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Investment Summary

Annual Sales Volume was Better than Expectation

The year of 2019 has witnessed a continued booming in the heavy truck industry in China.
The annual sales of heavy trucks hit a fresh record of 1.174 million units, according to data
from CAAM (China Association of Automobile Manufacturers). It drove the annual sales of
Weichai engines to 742,000 units, up by 10.1% yoy, Shaanxi Heavy Duty Automobile to
161,000 trucks, up by 5.2% yoy, and Fast Gear to 1.002 million units, up by 10.2% yoy.

Sales Promotion and Raw Material Cost Rise in Q4 Posed a Drag on Gross Profit

In 2019, Weichai recorded a revenue of RMB174.4 billion, up by 9.5% yoy, and a net profit
attributable to the parent company of RMB9.1 billion, up by 5.2%, but slightly lower than
the expectation mainly due to a drop in the Company’s net profit in the fourth quarter
(RMB2.047 billion) by 22.9% yoy. Weichai stepped up efforts in sales promotion and
marketing in the fourth quarter in a bid to promote trucks and engines of the China VI
emissions standard and take the market share, leading to the rise in short-term cost. In
addition, the price increase in the precious metal raw material resulted in a drop in the
engine gross margin in the fourth quarter. Currently the precious material price has fallen
back from the fourth quarter of last year. Meanwhile, through investing in R&D, the
Company has achieved a lower consumption on precious metal. The current consumption
per unit has dropped by 20-30%. The gross margin is expected to recover to a normal range
when the production recovers after the work resumption.

In terms of income in 2019, Weichai engines reported a revenue of RMB45.76 billion, up by
14.7% yoy, Shaanxi Heavy Duty Automobile, RMB54.4 billion, up by 6.4% yoy and Fast Gear,
RMB15.11 billion, up by 8.5% yoy. Having the benefit from the execution of previous orders,
KION recorded a revenue of RMB67.18 billion, up by 11.0% yoy.

As for the profit contribution, the engine recorded a net profit of RMB7.36 billion, up by
9.2% yoy, among which the net profit in the fourth quarter witnessed a fall by 15.2% yoy to
RMB1.86 billion mainly attributed to the drop in gross margin; Shaanxi Heavy Duty
Automobile recorded a net profit of RMB1.26 billion, up by 6.4% yoy, Fast Gear, RMB1.33
billion, up by 1.2% yoy, and KION, RMB2.65 billion, up by 3.3% yoy.

High Investment in R&D

The cost rate was maintained at a stable range, and the total period cost rate was 13.54%,
slightly up by 0.19 ppts over the last year. The R&D cost increased by 21%, or by RMB908
million to RMB5.23 billion, mainly for investing in the electronic control sector for further
bringing up the product competitiveness. The final dividend rate dropped by 5 ppts to 25%,
mainly resulting from the Company’s intention to enhance the rick control capability
considering the impact from the potential return of the epidemic. The dividend ratio will be
brought back to a normal range after the negative impact of the epidemic.
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KEY FINANCIALS

CNY mn 12/18 12/19 12/20F 12/21F
Net Sales 159256 174361 183652 195730
Net Profit 8657 9105 9668 10725
EPS, CNY 1.08 115 122 135
P/E, x 112 107 103 9.3
BVPS, CNY 492 570 663 7.63
P/BV, x 2.5 2.2 1.9 1.7
DPS (CNY) 046 029 035 049
Div. Yield (%) 3.8% 2.3% 2.8% 3.9%

Source: Company reports, Phillip Securities Est.

Research Analyst
Zhangling (+ 86 021-51699400-103)

zhangjing@phillip.com.cn

Page | 1 | PHILLIPCAPITAL HONGKONG RESEAREH



\
P PhillipCapital
] ueoATE RePORT

Countercyclical Policy to Secure High Demand of Infrastructure

Aiming at boosting the economy, the government authorities are strengthening the
countercyclical adjustment policies. Ministry of Finance has expanded the issuance
scale of local government special bonds, and multiple provinces and municipalities an
intensive range of investment plans. The growth of infrastructure is expected to be
recovered, which will subsequently drive the demand for engineering heavy trucks.
At the end of March, the State Council announced a policy of bonus for compensation
from the central budget for supporting the phasing out of the diesel cargo trucks
under or below the China Ill emission standard in key areas such as Beijing-Tianjin-
Hebei. Meanwhile, a value added tax at the rate of 0.5% based on the sales revenue
will be imposed from May 1 to the end of 2023 for the used vehicle sales of second-
hand automobile dealers. A high drive of heavy truck sales is expected from the
demand upgrade caused by the phasing out of diesel trucks and gears falling on or
below the China Ill emission standard.

As shown by the latest data, the engineering machinery demand has bounced back
strongly in March, and the price rise suggested the recovery of supply and demand
balance. In general, the impact of epidemic in China was mainly in January to
February. The accumulated demand in the previous period for engineering machinery
was released in March along with the quick recovery of infrastructure demand and
real estate work resumption.

What’s more, Weichai is furthering cooperation with Sinotruk and will benefit from
the scale effects brought from increasing market share. From the middle term, the
clear strategic framework of “power engine + hydraulics + new energy” and the
access to both the foreign and domestic market cam help the original business to
offset the period fluctuation in domestic heavy truck industry and build a more
balanced business system.

Investment Thesis

We revise the profit forecast of the company in 2020/2021 to EPS of RMB 1.22/1.35.
We will also revise target price to 15.6 HKD (11.6/10.5x for 2020/2021 P/E) and
Accumulate rating. (Closing price as at 23 April)

Forward P/E P/B trend

Source: Bloomberg, Company, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY17 FY18 FY19 FY20F FY21F
Valuation Ratios

P/E (X), adi. 135 11.2 10.7 10.3 9.3

P/B (X) 2.6 25 2.2 1.9 1.7

Dividend Payout Ratio (%) 47.0% 42.5% 24.9% 28.7% 36.2%
Dividend Yield (%) 3.5% 3.8% 2.3% 2.8% 3.9%
Per share data (RMB)

EPS, (Basic) 0.85 1.08 1.15 122 1.35

EPS, (Diluted) 0.85 1.08 1.15 1.22 1.35

DPS 0.40 0.46 0.29 0.35 0.49

BVPS 441 4.92 5.70 6.63 7.63

Growth & Margins (%)

Growth

Revenue 62.7% 5.1% 9.5% 5.3% 6.6%
EBIT 129.8% 25.4% 4.6% 3.8% 9.9%
Net Income, adj. 178.9% 27.2% 5.2% 6.2% 10.9%
Margins

Gross margin 21.4% 21.9% 21.4% 21.0% 21.0%
EBIT margin 7.3% 8.7% 8.4% 8.2% 8.5%
Net Profit Margin 4.5% 5.4% 5.2% 5.3% 5.5%
Key Ratios

ROE 20.3% 23.2% 21.5% 19.8% 19.0%

Income Statement (RMB mn)

Revenue 151569 159256 174361 183652 195730
Gross profit 32363 34846 37344 38475 41005
EBIT 11113 13933 14572 15124 16619
Profit before tax 10522 13858 14352 14890 16369
Tax -1344 -2233 -2445 -2382 -2619
Profit for the period 9178 11625 11907 12507 13750
Minority interests -2370 -2968 -2802 -2839 -3025
Total capital share 7997 7995 7934 7934 7934
Net profit 6808 8657 9105 9668 10725
Source: PSR

(Closing price as at 23 April)
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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.
© 2020 Phillip Securities (Hong Kong) Limited
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