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The main business is expected to benefit from the industry
boom

China | Automobile Parts | Company Update
Investment Summary

Slump in ROI Contributes to a Slight Decline at 5% in Last Year's Results

In 2019, Weifu High-Technology Group Co., Ltd. recorded total revenue of RMB8.78 billion,
an increase of 0.7% yoy. The net profit attributable to the parent company reached
RMB2.27 billion, down by 5.3% yoy, while net profit attributable to the parent company
excluding non-recurring items reached RMB1.947 billion, down by 3.34% yoy. Earnings per
share was RMB2.25. The figure was RMB2.37 in last year. The result was slightly (about 1%)
above our expectation. The cash dividend per share was RMB1.1, with a dividend payout
rate of 49%, maintaining a high dividend payout rate.

The ROI was RMB1.61 billion, down by 17% yoy. The ROI from Bosch Automotive Diesel
Systems Co., Ltd. and Zhonglian Electronics Factory Co., Ltd. decreased by 11% and 24%,
respectively, accounting for two-thirds of the company's total profit. The ROI contributed by
wealth management plans fell to RMB240 million from RMB310 million in the previous year.

Increase in Sales Price Has Improved the Gross Margin though the Sales Volume Has
Declined

The auto market in 2019 was affected by the economic downturn and the decline in
consumer demand, with the overall sales volume declining. The sales volume of the
company's main products is under pressure: The sales volume of fuel pumps fell by 2.8%,
that of post-processing systems fell by 32%, and that of intake systems fell by 2.8%.
However, profitability has improved as a result of higher average product prices brought by
the upgrade of the China VI Emission Standards. Revenue from fuel injection systems was
RMB4.87 billion, down by 3.1% yoy, and gross margin was 30.28%, up by 1.06 ppts yoy.
Revenue from post-processing systems was RMB3.04 billion, up by 8.64% yoy, and gross
margin was 14.3%, up by 2.3 ppts. Revenue from intake systems was RMB446 million, up by
1.26% yoy, and gross margin was 27.4%, down by 0.8 ppts. The overall gross margin also
improved by about 1 ppt to 24%.

Net Profit Decreased by 20% in Q1 2020 under the Pandemic

In the first quarter of 2020, the company achieved a revenue of RMB2.772 billion, up by
22.11% yoy, and the net profit attributable to the parent company reached RMB550 million,
down by 20.2% yoy. Gross margin fell by 4.3 ppts yoy to 18.81% under the pandemic, which
is estimated to be mainly due to the increase of the revenue percentage of the post-
processing system products with low gross margin. In the first quarter, the natural gas
engine post-processing products produced by WFLD, the company's subsidiary, recorded a
high growth, driven by a 25% increase in domestic sales volume of natural gas heavy trucks.
In addition, the pandemic affected the pace of sales of major affiliates in the first quarter.
The declined short-term results resulted in the company's net ROl at RMB363 million, down
by 18.5% yoy, which is also a significant factor. However, ROl is expected to gradually
recover as the domestic auto market gradually recovers.
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KEY FINANCIALS

CNY mn FY18 FY19 FY20E FY21E
Net Sales 8722 8784 8967 9495
Net Profit 2395 2268 2246 2390
EPS, CNY 237 225 223 237
P/E, x 8.9 9.4 9.5 9.0
BVPS, CNY 15.77 16.84 1798 19.14
P/BV, x 1.3 1.3 1.2 1.1
DPS (CNY) 1.20 110 110 1.20
Div. Yield (%) 57% 52% 52% 5.7%

Source: Company reports, Phillip Securities Est.
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The Prosperity of the Heavy Truck Industry Is Expected to Continue under the
Countercyclical Policy Environment

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 lll 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.

The company is expected to benefit from the competitive advantages in the core
power system components of heavy truck engines, advanced exhaust treatment
technology and abundant product reserves.

Presence in new fields of fuel cell components and automotive chips

The company recently announced the purchase of 66% of equity in IRDFuelCellsA/S
for EUR7.26 million, and the joint investment of RMB200 million to set up a
semiconductor device and integrated circuit enterprise. The former has a number of
patents in the field of fuel cells, involving membrane electrodes and bipolar plates,
and its products in Europe, the United States, China and other regions have stable
technical partners and customers. The latter is in line with the "New Four" (electric,
networking, intelligent, sharing), which is an upgrade trend in the automotive
industry. We believe that these two extensive mergers and acquisitions are helpful
for the company to cultivate new business growth points and achieve strategic
transformation and upgrading of product lines.

Valuation

The company holds abundant cash flow and wealth management plans, with stable
operation style, providing a foundation for the future merger and acquisition
transformation and high dividend. As analyzed above, we expected diluted EPS of the
Company to RMB 2.23 and 2.37 for 2020/2021. And we accordingly gave the target
price to 25, respectively 11.2/10.6x P/E for2020/2021. "Accumulate" rating. (Closing
price as at 14 May)
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Gross profit margin trend
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Financials

FYE DEC FY17 FY18 FY19 FY20F FY21F
Valuation Ratios

P/E (X), ad;. 8.3 8.9 9.4 9.5 9.0
P/B (X) 14 1.3 13 1.2 11
Dividend Yield (%) 5.7% 5.7% 5.2% 5.2% 5.7%
Per share data (RMB)

EPS, (Basic) 2.55 2.37 2.25 2.23 2.37
EPS, (Diluted) 2.55 2.37 2.25 2.23 2.37
DPS 1.20 1.20 1.10 1.10 1.20
BVPS 14.70 15.77 16.84 17.98 19.14
Growth & Margins (%)

Growth

Revenue 40.4% -3.3% 0.7% 2.1% 5.9%
EBIT 57.8% -12.5% -8.0% -1.3% 6.7%
Net Income, adj. 53.7% -6.8% -5.3% -1.0% 6.4%
Margins

Gross margin 25.0% 23.3% 24.1% 23.9% 24.1%
EBIT margin 31.0% 28.0% 25.6% 24.7% 24.9%
Net Profit Margin 28.5% 27.5% 25.8% 25.0% 25.2%
Key Ratios

ROE 18.52% 15.58% 13.79% 12.78% 12.76%

Income Statement (RMB mn)

Revenue 9017 8722 8784 8967 9495
Gross profit 2256 2030 2114 2143 2284
EBIT 2792 2443 2248 2218 2368
Profit before tax 2830 2602 2451 2426 2585
Tax 183 136 148 141 150
Profit for the period 2646 2466 2303 2286 2435
Minority interests 76 70 35 40 45
Total capital share 1009 1009 1009 1009 1009
Net profit 2571 2395 2268 2246 2390
Source: PSR

(Closing price as at 14 May)
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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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