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Investment Summary

Q1 Records Outstanding Performance, a Substantial Growth of over 50%

In the first quarter of 2021, Weifu High-Technology Group Co., Ltd. reported a revenue of
RMB4.7 billion, up by 69.6% yoy; the net profit attributable to the parent company was
RMB862 million, up by 56.7% yoy; the net profit attributable to the parent company
excluding non-recurring items was RMB930 million, up by 88% yoy. The quarterly revenue
and the net profit from deduction both hit a new high. The outstanding performance was
mainly attributable to the continuation of high prosperity in the commercial vehicle market
and the low base caused by the pandemic over the same period last year. According to the
data of China Association of Automobile Manufacturers, the sales volume of domestic
passenger vehicles and heavy trucks in the first quarter of 2020 rose sharply by 76.6% and
93.9% vyoy, respectively, which drove its associated companies Bosch Automotive Diesel
Systems Co., Ltd. and Zhonglian Electronics Factory Co., Ltd. to record strong growth,
thereby contributing RMB510 million in investment returns, up by 70.2% yoy.

Gross Margin Declines Slightly and Expenses Are Well Controlled

The gross margin during the period was 17.98%, down by 0.83 ppts yoy and down by 4.7
ppts mom. The main reason was the increased proportion of post-processing business
revenue with a low gross margin and the rising cost due to rising raw material prices. The
Company performed well in cost control. The period expense ratio was 6.7%, down by 2.1
ppts yoy and down by 16.5 ppts mom, and the sales, administration and R&D expense ratio
was down by 0.6pct, 1.7pct and 0.2 ppts yoy, respectively. The Company had a strong
balance sheet. The proportion of interest-bearing debts in the total invested capital was only
3.73%. Besides, the Company had sufficient funds, with RMB10.62 billion of cash, cash
equivalents and other current assets in the first quarter, an increase of 3.3% compared with
the end of 2020.

Share Incentive Plan Demonstrates the Company's Confidence and Facilitates Long-term
Development

Last October, the Company issued the draft share incentive plan, with an intention to grant
19,596,000 restricted shares to 602 incentive objects, accounting for approximately 1.942%
of the Company's total shares at the time when the draft plan was announced. The grant
price was RMB15.48 per share, which was about a 35% discount to the latest closing price,
indicative of a significant incentive effect. It was required by the unlocking conditions that
the proprietary profit for 2021 to 2023 should not be less than RMB845 million, RMB892
million and RMB958 million, respectively, the return on net assets for 2021 to 2023 should
not be lower than 10%, and the cash dividend should not be lower than 50% of the profit
available for dividend the same year. We believe that the announcement of this share
incentive plan reflects the confidence of the management in the future development
prospects of our proprietary business and improved business visibility. This move is also
conducive to uniting the Company's management and core technical personnel, binding
interest, stimulating business vitality, further consolidating industry competitiveness, and
laying a foundation for the Company's long-range development.
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Emission Standard Upgrade in H2 to Raise Profitability, New Business Landscape to
Bring New Growth Momentum

The upgraded China VI vehicle emission standards will be comprehensively
implemented from July 1, 2021, and off-road diesel machinery is expected to
implement the China IV vehicle emission standards from the end of 2022. At present,
the phaseout of diesel vehicles with the China IV vehicle emission standards is
encouraged in some cities. "Carbon peaking" will push the internal combustion
engine industry to upgrade key and core technologies in energy conservation and
emission reduction and will benefit leading manufacturers of diesel engine core parts
like Weifu High-Technology, which can expect raised profitability.

For the past few years, the Company has launched new businesses with hydrogen
fuel cell and intelligent network as two main strategic directions through active
epitaxial M&As, to build the core competitiveness of sustainable development. So far,
the two new businesses have both achieved rapid growth. The Company's smart
seats have won projects from some mainstream vehicle enterprises and entered the
phase of small-batch supply. In 2020, the Company recorded a sales revenue of
RMB77,397,000 in the core components of hydrogen fuel cells..

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 2.72 and 2.98 for 2021/2022. And we accordingly gave the target
price to 27.3, respectively 10/9.1x P/E 1.4/1.3 x P/B for 2021/2022. "Accumulate"
rating. (Closing price as at 26 May)

Forward P/E P/B Trend

000581 CH Equity

Source: Bloomberg, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY18 FY19 FY20 FY21F FY22F
Valuation Ratios

P/E (X), ad]. 99 10.5 8.6 8.7 79

P/IB (X) 15 14 1.3 12 1.1

Dividend Yield (%) 51% 4.7% 6.4% 5.9% 6.8%
Per share data (RMB)

EPS, (Basic) 2.37 2.25 275 272 298

EPS, (Diluted) 2.37 2.25 275 272 298

DPS 1.20 1.10 1.50 1.40 1.60

BVPS 15.77 16.84 18.12 19.43 20.81

Growth & Margins (%)

Growth

Revenue -3.3% 0.7% 46.7% 9.0% 13.8%
EBIT -12.5% -8.0% 8.6% 12.6% 10.5%
Net Income, adj. -6.8% -5.3% 22.3% -1.1% 9.8%
Margins

Gross margin 23.3% 241% 19.1% 19.4% 19.3%
EBIT margin 28.0% 25.6% 19.0% 19.6% 19.0%
Net Profit Margin 27.5% 25.8% 21.5% 19.5% 18.8%
Key Ratios

ROE 15.58%  13.79% 15.72% 14.47% 14.84%

Income Statement (RMB mn)

Revenue 8722 8784 12884 14047 15986
Gross profit 2030 2114 2455 2718 3088
EBIT 2443 2248 2442 2750 3039
Profit before tax 2602 2451 3003 3048 3351
Tax 136 148 180 244 268
Profit for the period 2466 2303 2823 2804 3083
Minority interests 70 35 50 62 71
Total capital share 1009 1009 1009 1009 1009
Net profit 2395 2268 2773 2742 3012
Source: PSR

(Closing price as at 26 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.
© 2021 Phillip Securities (Hong Kong) Limited
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