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Investment Summary

Results in 2020 Were Affected by COVID-19 Pandemic

In 2020, Wanfeng reported sales revenue of RMB10,699 million, down by 15.3% Y-o-Y after
retroactive adjustment; profits attributable to shareholders were RMB566 million, down by
36.83% Y-o-Y after retroactive adjustment. Basic earnings per share was RMBO0.273. The
proposed final dividend was RMBO.1 per share. The interim dividend was RMBO0.2. The
annual dividend payout ratio was approximately 110%. In April 2020, the Company acquired
55% equity interests in Wanfeng Aircraft Industry Co., Ltd., developing a "dual engine"
pattern for the lightweight metal materials in auto parts industry and the general aviation
aircraft manufacturing industry. Meanwhile, the historical statements were retroactively
adjusted.

The reason for the decline in results was that the main business, the lightweight metal
materials in auto parts industry, was negatively affected by the COVID-19 pandemic and the
external environment of China-US trade friction. According to calculations, the gross profit
of such segment decreased by approximately 23% Y-o-Y; while the other main business, the
general aviation aircraft manufacturing industry, has also been affected by the COVID-19
pandemic to a certain extent, which is mainly reflected in the delays in the acceptance
inspection and delivery of foreign aircraft orders and revenue recognition. According to the
pandemic situation, the Company adjusted its production capacity, accelerated the
authorisation transfer process, and mass-produced and sold in domestic aircraft
manufacturing plants, to reduce the negative impact of foreign delivery delays. In addition,
due to product mix optimization, cost control and other factors, the Company recorded
RMB340 million net profit in the aircraft manufacturing industry, up by 48% Y-o-Y, exceeding
the commitment for the first-year results by approximately 14%.

The sales expense ratio fell to 1.9%, down by 0.68 ppts Y-o-Y, because the transportation
expenses that were originally included in selling expenses were adjusted to performance
costs under the new accounting standards; due to an increase of RMB35 million in exchange
losses, increase in interest expense and decrease in interest income, the financial expense
ratio increased to 2.52%, up by 0.79 ppts. In addition, the decline in revenue caused by the
work stoppage due to the pandemic led to an increase in the amortised cost expense ratio.
The final net profit margin was approximately 7.15%, hitting a new low since the 2008
financial crisis..

FY21Q1 Profit Increased by Nearly 40% Y-o-Y, But Rising Raw Material Prices Remain a
Short-term Concern

In the first quarter of 2021, Wanfeng recorded sales revenue of RMB2,756 million, up by
15.6% Y-o-Y. The net profit attributable to shareholders was RMB168 million, significantly
increased by 37.24% Y-o-Y. However, benefiting from share repurchases, in the first quarter,
the Company's ROE basically returned to the level of the same period in 2019, up by 1.58
ppts Y-0-Y and up by 0.17 ppts Q-o0-Q.

The gross margin in the first quarter was 19.35%, down by 3.15 ppts Y-o-Y. In addition to the
changes in accounting standards, we expect that that part of the reason was the rising raw
material prices in the first quarter. In the first quarter, the price of aluminum ingots rose by
6.5% from the end of last year, up by over 50% Y-o-Y. As at May 31, the price of aluminum
ingots climbed by approximately 15% from the end of last year. By signing a price linkage
mechanism with customers, the Company has voluntarily passed on more than 90% of the
rising cost of raw materials. However, the rapid increase in aluminum prices in the short
term will still have a certain negative impact on the gross margin of the Company's products.
The period expenses were well controlled. The period expense ratio decreased by 4.7 ppts Y-
o-Y. The net profit margin rose to 7.47%.
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Magnesium Alloy Business and General Aviation Aircraft Business Are the Main
Spotlight in the Future

The gradually strict environmental protection policies and energy consumption
regulations have made it inevitable for auto companies to increase the proportion of
lightweight components. In October 2020, the Ministry of Industry and Information
Technology issued the Energy-saving and New Energy Vehicle Technology Roadmap
2.0, which further confirmed the development direction of the global automotive
technology "low-carbonization, informatization, and intelligence", and proposed the
development objectives for China's automotive industry in 2035. After more than 20
years of accumulation of lightweight technologies, Wanfeng has had mature
lightweight solutions for automotive metal materials of "magnesium alloy - aluminum
alloy - high-strength steel". It is empowering more and more traditional auto
companies and new energy auto companies. The Company has already cooperated
with auto companies such as Tesla, NIO, Xpeng, and BYD. In the future, it is expected
to continue to scale up supporting products and further enhance the matching value
of single vehicle.

Regarding general aviation, the domestic general aviation market is in the early stage
of development, with a broad market space. In 2020, its subsidiary, Wanfeng Aircraft
Industry Co., Ltd., achieved mass production and sales in the first year for the
domestic trainer business. Its main customers included well-known aviation schools
such as CAFUC (Guanghan), Civil Aviation University of China, FIAA, Longhao Flight
Driving Training Co., Ltd., China Flying Dragon General Aviation Co., Ltd., and Chinese
Wings. In 2021, the orders in hand have exceeded the workload. The orders are
scheduled to 2022. The market share is nearly 70%. Meanwhile, in the previous
period, Wanfeng Aircraft Industry Co., Ltd. introduced a state-owned enterprise,
Qingdao Wansheng Chengfeng Equity Investment, as a strategic investor, helping
accelerate the development of the domestic market.

Investment Thesis

The Company has abundant accumulation in its main business, aluminum alloy
wheels. With significant technical advantages, it is expected to continue to
consolidate its leading position; there is a vast space for magnesium alloy business
and general aviation aircraft business. Product upgrades and multi-category
arrangement bring greater flexibility, facilitating long-term stable and high growth.
We expect that the Company's wheel business will maintain steady growth. We are
optimistic that the Company's magnesium alloy business and general aviation aircraft
industry will open up new growth space for the Company.

We forecasted the company's EPS in 2021/2022/2023 will reach RMB 0.37/0.46/0.61
yuan, respectively. We give the Company's target price to RMB 7, respectively
19.1/15.2/11.5 x P/E, for 2021/2022/2023, a "BUY" rating. (Closing price as at 16 June)

Risk

Price war among peers
Raw material price increase
New business risk

Peer Comparison

Code Name Market Cap HE PB(MRQ)
™ 20E 21E
002085.5Z| Wanfeng 125 19.9 14.7 13.3 24
002863.57 Jinyue 25 36.4 - - 1.3
002725.57 yueling 18 -298 - - 1.8
002182.57 Yunhai 79 28 21 16 2.7
300428.57 Sitong 73.2 16.8 - — 1.8
000768.57 Avic 698 80 67 53 4.5

Source: Wind, Phillip Securities Hong Kong Research
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PE BAND

Source: Wind, Phillip Securities Hong Kong Research
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Financials

FYE DEC FY19 FY20 FY21F FY22F FY23F
Valuation Ratios

P/E (X), ad. 14.0 21.0 15.6 12.5 94

P/IB (X) 16 2.2 22 2.0 1.8

Dividend payout ratio(%) 0.0% 109.8% 54.5% 50.1% 46.0%
Dividend Yield (%) 0.0% 5.2% 3.5% 4.0% 4.9%
Per share data (RMB)

EPS, (Basic) 0.41 0.27 0.37 0.46 0.61

EPS, (Diluted) 0.41 0.27 0.37 0.46 0.61

DPS 0.00 0.30 0.20 0.23 0.28

BVPS 3.65 2.58 2.58 2.85 3.26

Growth & Margins (%)

Growth

Revenue 14.8% -15.3% 15.0% 19.5% 13.8%
EBIT 3.4% -16.1% 43.9% 23.9% 27.7%
Net Income, adj. -6.6% -36.8% 34.4% 25.2% 32.6%
Margins

Gross margin 21.1% 19.7% 19.7% 20.3% 22.0%
EBIT margin 10.0% 10.0% 12.5% 12.9% 14.5%
Net Profit Margin 7.1% 5.3% 6.2% 6.5% 7.5%
Key Ratios

ROE 11.2% 8.8% 14.2% 16.9% 19.9%
ROA 5.0% 3.4% 4.7% 5.6% 6.9%
Income Statement (RMB 100mn)

Revenue 126 107 123 147 167
Gross profit 27 21 24 30 37
EBIT 13 11 15 19 24
Profit before tax 12 8 13 16 22
Tax 2 1 2 3 4
Profit for the period 10 8 1" 13 18
Minority interests 1 2 3 4 5
Total capital share 2,187 2,072 2,072 2,072 2,072
Net profit 9.0 5.7 7.6 9.5 12.6
Source: PSR

(Closing price as at 16 June)
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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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