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Net Loss in 1H22, but Profit Inflection Point Has Arrived
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® Investment suggestion: With the pandemic under control, gradual improvement in supply chain constraints
and the easing of raw material cost pressures, we believe that an inflection point for earnings growth has
occurred. With the fast increase in penetration rate of global new energy vehicles, we expect that revenue and
profit margins will have faster-than-expected growth. Currently, we have a "Buy" rating for Nexteer (the
"Company"). We will likely increase our earnings forecasts and TP in the next Company Report, to reflect
improving operating environment, and maintain our "Buy" investment rating.
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® Nexteer recognized net loss of US$11.1 million in 1H22 (US$83.1 million net profit in 1H21). During the
period, the Company recognized US$49.4 million in income tax expense due to a decrease in deferred tax
asset; excluding such expense, shareholders’ profit would be US$38.3 million, which represents a 54.0% yoy
decrease or an 8.4% hoh improvement.

® Revenue increased by 3.3% yoy or 10.3% hoh to US$1,791 million, outperforming the overall industry.
The improvement was mainly contributed by North America segment business, which increased by 7.0% yoy to
US$1,095 million. North America remained as the largest revenue contributor, up 2.2 ppts to 61.1%. In contrast,
revenue from APAC and EMEASA decreased by 2.5% yoy and 1.7% yoy, respectively. The decline was mainly
due to partial lockdowns in China during the period and the Russia-Ukraine conflict in Europe. During the
period, there were 14 major programs launched in Asia Pacific, the most among the Company's operating
segment. By product, sales of electric power steering (EPS) systems increased 2.8% yoy to US$1,226 million,
making up 68.5% of total revenue in 1H22 (1H21: 69.6%). Driveline increased 5.5% yoy to US$313 million,
thanks to volume contribution from Morocco and India.
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® Gross margin decreased 4.7 ppts yoy to 8.4%. The gross margin was weaker than expected as raw material
costs increased significantly. In addition, chip shortages also created operating inefficiency and significantly
increased transportation and logistics costs. Such situation was similar to that in 2H21, making gross margin flat
on a hoh basis.

® EBITDA was down 25.7% yoy to US$158 million. The decline was driven by negative impact from increased
commodity prices and logistics costs. In terms of EBITDA, APAC region remained the most profitable, only
having declined by 2.8 ppts to 18.1%. Meanwhile EMEASA region continued to improve to 8.4% due to
expanding business scale.
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® 1H22 results conclusion: The weaker-than-expected results were mainly affected by chip shortage and rising
commodity prices, largely uncontrollable by the Company. The management expects that such environment will
continue will improve in 2H22, implying that gross margin pressure will ease. Nexteer won US$4.4 billion in new
business in 1H22, which already represents 73% of the management’s guidance.

® Risks: Uncertainty on the pandemic, weakened downstream demand, fluctuation in raw material prices.
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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 ==, Relative Performance is 5% to 15%;

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

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

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

Sell FH 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 MR Relative Performance>5%;
or the fundamental outlook of the sector is favorable.

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

Underperform T AT 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 SF REIT (02191 HK),JINSHANG BANK (02558 HK),BANKOFZHENGZHOU (06196 HK),XPENG-W (09868 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 not 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.

© 2022 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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