotive technology services sit in the front part of the
industry chain and is of a high-barrier sector, the access barriers in technology and
policy ensure that the Company has strong pricing power. China’s automotive market
has entered a stage where growth is slowing but competition becomes more and
more intense due to the rise of per capita rate of automotive ownership and the fall
of automotive demands. To increase their product appeal to potential users,
automakers must increase their R&D investment. Meanwhile, the ongoing
improvement and update in automotive industry-specific laws and regulations in
China drive the demands for automotive evaluation. It is forecast that the high value-
added services are likely to benefit from the fast growing sector of the automotive
technology services in China.

Gross profit breakdown
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Components for railway transit look promising because of core

technology

The Company manufactures components for railway transit, including monorail
reducers, monorail braking devices, low floor train reducers, transmission case and so
on. Among its customers of railway transit equipment manufacturers is China CNR
Changchun Railway Car Co., Ltd. In particular, the Company made a technological
breakthrough in the key monorail components which were qualified to replace the
imported products and the gross margin from this business exceeded 50%, next only
to that of the technology services in the Company. In 2014, the business contributed
around 15% of the Company's gross profit despite the fall due to the changed
schedule of order fulfillment. In the same year, this business landed new contracts
amounting to RMB225 million and is expected to have limited growth in 2015.
Considering that the Company masters the key technologies, the commercialization
of its scientific achievements makes the business look promising.

Margin trend
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Source: Company, Phillip Securities Hong Kong Research

Components for fuel gas system will benefit from alternative energy

sources

The components for fuel gas system include electronic control system, pressure relief
regulators, cylinder valves, nozzles and jet control system, with key customers from
major automakers in China, such as Zhengzhou Yutong and King Long Motor. CAERI
takes a leading position in Natural Gas Vehicles (NGVs) technology, having rich R&D
experience and broad customer base. In 2014, the reported revenues of this business
went up by 39% yoy, contributing 6.5% of the Company's total revenues and 8% of its
total gross profit with gross margin at 34%. NGVs as a good example of clean energy
application have huge room for further improvement as the domestic emission
criteria keeps upgrading and the natural gas infrastructures are more widespread.
Dinghui Automotive Fuel Gas, a subsidiary of CAERI, takes 85% of the refitted CNG
vehicle market share together with two other competitors and will benefit most from
the industry growth.

Special Purpose Vehicles face fierce competition

The Company's SPVs include vacuum trucks, agitator trucks, garbage trucks, dump
trucks and so on, which are widely used in transportation, geological and petroleum
exploration, agriculture, forestry, livestock husbandry and fishery, public security, fire
control and other economic sectors. SPVs, however, doesn’t contribute much to the
results because it has a very low profitability, more often than not one digit gross
margin, and they are easily affected by the changes in macroeconomic situation.
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Valuation

Considering the Company’s higher profitability in automotive technology services and
its huge potential in the future, as well as the stock bottoms out, the operation of its
new capacity is likely to bring about the turning point of the operation results.
According to our forecast, its EPS in 2015 and 2016 will be RMB 0.48 and RMB 0.65
respectively, and our target price of RMB 16.97 yuan, respectively 35/26x of our
expected EPS. We give it an "Accumulating" initiation rating.
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INTIATION REPORT

Peer Comparison

RB

CNY (9 securities)
601965 CH Equity
002353 CH Equity
600458 CH Equity
600495 CH Equity
300284 CH Equity
300012 CH Equity
300228 CH Equity
300191 CH Equity
600375 CH Equity

Mkt BEst

Cap BEst  BEst BEst  EV/BEst
4% (CNY) BEstP/B P/B:2FY P/E:IFY PIE:2FY EBITDA P/B
CHINA AUTOMOTIVE ENGIM 14853 37 33 307 239 22.9 42
YANTAI JEREH OILFIELD-A 42763 47 40 268 215 24.6 5.4
ZHUZHOU TIMES NEW MAT 21020 5.3 52 1135 1025 49.7 73
JINXI AXLE CO LTD-A 17485 N/A NA 1085 965 NA 57
JSTI GROUP -A 16159 74 61 495 382 294 8.2
CENTRE TESTING INTL GR( 15635 12.3 104 759 612 634 123
ZHANGJIAGANG FURUI SPI 13454 10.0 76 464  3H2 NA 109
SINO GEOPHYSICAL CO L1 10707 N/A NA  NA N/A NA 88
HUALING XINGMA AUTOMC 9987 N/A NA  NA N/A NA 29

Source: Bloomberg, Phillip Securities Hong Kong Research
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Financials
FYE DEC FY11 FY12 FY13 FY14 FY15F FY16F
Valuation Ratios
P/E (X), adj. 38.1 28.4 22.9 23.4 31.3 23.1
P/B (X) 6.3 2.9 3.0 2.7 3.6 3.2
Dividend Yield (%) #VALUE! 0.7% 1.3% 0.7% 0.8% 1.1%

Per share data (RMB)

EPS, (Basic) 0.40 0.53 0.66 0.65 0.58 0.65
EPS, (Diluted) 0.40 0.53 0.66 0.65 0.48 0.65
DPS NA 0.10 0.20 0.10 0.12 0.16
BVPS 2.40 5.15 5.06 5.51 4.17 4.75

Growth & Margins (%)

Growth

Revenue -10.1% -42.1% 33.7% 5.4% 27.7% 24.8%
EBIT 76.8% 30.3% 24.2% -37.2% 105.8% 40.2%
Net Income, adj. 28.5% 67.6% 41.5% -2.1% 12.4% 35.3%
Margins

Gross margin 18.3% 39.4% 36.8% 27.4% 36.4% 39.0%
EBIT margin 12.3% 27.6% 25.7% 15.3% 24.7% 27.7%
Net Profit Margin 9.3% 26.9% 28.5% 26.5% 23.3% 25.3%
Key Ratios

ROE 18.5% 14.1% 12.9% 12.2% 12.4% 14.7%

Income Statement (RMB mn)

Revenue 1915 1109 1483 1563 1995 2489
Gross profit 351 437 546 428 725 971
EBIT 235 306 381 239 492 689
Profit before tax 231 357 493 495 562 759
Tax 43 57 69 82 96 129
Profit for the period 188 301 424 413 466 630
Minority interests 10 3 2 -1 2 2
Total capital share 449 561 641 641 962 962
Net profit 178 298 422 413 465 629
Source: PSR

(Financial figures as at 29 May 2015)

Page | 6 | PHILLIPCAPITAL HONGKONG RESEAREH



p PhillipCapital

PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock’s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts,
and speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm's Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product’s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2015 Phillip Securities (Hong Kong) Limited
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