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China Yuchai International Limited

NYSE: CYD

Maintaining Rating & Reducing Target
BUY, $17.00

February 25, 2022
MARKET DATA

Share Price: $ 11.83
Market Cap: $ 483.26 M
52wk Range: $ 10.57 - 19.59
Ave. Volume: 39,000
Basic S/O: 40.85 M
Fully Diluted S/O: 4142 M
Float: 11.96 M
Institutional %: 26%
Insider %: 62%
FINANCIAL DATA (mrq)
Cash: RMB 5,331.56 M
ST Debt: RMB N/A
Total Debt: RMB 2,203.00 M
Book Value: RMB 8,859.15M
EBITDA (ttm): RMB 1,133.19 M
CFFO (ttm): RMB N/A
Auditor: Ernst & Young
2020A 2021A 2022e¢ 2023e
Revenue (in Millions of RMB)
Jun 995895 12,629.13 8,738.33 10,229.02
Dec 1062222 8,636.80 9,157.58 8,968.44
REV 20,581.17 21,265.93 17,895.92 19,197.46
P/S 0.15 0.14 0.17 0.16
Diluted EPS (in RMB)
Jun 7.48 6.21 417 7.07
Dec 5.95 0.46 3.98 4.64
EPS 13.43 6.67 8.15 11.71
P/E 5.57 11.21 9.18 6.39
Dividend (in USD)
DIV 1.70 0.30 0.40 0.50
Yield 14.4% 2.5% 3.4% 4.2%

William Gregozeski, CFA
wgregozeski@greenridgeglobal.com
+1 414 435 1110

Sales & Gross Margins Better Than Expected In H2:21

Sales & Gross Margins Better Than Expected In H2:21. CYD report-
ed H2:21 results yesterday with Revenue of RMB 8,636.8 million, an
18.7% decline from the year ago period. Unit sales declined 21.0%, to
171,449. The declines were better than the Commercial market as a
whole, which saw sales down over 30% for the period. A bright spot for
Yuchai was that all segments, outside of trucks, saw growth in the peri-
od, highlighted by continued demand for marine & power generation
thanks in part to the recent power availability issues. Gross margins
surged from the first half, to 15.4% and should continue to rise thanks
to economies of scale from the National VI platform, per management
on the conference call. Operating and Net Income ultimately fell below
our estimate due to much heavier R&D spending than we expected.
Management noted on the call that total R&D spending will likely stay
just over RMB 1 billion each of the next two years. Net Income for the
period was RMB 18.97 million, or RMB 0.46 per share.

Model Update. We made adjustments to our unit sales and Revenue
estimates for 2022, which given current domestic economic uncertain-
ties could result in a weaker than previously expected first half for the
Commercial segment. We do expect sales to build through the pre-buy
for National VIb implementation on July 1, 2023, and then fall off the
next period as is typical. Gross margins should continue to rise as the
Company works to cut costs and sees greater economies of scale on
the National VI engine platform. The biggest adjustment to the model
was a sharp increase in R&D spending, as it now appears the Compa-
ny will spend RMB 1 billion (expensed and capitalized) per year going
forward as it introduces new engine models and continues development
of its New Energy platforms, including the recently announced Hydro-
gen engine.

Maintaining Rating & Reducing Target. The growth in non-Truck
segments of the markets in the second half was a surprise, but the un-

certainty with the property market and local/global economies provide
near term uncertainty for sales. The Company is also investing heavily
in its New Energy platforms and the timing of bringing products to mar-
ket is unknown at this time, but offers optimism for future growth. With
the estimate reductions we are reducing our target price from $23.00 to
$17.00, but maintaining our Buy rating based on valuation. Our target
price is based on the average of a P/E multiple of roughly 10 times our
2022 diluted EPS estimate of RMB 8.15 and an EV/EBITDA multiple of
roughly 5 times our 2022 EBITDA estimate of RMB 1,085.4 million.

PLEASE SEE PAGES 4 & 5 FOR IMPORTANT DISCLOSURES
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RISKS

Government Incentives & Policies

Sales in the commercial vehicle sector in China are dependent in part on the policies put in place by the
Chinese government, which range from overall economic growth policies to national emissions stand-
ards to anti-overloading policies, among others.

New Energy Vehicles

The rise of new energy vehicles, and the incentives tied to them in China, have caused diesel engine
sales to the bus market to fall in recent years, a trend we expect will continue. Additionally, movement
from other vehicles traditionally powered by diesel engines, like construction vehicles, to electric will
have a negative impact on CYD.

Financial Reporting & Auditing
Due to an accounting error the Company had to restate its 2005 financials. Since then CYD has not had
any accounting irregularities, and has not had any material weaknesses in internal control since 2011.

Potential Delisting of Chinese Companies From US Exchanges

Recent legislation has surrounded the potential to bar Chinese companies from listing or raising money
in the United States without a PCAOB audit, which China does not currently allow. It is unclear how this
could impact CYD as it is Bermuda-based and controlled and managed by HLA in Singapore.

Staying Ahead of Emissions Standards

As a market leader, GYMCL must continue to invest in R&D and technological equipment to keep its
engines ahead of the National emissions standards, which could come at increased costs to the Compa-
ny. National Vla for diesel engines went into effect on July 1, 2021, with National VIb going into effect
July 1, 2023.

No Formal Dividend Policy
CYD does not have a formal dividend policy and there are no assurances the Board will approve a divi-
dend as predicted in our model.

Influence of HLA

HLA owns 44.0% of the shares of CYD and the Special Share, which gives it control over GYMCL.
There are no assurances HLA will always act in the best interest of CYD shareholders. Similarly, should
HLA sell off shares to lose the Special Share it is uncertain who would have control of GYMCL.

Heavy Management Turnover
While there has been stability in recent years, in the decade prior, the Company had undergone numer-
ous changes to the positions of President, CFO and Board of Directors.

Past Disagreements with Yulin City Government

In 2003, CYD and HLA had severe disagreements over the status of GYMCL that led to a number of
legal and operational issues, as well as a plan by HLA to diversify CYD away from diesel engines.
While all parties have been on friendly terms since then, another such dispute could potentially arise at
some point in the future.

Dependence on Dongfeng Group

Dongfeng Group, a long standing key customer and engine manufacturer, accounted for 29.2% of total
Revenue in 2020, roughly flat from the year ago period when it accounted for 28.9% of total Revenue,
an absolute increase in Revenue of roughly RMB 800,000,000. Sales to Dongfeng, and other custom-
ers in China, could fall in 2021 due to the impact of COVID-19 and related supply chain issues. The loss
of Dongfeng would have a substantial adverse impact on future results.
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DISCLOSURES

Distribution of Ratings

I.B. last 12 months

Rating Count Percent Count Percent
BUY 9 100% 0 0%
HOLD 0 0% 0 0%
SELL 0 0% 0 0%
NO RATING 0 0% 0 0%

Explanation of Ratings
BUY: Describes undervalued stocks we expect to provide a total return (capital appreciation +

yield) of 15% or more in the next twelve month period.

HOLD: Describes fully valued stocks we expect to provide a total return (capital appreciation +

yield) of plus or minus 15% in the next twelve month period.

SELL: Describes overvalued stocks we expect to provide a total negative return (capital depre-

ciation + yield) of 15% or more in the next twelve month period.

NO RATING: Describes stocks that have their investment rating and/or target price temporarily re-

moved for fundamental or compliance-based reasons.

Analyst Certification

I, William Gregozeski, CFA, certify that all of the views expressed in this research report accurately re-
flect my personal views about the subject security and subject company. | also certify that no part of my
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed in this research report.

Other Disclosures

wnN =

Company Disclosures

China Yuchai International Limited -

Greenridge Global makes a market in the security of the subject company.

The analyst serves as an officer, director, or advisory board member of the subject company.

The analyst or a member of the analyst’'s household has a financial interest in the securities of the
subject company, including, but not limited to a long position, short position, rights, warrants, futures,
or options.

Greenridge Global or an affiliate of Greenridge Global has managed or co-managed a public offering
of the security of the subject company in the last 12 months.

Greenridge Global or an affiliate of Greenridge Global has received compensation for investment
banking services from the subject company in the last 12 months.

Greenridge Global expects to receive or intends to seek compensation for investment banking ser-
vices from the subject company in the next three months.

Greenridge Global or an affiliate of Greenridge Global beneficially own 1% or more of the common
stock of the subject company as calculated in accordance with Section 13(d) of the Securities Ex-
change Act of 1934.

The subject company is, or during the past 12 months was, a client of Greenridge Global, which pro-
vided non-investment banking, securities-related services to, and received compensation from, the
subject company for such services.

An affiliate of Greenridge Global received compensation from the subject company for products or
services other than investment baking services during the past 2 months.
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DISCLOSURES (continued)

Other Disclosures

This report has been prepared by Greenridge Global LLC, an unregistered US-based financial services
firm, employing appropriate expertise and in the belief that it is fair and not misleading. The information
upon which this material is based was obtained from sources believed to be reliable, but has not been
independently verified, therefore, we do not guarantee its accuracy. Any opinion or estimates expressed
in this report constitute our best judgment as of the date of the report and are subject to change without
notice. Greenridge Global seeks to update its research as appropriate, but various regulations may pre-
vent Greenridge Global from doing so. This report was prepared solely for informational purposes for
Greenridge’s institutional clients and does not constitute a personal recommendation, solicitation or offer
to buy or sell any security, or take into account the particular investment objectives, financial situations,
or needs of individual clients. The securities described herein may not be qualified for purchase in all
jurisdictions or be suitable for all investors. Each investor should consider whether any information re-
garding securities mentioned in this report is suitable for their particular circumstances and, if appropri-
ate, seek professional advice, including tax advice. Additional and supporting information is available
upon request.

Rating History

Rating and Target Price History for China Yuchai Int’l (NYSE: CYD) as of 2022/02/25
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Greenridge Global’s research reports are disseminated and available electronically, and in some cases,
printed form. Electronic research is simultaneously available to all clients. This report or any portion
herein may not be reprinted, sold or redistributed without the written consent of Greenridge Global LLC.
For information on how to be added to Greenridge’s research distribution list please contact:

William Gregozeski, CFA
+1 414 435 1110
wgregozeski@greenridgeglobal.com

Greenridge Global LLC
10 S. Riverside Plaza
Suite 875
Chicago, IL 60606 USA
www.greenridgeglobal.com
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