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Stable Advantage in Heavy Truck Industry Chain. Non-
engine Business Gradually Takes off
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Investment Summary

Net Profit in the First Three Quarters Hits a New High, Growth Rate Slows Down under a
High Base

The Q3 revenue of Weichai Power in 2018 was down about 8.5% yoy to RMB35.92 billion,
net profit attributable to the parent company down by 17.6% yoy to RMB1.91 billion, and
the EPS stood at RMBO0.2. The yoy decrease in Q3 was mainly due to the high base caused by
the high prosperity of the heavy truck industry in the same period of the previous years,
while the growth rate of the heavy truck industry slowed down significantly during the
period.

In the first three quarters, the Company reported a revenue of RMB118.18 billion, up by
5.94% yoy, and a net profit attributable to the parent company of RMB6,001 million, up by
30.4% yoy, and the EPS stood at RMBO0.75. Net profit of the Company in the first three
quarters hit a record high since its listing.

Gross Margin Basically Stays Flat and Expenses Are Well Controlled

The Company's integrated gross margin in the first three quarters was 21.65%, basically
staying flat and down by 0.04 ppts slightly, and the rise in the price of raw materials and the
shift in product mix basically offset each other. The expenses of the Company were well
controlled, the three rates were 12.92%, down approximately by 0.8 ppts over the same
period last year, among which the sales expense rate was 6.7%, down by 0.32 ppts yoy, the
administration expenses + R&D expenses rate were 6.17% (-0.05ppts yoy), and the financial
expenses rate was 0.08% (-0.46ppts yoy).

The Company Has Stable Advantage in Heavy Truck Industry Chain. Non-engine Business
Gradually Takes off

During the period, the Company’s heavy-duty engine has been in a stronger position in
heavy truck market, five-ton loader market and the market of passenger vehicles above 11
meters. In the first three quarters in 2018, the market share of the Company's heavy truck
engine reached 30.2%, maintaining its leading position. We expect that the future heavy
truck engine business of the Company will continue to benefit from the upward trend in the
sales structure resulting from upgrading consumption in heavy truck industry.

Based on golden industry chains of heavy truck (engine + gearbox + axle + complete heavy
truck), Weichai Power has steadily expanded its business scope since 2012, and laid out an
industry chain featuring intelligent logistics solution through the acquisition of Baudouin,
Linde Hydraulics, Kion and Dematic. In H1 of 2018, the sales revenue of Linde Hydraulics
(China) doubled yoy, and the revenue of Kion in the Q3 stood at EUR1.9 billion (+3.5% yoy),
the amount of order was EUR2.06 billion (+11.5%yoy) and net profit was EUR100 million
(+21.8%yoy).

In addition, the proportion of the Company’s non-road heavy truck engine has also been
increased to about 30%, which is complementary and synergistic with the original business.
The Company's "power + hydraulic" strategic framework is clear, which helps smooth the
original business affected by periodic fluctuations of heavy truck industry, and the business
structure is more balanced.
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KEY FINANCIALS

CNY mn FY15 FY16 FY17E FY18E
Net Sales 93184 151569 158318 161730
Net Profit 2441 6808 7592 7668
EPS, CNY 061 085 095 0.97
P/E, x 131 87 83 82
BVPS, CNY 7.94 441 505 5.89
P/BV, x 1.0 17 16 14
DPS (CNY) 035 040 045 0.45
Div. Yield (%) 44% 54% 57% 5.6%

Source: Company reports, Phillip Securities Est.
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The Company Increases Input in New Energy Sector

After 2017, the Company has been keeping exploration in the field of new energy
strategy and invested Ballard Power Systems in Canada, Foresight, Ceres Power in
Britain, PSl in the US, and the Company also increased input in R&D to enter the new
energy field of fuel cells. At present, the Company has taken control of high-quality
resources, such as hydrogen fuel cells and solid oxide fuel cells in new energy
business. In future, the Company will strengthen R&D in core technology and
accelerate the implementation of new energy business.

Investment Thesis

We believe that although the high prosperity of heavy truck industry is unlikely to
continue, factors such as stricter environmental protection policies, upgrading of
emission standard, overload control and rapid development of e-commerce logistics
will support the stable sales of heavy truck in China. The chairman of the Company
also serves as the chairman of Sinotruk, and it is expected that Sinotruk will increase
engine purchasing volume of the company in the future.

We reaffirm the "Accumulate" rating with the target price to HKD 10.65, equivalent
t0 9.9/9.8x P/E ratio in2018/2019. (Closing price as at 10 January 2019)
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Peer Comparison

Ticker Name Market Cap PE PBMRQ) (O£
UsSD Mil) ™ 18E 19E (2018Q3)
000338.5 ) 9102.5 7.6 8.1 7.5 17 16.53
J1R(10)

CYNREEN AT 37149 134 14.4 12.7 13 5.98
601766.5H i 7R 38063 225 221 18.1 21 6.12
600031.5H ZET 9201.5 121 10.5 8.8 21 175
000157.5 R R 4147.1 20.9 17 121 0.8 35
000425.5 BT HM 3746.7 14.6 13.2 10.2 09 5.84
600528.5H kTl 3683 16.5 15.6 133 16 7.22
600320.5H JRIEET 2612.5 54.9 M 26 12 13
600685.5H kB % 21215 -47.9 -836| 1246 13 5.4
000528.5Z T 1322 11.9 9.9 7.5 09 7.66

7 (10)

il 7l 1331.8 143 9 9.2 11 48
1766.HK P 28668.9 17.2 16 13.2 16 6.12
2338.HK ST H 9069.4 7.6 8.2 8 17 16.53
3808.HK HE A 3902.9 6.5 7.1 6.8 11 NA
1157.HK P Rl 2909 14.7 131 10.4 05 35
3339.HK HERT 1130.3 6 6.3 5.2 1 NA
0317.HK B % 970.2 - -38.2 57 06 5.4
0631.HK =Mz 962.2 14 9.8 7.2 1 NA
1786.HK B 318 19 15.2 14.4 04 NA
%H(10)

CVNREN R 6597 18.7 13.2 133 27 17.34
CATN R 77286 20.2 114 11 49 345
DEN|  j#/K(DEERE) 49429 208 225 134 44 15.9
CMIN REW i 22190.9 171 13.2 133 31 21.6
PCAR.O AR 20597.4 9.3 - - 22 18.8
WABN| [ 752 H15) 7022.8 226 - - 24 9.1
TTC.N S 61713 226 - - 9.2 36.8

WBC.N WAHE 5754.7 12.8 - - 5 24.6

Source: Wind, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F FY20F
Valuation Ratios

P/E (X), adj. 2.8 216 131 8.7 8.3 8.2 8.0

P/B (X) 0.4 0.9 1.0 17 1.6 1.4 1.2

Dividend Payout Ratio (%) NA 57.5% 57.3% 47.0% 47.4% 46.4% 45.1%
Dividend Yield (%) NA 2.7% 4.4% 5.4% 5.7% 5.6% 5.6%
Per share data (RMB)

EPS, (Basic) 251 0.35 0.61 0.85 0.95 0.97 1.00

EPS, (Diluted) 251 0.35 0.61 0.85 0.95 0.97 1.00

DPS 0.25 0.20 0.35 0.40 0.45 0.45 0.45

BVPS 16.24 7.94 7.94 4.41 5.05 5.89 6.54

Growth & Margins (%)

Growth

Revenue 36.6% -7.4% 26.4% 62.7% 4.5% 22% 3.1%
EBIT 44.9% -48.9% 35.5% 129.8% 13.2% 5.0% 4.9%
Net Income, adj. 40.8% -72.3% 75.6% 178.9% 11.5% 1.0% 2.8%
Margins

Gross margin 21.1% 22.8% 22.1% 21.4% 21.3% 21.2% 21.0%
EBIT margin 8.8% 4.8% 5.2% 7.3% 7.9% 8.2% 8.3%
Net Profit Margin 6.3% 1.9% 2.6% 4.5% 4.8% 4.7% 4.7%
Key Ratios

ROE 16.7% 4.3% 7.7% 20.3% 20.1% 17.6% 16.1%

Income Statement (RMB mn)

Revenue 79637 73720 93184 151569 158318 161730 166794
Gross profit 16823 16775 20633 32363 33643 34254 35077
EBIT 6990 3569 4836 11113 12575 13209 13858
Profit before tax 6967 3083 4637 10522 12436 13059 13656
Tax -1181 -921 -1041 -1344 -2176 -2259 -2390
Profit for the period 5786 2162 3596 9178 10260 10800 11266
Minority interests -760 =172 -1155 -2370 -2668 -3132 -3380
Total capital share 1999 3999 3999 7997 7997 7900 7900
Net profit 5026 1390 2441 6808 7592 7668 7886
Source: PSR

(Financial figures as at 10 January 2019)
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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.
© 2019 Phillip Securities (Hong Kong) Limited
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