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Positives Priced in, Downgrade to "Neutral"
EMEECE R, FEE “dik”

L] Xiezhong’s recorded net loss of RMB119.0 million in 1H19 on .
non-recurring items. Core operations turned to profit in 1H19 amounting Rating: Neutral
RMB24.9 million, slightly below expectations. Revenue jumped 108.0% yoy
thanks to contribution from the new 4S business with revenue of RMB508.9 Sy it
million. Meanwhile, the HVAC business saw revenue drop by 9.3% yoy to
RMB393.3 million. Gross margin dropped significantly by 5.0 ppts yoy to
12.2% as the 4S business generally has lower gross margin. Nonetheless, 6-18m TP H iz HK$1.78
HVAC gross margin dropped 0.5 ppts yoy to 16.7%, below our growth
expectation. Share price ff/t HK$1.850
° We have decreased our underlying profit forecasts for 2019 to 2021 by
18.2%/ 28.9%/ 27.2%, respectively. Despite that we think that Xiezhong was
relatively better off as compared to OEMs, gross margin still fell short of our Stock performance
improvement expectation. Therefore, we have decreased both gross margin et I
expectation for HVAC and 4S business, but hold the view on better 2H19. 300 T 9% of return
. The Company generated YTD return above 27.9%, and we believe the Bor
positives are largely reflected in the current price level. Therefore, despite 00 1
that we recognize the strong outlook of the Company, we downgrade our Bor
investment rating to "Neutral" and revise down TP to HK$1.78. Our TP 100 r
represents 18.1x 2019 PER and 15.7x 2020 PER. Downside risks of the 50 1
Company include 1) further decline in China auto sales growth, 2) potential 0.0 et e ‘ !
failure of the new venture in setting up the factory in Morocco, and 3) (5.0) w V Nv Vl
worse-than-expected BJEV vehicle sales. (0.0 L
Sep-18 Dec-18 Mar-19 Jun-19 Sep-19
o WA 2019 4F ERERIFZH BB ERBFTRART 119.0 BAL. Z0lk57E 2019 S Index MEZHONG INTERNA
FEPFESEHAMEART 24.9 H7570, BT B B THE 48 5T AR T
5.09 1276, WA FHIEK 108.0%. [FEf, HVAC M5 NFILL TR 9.3% % AR 3.93
et T 4SS5 MR FAEAL, BRI R T 5.0 ME 4 M % 12.2%. (2 Change in Share Price 1M M 1y
f&, HVAC W HIBFZF LTI 0.5 NE 7 M2 16.7%, KT AR KT W A5z 14 34 14
® AT 2019 £ E 2021 FFIIBLLEFI TS T 18.2%/ 28.9%/ 27.2%. RERA TN A é{;b;fidj % (CR) @y 20.1
A FERIARLE EHL BT, BRI TR TRAT ST . B, JATFRICT HVAC ?Uﬂ%"é;g/‘ﬂjjlgzex 5.9) ©1) o2
48 M S5 (BRI, LN 2019 FLERH X, Avg. share price CHKS) o . "
o ARERESIEIREN 27.0%, RAUNETEECERILIIRAT. B, /Y e e
WATAA ALY, HRIEEBIPETRZ “PHi” FTFRERNZE 1.78 #it.
H AR %R 18.1 £% 1 2019 4E 17 & %A1 15.7 511 2020 45117 1 % o 2 WA Tl i T 47 XU
4G D hEREHE ISR — P T, 2) TEREGEE) AL S TR R BAK 3D
JEHOHT RE PR B 2E T T
Year End Turnover Net Profit ERS ERBS PER BPS PBR DPS Yield ROE
G32 [/ON & REE BRI BRI D) W&EE SRR LR S BRI JREHE BT
12/31 (RMB m) (RMB m) (RMB) (& %) ) (RMB) () (RMB) (%) (%)
2017A 930 (40) (0.050) (192.6) (30.8) 0.990 1.6 0.000 0.0 (5.0
2018A 924 ) (0.012) n.a. (135.4) 0.973 1.7 0.000 0.0 (1.2)
2019F 2,194 (85) (0.107) n.a. (15.8) 0.866 2.0 0.000 0.0 (11.6)
2020F 2,531 27 0.034 n.a. 49.8 0.900 1.9 0.044 2.6 3.9
2021F 2,944 58 0.072 111.8 235 0.927 1.8 0.092 5.4 7.9
Shares in issue (m) &A% (m) 800.0 Major shareholder K%< Chen Hao 28.5%
Market cap. (HK$ m) it (HK$ m) 1,480.0 Free float(%) [ FH il L (%) 715
3 month average vol. 3 > H 133 32 i 1 ('000) 2,046.7 FY19 Net gearing (%) FY19 i it/ 4 % 4 (%) 168.9
52 Weeks high/low (HK$) 52 & =/ (HKS$) 2.010/1.370 FY19 Est. NAV (HK$) FY19 &AM GEIT) 1.9

Source: the Company, Guotai Junan International.
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1H19 RESULTS REVIEW

Xiezhong International ("Xiezhong" or the "Company") recorded net loss of RMB119.0 million in 1H19. During the
period, the Company booked a number of non-recurring expenses or losses including impairment losses on traded
receivables, fixed assets, intangibles and loss on fair value changes of financial instruments amounted to RMB143.9 million.
Excluding the non-recurring items, underlying profits was RMB24.9 million, slightly below our expectations. Key takeaways of
the results are as follows:

. Xiezhong revenue jumped 108.0% yoy to RMB902.2 million on strong contribution from 4S business. To recap, the
Company bought the 4S business from its largest shareholder which sell Lexus and FAW Volkswagen, and the business
was transferred on 28 Dec. 2019. In 1H19, 4S business contributed RMB508.9 million, representing 56.4% of total
revenue. Meanwhile HVAC business recorded revenue of RMB393.3 million, a yoy drop of 9.3%. We believe the weak
auto market in 1H19 negatively impacted its key customers, such as Dongfeng Group, BAIC Motor and Geely Auto.

. Gross margin decreased 5.0 ppts to 12.2% due to significant change in sales mix as 4S business has a lower gross
margin of 8.8% which is roughly in line with listed 4S companies. For components business, gross margin dropped 0.5
ppts to 16.7%.

. Meanwhile, both administrative and selling expense per revenue ratio dropped yoy by 5.4 ppts and 1.9 ppts, showing
signs of benefits from economies of scale.

. Impairment loss on trade and other receivables was mainly caused by an increased credit risk of one customer.

Table-1: Summary of 1H19 Financial Results of Xiezhong

1H19 1H18 yoy
RMB mn, except per share item
Turnover 902.2 433.8 108.0%
Cost of sales (791.7) (359.1) 120.5%
Gross profit 110.4 74.7 47.9%
Other income and gains 12.3 6.2 96.7%
Selling and distribution costs (41.6) (28.4) 46.7%
Administrative expenses (56.0) (50.3) 11.2%
Other operating expenses (0.2) 0.0 n.a.
Impairment losses on trade and other receivables (65.9) (15.1) 335.5%
Operating profit (41.0) (12.9) 217.0%
Net finance costs (30.2) (16.7) 81.0%
Loss on FV changes of FVTPL (52.3) 0.0 n.a.
Profit before taxation (123.4) (29.6) 317.1%
Income tax 3.0 2.6 15.9%
Profit for the year/period (120.4) (27.0) 345.8%
Non-controlling interests (1.4) (0.5) 180.5%
Equity shareholders of the Company (119.0) (26.5) 348.9%
Basic EPS(RMB) (0.2) (0.0) 348.9%
Other non-recurring items
Impairment loss of PPE and intangibles (27.1) 0.0 n.a.
Underlying profit / loss 24.9 (11.9) n.a.
Source: the Company, Guotai Junan International.
Table-2: Operating Data of Xiezhong

1H19 1H18 yoy
Key Financial Ratio ppts
Gross profit margin 12.2% 17.2% -5.0
- HVAC 16.7% 17.2% -0.5
-4S 8.8% n.a. n.a.
Operating profit margin -4.5% -3.0% -1.6
Net profit margin -13.2% -6.1% -7.1
Selling costs to revenue 4.6% 6.5% -1.9
Administrative expenses to revenue 6.2% 11.6% -5.4
Effective tax rate 2.4% 8.7% -6.3

Source: the Company, Guotai Junan International.
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GUOTAI JUNAN SECURITIES Xiezhong International (03663 HK)
Figure-1: Breakdown of Xiezhong’s HVAC Figure-2: Revenue of Xiezhong’s HVAC System
Revenue
1H18 1 1H19 ayoy .
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Source:the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

Note: Inner ring: 1H18; Outer ring: 1H19.

BUSINESS UPDATE

NEV to support sales and growth. Despite that sales declined 9.3% for HVAC business, NEVs have been one of the key
support factors that mitigated the slump. We noted that sales and production decreased significantly for key customers such
as Dongfeng Motors, BAIC and Foton, etc. The reason is probably due to the disrupted market caused by the transitioning of
China 5 to China 6 emission standards in 1H19, as well as a generally weaker economy that hurt but both passenger and
commercial vehicle demand. As noted, BJEV is one the largest customers of the Company. Sales volume of BJEV was up by
21.6% yoy in 1H19 due to strong government support that spurred NEV demand. Sales mix of NEVs increased to about 20%
in 1H19. The high NEV sales mix was beneficial to the Company as 1) NEVs will be a key focus in the next few years, and the
stronger exposure in NEVs and being a key supplier to BJEV could lead to further business opportunities; and 2) both pricing
and gross margin are generally higher than traditional vehicles due to higher technological requirements. We expect the high
proportion in NEVs will be supportive to the Company’s profitability.

4S business to become a strong arm for Xiezhong. Lexus drive 4S business outperformed. In contrast with overall
downward trends, the import market achieved yoy volume increase of 17.2%. Lexus volume was up by 38.2% yoy in 1H19
thanks to new products and strong brand name. We believe that Lexus is well on track to achieve 200,000 units in 2019
despite facing tariff risks from the US as Lexus is one of the few brands that have been performing very strongly since 2018.
Popular models such as the ES should continue its strong momentum, while new models like the RX launched in Sep. 2019
with longer wheelbase version. On the other hand, despite that FAW VW dragged overall sales, sales declined 11.0% yoy in
1H19. However, we noticed that it is showing improvement with decline narrowing since May 2019. We believe 2H19 will be
much better for the brand due to low base comparison and launch of new coupe version of Tayron.

Figure-3:Sales Mix Figure-4: Lexus Sales in China 2019
Units mm FAW VW sales o yoy Units s | exus sales o yoy
120,000 10.0% 25,000 160.0%
o
(o] 5.0% 9
115,000 ’ 140.0%
0.0% 20,000 120.0%
110,000 o O s 100.0%
105,000 O -10.0% 15,000 80.0%
-15.0% 60.0%
100,000 -20.0% 10,000 40.0%
95,000 -25.0% 20.0%
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90,000
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Source: the Company, Guotai Junan International. Source: CAAM, Guotai Junan International.
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EARNINGS REVISIONS

We have decreased our underlying profit forecasts for 2019 to 2021 by 18.2%/ 28.9%/ 27.2%, respectively. We forecast
the Company to make loss after considering impairment losses and FV losses on financial instruments. On the other hand,
core operations should performe weaker than expected, mainly caused by the weaker gross margins. The downstream auto
market was weak in the first half, which caused disruption to all players. Despite that we think that Xiezhong was relatively
better off as compared to OEMs, gross margin still fell short of our improvement expectation. Therefore we have decreased
both expectation for HYAC and 4S business, but hold the view on better 2H19.

Table-3: Major Financial Data and Forecast Changes

New Old Changes

2019F 2020F 2021F 2019F 2020F 2021F 2019F 2020F 2021F
Revenue 2,194.3 2,530.7 2,944.4 2,194.3 2,5630.7 2,944.4 0.0% 0.0% 0.0%
Gross profit 293.0 344.7 411.2 322.2 380.6 455.5 -9.1% -9.4% -9.7%
Operating profit 2.0 128.5 164.6 141.5 173.8 219.5 -98.6% -26.1% -25.0%
Shareholders' profit (85.3) 27.4 57.6 85.6 114.3 153.1 -199.7% -76.0% -62.4%
Underlying profit 72.3 82.8 113.2 88.3 116.5 155.4 -18.2% -28.9% -27.2%
EPS, basic (RMB) (0.107) 0.034 0.072 0.107 0.143 0.191 -199.7% -76.0% -62.3%
Gross margin 13.4% 13.6% 14.0% 14.7% 15.0% 15.5% (1.3)ppt (1.4)ppt (1.5)ppt
Operating margin 0.1% 5.1% 5.6% 6.5% 6.9% 7.5% (6.4)ppt (2.8)ppt (1.9)ppt
Net margin -3.9% 1.1% 2.0% 3.9% 4.5% 5.2% (7.8)ppt (3.4)ppt (3.2)ppt

Source: Guotai Junan International.

VALUATION

The Company has generated above return of 27.9% YTD, and we believe that the positives are largely reflected in the current
price level. Therefore, despite that we recognize the strong outlook of the Company, we have downgraded our investment
rating to "Neutral" and revised down TP to HK$1.78. Our TP represents 18.1x 2019 PER and 15.7x 2020 PER. Downside
risks of the Company include 1) further decline in China auto sales growth, 2) potential failure of the new venture in setting up
the factory in Morocco, and 3) worse-than-expected drop in BJEV vehicle sales.

9 September 2019
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Table-4: Peers Comparison

PE PB ROE(%) D/Y(%) EVIEBITDA
Company Stock Code Currency Last price 18A 19F 20F 21F 18A  19F  20F 21F 19F 19F 19F
Wuling Motors Ho 305 HK HKD 0.30 7.2 na. n.a. na. 04 na na. na. n.a. n.a. n.a.
Minth Group Ltd 425 HK HKD 25.50 14.8 14.6 12.5 1.0 20 1.9 1.7 16 135 27 8.8
Xinyi Glass 868 HK HKD 8.18 77 8.1 74 6.6 1.8 1.6 14 13 204 6.2 73
Fuyao Glass In-H 3606 HK HKD 23.05 1.9 15.3 13.5 1241 25 24 23 21 16.1 4.2 1.0
Zhejiang Shiba-H 1057 HK HKD 0.93 85.2 na. n.a. na. 04 na na. na. n.a. n.a. n.a.
Xinchen China Po 1148 HK HKD 0.29 30.6 na. n.a. na. 0.1 na. na. na na. n.a. n.a.
Shuanghua Hldgs 1241 HK HKD 0.22 n.a. na. n.a. na. 04 na na. na. n.a. n.a. n.a.
Nexteer 1316 HK HKD 6.82 5.8 7.7 741 6.6 1.3 1.2 1.0 09 16.4 28 3.1
Xin Point Holdin 1571 HK HKD 1.64 35 34 3.0 2.8 0.6 0.6 05 04 175 8.1 na.
Xingda Intl 1899 HK HKD 2.04 9.7 71 n.a. na. 05 na na. na. n.a. n.a. n.a.
Xiezhong Interna 3663 HK HKD 1.85 n.a. 14.8 11.6 8.6 1.7 15 14 14 104 1.8 na.
Prinx Chengshan 1809 HK HKD 715 6.7 8.4 6.4 46 0.4 1.2 1.1 09 15.0 32 48
Huazhong In-V 6830 HK HKD 1.10 1.8 na. n.a. na. 18  na na. na. n.a. n.a. n.a.
Simple Average 17.7 9.9 8.8 75 11 15 13 1.2 15.6 41 7.0
Weighted Average 12.3 1.8 10.4 9.3 20 1.8 1.7 15 15.8 4.0 8.1
Anhui Zhongdi-A 000887 CH CNY 9.72 10.6 10.2 8.9 8.1 14 1.3 1.1 10 1.7 31 n.a.
Jiangnan Mould-A 000700 CH CNY 3.50 291.7 na. n.a. na. 12 na na. na. n.a. n.a. n.a.
Songz Automobi-A 002454 CH CNY 4.90 174 6.5 n.a. na. 09 na na. na. n.a. n.a. n.a.
Wanxiang Qian-A 000559 CH CNY 5.54 211 213 19.8 17.9 29 na  na na 12.0 n.a. n.a.
Avic Electrome-A 002013 CH CNY 722 314 26.5 226 19.5 28 26 23 20 9.6 0.4 14.1
Lingyun Indust-A 600480 CH CNY 8.08 13.5 14.8 12.3 9.5 0.9 0.9 08 0.7 5.9 na. na.
Ningbo Huaxian-A 002048 CH CNY 13.89 1.9 10.7 9.3 78 1.1 1.1 1.0 08 134 26 na.
Wanfeng Auto -A 002085 CH CNY 7.24 16.5 na. n.a. na. 25 na na. na. na n.a n.a
Zhejiang Yinlu-A 002126 CH CNY 7.45 16.9 15.7 13.5 1.3 1.7 15 14 12 9.4 0.4 na
Zhejiang Asia -A 002284 CH CNY 5.00 500.0 455 n.a. na. 13 na. na. na. na. n.a. n.a.
Xingmin Intel-A 002355 CH CNY 6.78 n.a. 39.9 n.a. na. 15  na na. na. n.a. n.a. n.a.
Ciwen Media Co L 002343 CH CNY 8.65 n.a. 8.3 10.5 138 28 26 23 22 16.4 0.7 n.a.
Changchun Fawa-A 600742 CH CNY 12.29 1.8 1.6 10.1 9.2 13 1.2 1.1 141 124 n.a. na.
Huayu Autom-A 600741 CH CNY 25.85 10.2 1.6 10.6 9.9 1.8 1.7 15 14 144 4.1 72
Dongfeng Elect-A 600081 CH CNY 12.24 26.1 25.0 n.a. na. 3.0 na. na. na. na. n.a. n.a.
Greatoo Intellig 002031 CH CNY 2.01 81.0 na. n.a. na. 14  na na. na. n.a. n.a. na.
Zhejiang Wanli-A 002434 CH CNY 6.95 26.7 138 133 10.6 15 15 13 1.2 7.8 1.7 n.a.
Xuchang Yuando-A 002406 CH CNY 5.82 121 na. n.a. na. 13  na na. na. n.a. n.a. na.
Zhejiang Jingu-A 002488 CH CNY 7.68 458 na. n.a. na. 19 na na. na. n.a. n.a. na.
Simple Average 64.3 18.7 131 1.8 1.7 1.6 14 13 1.3 1.8 10.7
Weighted Average 285 13.8 10.5 9.5 1.9 1.2 1.1 1.0 9.9 1.9 44
Denso Corp 6902 JP JPY 4,596.00 1.2 141 121 1.0 1.0 1.0 09 09 8.1 3.0 5.0
Keihin Corp 7251 JP JPY 1,536.00 6.4 72 9.8 8.5 0.6 0.6 05 05 79 29 23
Aisin Seiki Co 7259 JP JPY 3,300.00 6.7 8.1 10.7 8.8 0.7 0.7 06 06 8.3 45 3.7
Toyota Industrie 6201 JP JPY 5,960.00 11.0 121 1.5 1.0 0.7 0.7 07 07 5.9 25 1.7
Nok 7240 JP JPY 1,552.00 7.6 78.5 15.1 10.9 0.6 0.6 06 06 22 32 34
Stanley Elec Co 6923 JP JPY 2,661.00 12.2 10.8 1.7 10.8 1.3 1.2 1.1 10 1.2 1.9 4.1
Bridgestone Corp 5108 JP JPY 4,096.00 10.6 10.2 9.9 9.2 13 1.2 1.1 141 121 39 53
Sumitomo Rubber 5110 JP JPY 1,231.00 8.9 9.6 9.3 8.7 0.7 0.7 06 06 72 45 49
Toyota Boshoku 3116 JP JPY 1,462.00 6.1 9.9 8.8 8.2 1.0 0.9 09 08 10.1 38 23
Yokohama Rubber 5101 JP JPY 2,080.00 94 76 8.0 75 0.9 0.8 08 07 1.2 3.1 5.9
Jtekt Corp 6473 JP JPY 1,186.00 8.2 16.5 11.9 10.1 0.8 0.8 07 07 78 37 46
Nsk Ltd 6471 JP JPY 903.00 6.9 8.4 13.7 124 0.9 0.9 08 08 10.3 4.4 48
Hanon Systems 018880 KS KRW 11,500.00 221 19.2 15.4 14.0 3.0 27 25 23 14.9 28 94
Hankook Technolo 000240 KS KRW 14,100.00 6.2 6.8 6.2 55 0.4 0.4 04 04 5.9 2.3 4.4
Kumho Tire Co In 073240 KS KRW 4,200.00 n.a. na. n.a. na. 0.9 0.9 09 09 (5.1) n.a. 1.2
Hyundai Mobis 012330 KS KRW 249,000.00 12.5 9.9 8.7 8.0 0.8 0.7 07 06 77 1.7 5.7
Mando Corp 204320 KS KRW 34,800.00 15.4 14.2 10.8 9.3 1.2 11 1.0 09 7.9 1.9 6.0
Tong Yang Ind 1319 TT TWD 45.90 14.1 12.7 1.5 1.0 1.3 1.2 12 11 9.5 44 6.6
Cheng Shin 2105 TT TWD 43.85 40.2 28.3 23.3 19.8 18 18 1.7 17 6.3 2.7 8.4
Amer Axle & Mfg AXL US usD 721 n.a. 34 33 31 0.5 0.5 04 04 15.5 0.0 37
Meritor Inc MTOR US usD 17.92 134 48 52 5.1 53 3.0 22 19 731 0.0 4.4
Borgwarner Inc BWAUS usD 35.09 7.9 9.1 8.4 74 1.7 15 13 13 174 1.9 53
Johnson Controls JCIUS usD 42.85 18.3 220 16.5 14.2 1.9 1.7 16 15 8.4 25 1.8
Lear Corp LEAUS usD 120.45 6.9 8.1 7.3 6.7 18 18 1.7 1.6 213 2.3 4.4
Stoneridge Inc SRIUS usD 32.00 16.8 19.7 15.6 13.6 3.2 29 27 na 15.6 n.a. n.a.
Tenneco Inc-A TEN US usb 10.32 1.1 26 23 24 0.3 0.5 04 03 18.2 6.1 42
Goodyear Tire GTUS usD 12.29 42 8.0 5.9 5.9 0.6 0.6 06 06 6.9 5.3 49
Cooper Tire & Ru CTB US usD 2433 16.0 15.7 9.1 na. 1.0 1.0 09 na 6.4 1.7 4.2
Gentex Corp GNTX US usb 27.14 16.5 16.2 15.3 13.8 38 37 34 na 23.0 1.7 n.a.
General Motors C GM US usD 38.73 6.9 5.8 6.0 5.8 14 1.2 1.1 09 229 4.0 3.0
Valeo Sa FRFP EUR 28.56 124 154 10.2 7.9 15 15 13 1.2 9.8 39 43
Brembo Spa BRE IM EUR 8.90 12.2 12.9 11.9 1.7 24 22 19 17 17.8 25 6.4
Faurecia EOFP EUR 4432 8.7 8.6 7.7 6.9 1.6 1.6 14 12 18.0 3.0 3.8
Autoliv Inc ALV US usb 7417 33.9 125 10.5 9.2 34 27 23 20 246 33 7.0
Continental Ag CON GY EUR 116.58 8.0 1.0 9.2 8.2 1.3 1.3 12 11 10.8 35 48
Michelin MLFP EUR 99.34 10.7 9.2 8.6 7.9 15 14 12 141 15.1 4.1 48
Simple Average 12.3 134 10.3 9.2 15 1.3 12 1.0 13.2 3.0 5.5
Weighted Average 1.5 122 10.3 9.3 14 1.3 12 1.0 132 32 5.7
Global Simple Average 315 14.0 10.7 9.5 14 15 1.3 12 134 3.0 7.7
Global Weighted Average 16.7 16.1 13.6 12.3 1.8 1.6 15 13 16.5 3.9 76

Source: Bloomberg, Guotai Junan International.
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Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F
Total Revenue 930 924 2,194 2,531 2,944 Property, plant & equipment 705 987 1,079 1,194 1,181
Cost of sales (784) (754)  (1,901)  (2,186)  (2,533) Intangible assets 81 271 279 284 290
Gross profit 145 170 293 345 411 Lease prepayment 61 69 67 65 63
Other non-current assets 184 404 97 100 99
Other income and gains 4 17 14 13 15 Total Non-current Assets 1,032 1,730 1,522 1,643 1,633
Selling and distribution costs (49) (54) (96) (110) (127)
Administrative expenses (115) (116) (209) (119) (134) Cash & Cash Equivalents 21 73 54 80 16
Other operating expenses (0) (0) (0) (0) (0) Pledged deposits 23 64 74 79 86
Operating Profit (15) 16 2 129 165 Inventories 238 344 644 792 888
Trade and other receivables 651 718 1,391 1,535 1,826
Net finance costs (33) (32) (50) (50) (52) Amount due from related parties 122 183 152 168 160
Loss on FV changes of financial 0 0 (52) (52) (52) Total Current Assets 1,055 1,382 2,315 2,653 2,977
Profit Before Tax (48) (16) (100) 27 61
Income Tax 5 1 14 1 2) Total Assets 2,087 3,11 3,837 4,296 4,610
Profit After Tax (42) (15) (86) 28 58
Trade and other payables 655 824 1,634 2,011 2,254
Non-controlling Interest 2 6 1 (0) (1) Amounts due to related parties 31 39 39 39 39
Shareholders' Profit / Loss (40) 9) (85) 27 58 Interest-bearing borrowings 434 893 873 898 943
Income tax payables 0 25 12 25 28
Basic EPS (0.050) (0.012) (0.107) 0.034 0.072 Provision for product warranty 4 4 10 1 13
Dividend per share (RMB) 0.000 0.000 0.000 0.044 0.092 Total Current Liabilities 1,124 1,786 2,568 2,984 3,277
Interest-bearing borrowings 112 100 317 319 324
Deferred income 29 28 28 28 28
Cash Flow Statement Deferred tax liabilities 0 49 26 37 31
Total Non-current Liabilities 140 524 554 568 567
Year end 31 Dec (RMB m) 2017A 2018A 2019F 2020F 2021F
Profit before taxation (48) (16) (100) 27 61 Total Liabilities 1,265 2,309 3,121 3,552 3,844
Depreciation and Amortisation 84 85 154 171 182
Other adjustments 59 35 206 105 107 Total Shareholders' Equity 792 778 693 720 741
Change in WC 103 61 (77) 64 (146) Minority Interest 30 24 23 23 24
Finance costs paid (33) (32) (50) (50) (52) Total Equity 822 802 716 743 765
Income tax paid (7) ) @) 24 () BPS (RMB) 0990 0973 0866 0900 0927
Cash from Operating Activities 159 129 131 340 147
Capital expenditure (187) (272) (252) (289) (174) S— -
Decrease/(increase) of pledged 0 0 0 0 0 Financial Ratios
Others ! 28 ! ! ! G in (%) A T A
- o ross margin (% X . . X X
Cash from Investing Activities (186) (245) (252) (289) (174) Operating margin (%) (16) 18 0.1 51 56
Net change in bank loans and other @1 170 102 @7) (1) Net margin (%) @3 00 (@9 1.1 20
Dividend paid 0 0 0 0 (36) ROA (%) 20 (04 (25 07 13
ROE (%) (5.0) (1.2) (11.6) 39 79
lssue of Share ® @ 0 0 0 Gearing rafio (%) 865 1227 1689 1636 1748
Cash from Financing Activities (28) 168 102 (27) (37) Current ratio(x) 0.9 08 0.9 0.9 09
Interest coverage(x) (0.5) 0.5 (1.0) 15 2.2
ﬁ:f gﬁgs g of Year 76 21 73 o & Inventory turover days 1065 1409 1237 1323 1280
ges in Cash (56) 52 (19) 25 (63) )
Effect of FX rate changes 1 0 0 0 0 Trade receivable days 251.2 2711.3 2313 2213 226.3
Cash at End of Year 21 73 54 80 16 Trade payable days 269.2 358.0 313.6 335.8 3247
Sales volume growth (%) 13.8 (9.5) 13.3 11.8 13.7
Revenue growth (%) 37 (0.6) 137.5 15.3 16.3
Operating profit growth (%) (124.6)  (208.3) (88.0)  6415.0 28.1
Net profit growth (%) (193.1) (77.1) 8248 (132.1) 110.2
EPS Growth (%) (193.1) (77.1) 824.8  (132.1) 110.2

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform MR Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),JXR (01951 HK),BANK OF GANSU (02139 HK),JINSHANG
BANK (02558 HK),ZHONGLIANG HLDG (02772 HK),BINHAI INVESTMENT (02886 HK),CAM SCSMALLCAP (03157
HK),HAITIANTIAN (08227 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization
of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2019 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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