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Continue to Lead in Market Share, Profitability Rallies
Significantly

Hong Kong | Automobile Parts | Update Report

Company Profile

Weichai is one of the automobile and equipment manufacturing groups with the strongest
comprehensive strength in China's heavy truck industry. Based on the powertrain system
including engine, axle and gearbox, the Company extends upstream components and
downstream heavy trucks, and takes the lead in forklifts and intelligent warehousing. After
years of development, the Company has built a synergetic development pattern of four
major industrial segments including powertrain (engine, transmission, axle/hydraulics),
vehicle and machinery, intelligent logistics and other segments.

Investment Summary

Remarkable Performance Driven by Strong Demand for Natural Gas-fueled Heavy Trucks
and Robust Exports

The domestic economy has entered a plateau phase, after an impulse-type increase at the
beginning of the year. The heavy truck industry has been driven by multiple favorable
factors, such as economic recovery, the constant release of policy effects, and a low base in
the same period last year. Nevertheless, as affected by the complex international
environment and insufficient domestic demand, the industry still faces certain pressure.
Specifically, 701 thousand heavy trucks were cumulatively sold from January to September
2023, with an increase of 34%yoy. The cumulative sales this year so far have already
surpassed the total sales of 670 thousand last year.

Particularly, as natural gas prices are dramatically lower than diesel prices, natural gas-
fueled heavy trucks have emerged to be the most eye-catching segment during the recovery
of the heavy truck industry this year. The cumulative domestic sales of natural gas-fuelled
heavy trucks from January to September amounted to 107.4 thousand, up 255% yoy.
Weichai Power Co., Ltd. (hereinafter referred to as "Weichai Power" or the "Company") is,
without a doubt, the leader of engines for natural gas-fueled heavy trucks in China, with a
market share of nearly 70%. Additionally, the export of heavy trucks has maintained a fast
growth this year. Statistically, 210 thousand heavy trucks were exported from January to
September, up 70% yoy, which represented up to 30% of the total exports and hit a record
high.

Thanks to several favorable factors, Weichai Power sold 548 thousand engines in the first
three quarters, which climbed by 24.5% yoy. Particularly, 52 thousand of them were
exported, with a year-on-year increase of 35.6%. In terms of commercial vehicle business,
Shaanxi Heavy Duty Automotive Co., Ltd. (Shaanxi Zhonggi), a controlling subsidiary of the
Company, sold 92 thousand heavy trucks in the first three quarters, up 52% yoy, wherein 42
thousand were exported with a year-on-year increase of 71.9%. In regard to intelligent
logistics business, KION Group AG (KION), a controlling subsidiary of the Company, recorded
the net profit before interest and tax of EUR570 million in the first three quarters, which
jumped by 171.6% yoy.;
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Accumulate (Downgrade)
CMP HKD 12.84
(Closing price as at 20 December)

TARGET HKD 15.3 (+19.16%)

COMPANY DATA

0/S SHARES (MN) : 8727
MARKET CAP (HKD MN) : 24949
52 - WK HI/LO (HKD): 14.88/9.36

SHARE HOLDING PATTERN, %
Weichai Group Holdings Limited 16.3
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KEY FINANCIALS

CNY bn 12/22 12/23F 12/24F 12/25F
Net Sales 175 209 228 252
Net Profit 6 13 14 18
EPS, CNY 0.56 1.00 1.08 1.39
P/E, x 20.4 11.8 10.9 8.5
BVPS, CNY 8.39 8.98 9.69 10.46
P/BV, x 1.4 1.3 1.2 1.1
DPS (CNY) 0.25 0.45 0.55 0.65
Div. Yield (%) 22% 3.7% 4.6% 5.4%

Source: Company reports, Phillip Securities Est.
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Continue to Lead in Market Share, Profitability Rallies Significantly

In accordance with the reports of Weichai Power for the first three quarters: The
Company's revenue grew by 22.9% yoy to RMB160.38 billion from January to
September 2023. The net profit attributable to the parent company stood at RMB6.5
billion with a year-on-year growth of 96.3%. The basic EPS was RMBO0.75. Particularly,
the revenue for the third quarter was RMB54,248 million, with a year-on-year and
quarter-on-quarter increase of 23.9% and 2.9%, respectively. Additionally, the net
profit attributable to the parent company amounted to RMB2,602 million, up 181.2%
and 27.3% yoy and qoq, respectively.

With respect to registration, the Company occupied 34.1% of the engine market in
the third quarter, up 10.1 ppts yoy. Meanwhile, the Company's large diameter
engines feature a high ASP and strong profitability, thus maintaining a rapid growth in
both sales and revenue in recent years. The Company occupied more than 30% of the
domestic market of engines for heavy trucks above 500 horsepower, with a year-on-
year increase of nearly 20 ppts.

Benefiting from the scale effect, the optimized sales structure, and the improved
profitability of the subsidiary, KION, the Company's profitability recovered
prominently. The overall gross margin in the first three quarters was 20.2%, up 3.3
ppts yoy. The net profit margin was 5%, growing by 2.1 ppts yoy. ROE was 8.4%,
which climbed by 3.7 ppts yoy. For the third quarter, the gross margin reached 21.8%,
with a quarter-on-quarter growth of 1.6 ppts. The net profit margin was 5.9%, up 1.1
ppts qogq.

The Equity Incentive Plan Outperforms Expectations, Indicating Great Confidence
The Company plans to repurchase shares, as shown in its 2023 A-share Restricted
Equity Incentive Plan Draft released. It intends to grant 85.44 million shares of
restricted shares in total to 716 directors, senior executives, Middle Management
members, and core technicians, accounting for 0.98% of the total share capital. The
target values of revenue for 2024, 2025, and 2026 in the draft are RMB210.2 billion,
RMB231.2 billion, and RMB258.9 billion, respectively. The profit margin from sales is
8%, 9%, and 9%, respectively, and the target values of profit equivalent to these
figures are RMB16.8 billion, RMB20.8 billion, and RMB23.3 billion. The above
objectives exceed market expectations, indicating the Company's great confidence in
its future performance growth.

Looking ahead, the Company's result is expected to continue to benefit from the
accelerating penetration into the market of natural gas-fueled heavy trucks, the
emerging competitive advantage in large diameter engines, the abundant export
demand, and the constant improvement in operations of overseas subsidiaries. In the
long run, the heavy truck industry will usher in development opportunities, because
of constant economic recovery and the continuous increase in highway transport
efficiency. The Company will continue to unleash its advantage of business diversity,
accelerate strategic business, such as large diameter engines, hydraulic pressure
powertrains, agricultural equipment, intelligent logistics, and new energy, and
promote its mid- and long-term development.

nated.

Investment Thesis

the Company has a clear strategic framework of "power engine + hydraulics + new
energy". The domestic and overseas markets go hand in hand. The space for future
development may be expected.

We forecast the EPS of the Company to be RMB 1.00/1.08/1.39 in 2023/2024/2025.
We will also revise target price to 15.3 HKD (14.1/13.0/10.1x P/E and 1.6/1.4/1.3x P/B
for 2023/2024/2025) and Accumulate rating. (Closing price as at 20 December)
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Domestic Heavy-duty truck monthly sales and growth
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Weichai Quarterly Net Profit

4000 - 910 c2011 =2012 w2013 =2014
=2015 m2016 =2017 =2018 =2019
=2020 =2021 =2022 2023

3500

3000

2500

2000

1500

1000

500

0

Source: Wind, Company, Phillip Securities Hong Kong Research

P/E Band

35.00

25.00

5.00

5.00

0.00
2008-01-01 2010-01-01 2012-01-01 2014-01-01 2016-01-01 2018-01-0 2020-01-01 2022-01-01 2024-01-01

Source: Wind, Company, Phillip Securities Hong Kong Research

Page | 3 | PHILLIPCAPITAL HONGKONG RESEAREH



P PhillipCapital

Financials

FYE DEC FY21 FY22 FY23F FY24F FY25F
Valuation Ratios

PIE (X), adj. 9.6 204 11.8 10.9 85

P/B (X) 13 14 13 12 11

Dividend Payout Ratio (%) 34.0%  45.2% 45.2% 50.7% 46.7%
Dividend Yield (%) 3.5% 2.2% 3.8% 4.7% 5.5%
Per share data (RMB)

EPS, (Basic) 1.09 0.56 1.00 1.08 1.39

EPS, (Diluted) 1.09 0.56 1.00 1.08 1.39

DPS 0.37 0.25 0.45 0.55 0.65

BVPS 8.26 8.39 8.98 9.69 10.46

Growth & Margins (%)

Growth

Revenue 11.5%  -20.5% 19.7% 9.2% 10.2%
EBIT 8.0%  -63.0%  162.7% 8.3% 27.3%
Net Income, adj. 115%  -56.6% 96.3% 8.5% 27.9%
Margins

Gross margin 18.6% 17.5% 20.6% 20.3% 20.8%
EBIT margin 6.4% 3.0% 6.6% 6.5% 7.5%
Net Profit Margin 6.8% 3.7% 6.1% 6.1% 7.1%
Key Ratios

ROE 15.4% 6.8% 11.5% 11.6% 13.8%

Income Statement (RMB mn)

Revenue 220215 175158 209137 228415 251652
Gross profit 40941 30666 43040 46254 52344
EBIT 13999 5177 13732 14878 18945
Profit before tax 14460 6085 12952 13986 17913
Tax -2276 -403 -2202 -2308 -2956
Profit for the period 12184 5683 10750 11678 14957
Minority interests -2691 -778 -2064 -2219 -2812
Total capital share 8727 8727 8727 8727 8727
Net profit 14875 6461 12814 13897 17769
Source: PSR

(Closing price as at 20 December)
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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.
© 2023 Phillip Securities (Hong Kong) Limited
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