| SOMERLEY CAPITAL LIMITED
20/F., China Building, 29 Queen’s Road Central, Hong Kong
| Telephone: 2869 9090 Fax: 2526 2032 E-Mail: somerley@somerley.com.hk

27 March 2024

To: The Independent H Shareholders

Dear Sirs,

(1) CONDITIONAL CASH OFFER BY UBS ON BEHALF OF
CIMC VEHICLES (GROUP) CO., LTD. TO BUY-BACK ALL THE
VR o I T G UTTESY) ST L ML= W ] efafenkied 10

—

AND ITS CONCERT PARTIES) AT HK$7.5 PER H SHARE; AND
(2) PROPOSED VOLUNTARY WITHDRAWAL OF LISTING OF
THE H SHARES OF CIMC VEHICLES (GROUP) CO., LTD. FROM
THE STOCK EXCHANGE OF HONG KONG LIMITED

INTRODUCTION




for the A Shares as it is the Company s intention to maintain the listing of the A Shares on the

is not required to make a comparable offer for the A Shares pursuant to PRC laws and

regulations.
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all the A Shares in issue and approximately 36.10% of the total issued share capital of the
Company as at the Latest Practicable Date) and CIMC HK (a wholly-owned subsidiary of
CIMC Group and a holder of 417,190,600 H Shares, representing approximately 73.98% of all
the H Shares in issue and approximately 20.68% of the total issued share capital of the
Company as at the Latest Practicable Date) have entered into the CIMC Group and CIMC HK
Irrevocable Undertaking in favour of the Company, pursuant to which they have irrevocably

and unconditionally undertaken to the Company, among other things, that (i) the H Share
Buy-back Offer does not have to be extended to CIMC HK, and no comparable A Share offer
has to be extended to CIMC Group, and even if the H Share Buy-back Offer is extended to
CIMC HK_ and/or such _comoparable A Share offer is extended to CIMC Group. thev will not

accept the H Share Buy-back Offer or such comparable A Share offer; and (ii) CIMC HK will

attend the H Shareholders Class Meeting and the EGM, and CIMC Group will attend the A

Shareholders Class Meeting and the EGM, and they will respectively vote in favour of the

resolutions to be proposed at the A Shareholders Class Meeting and the EGM for approving the

H Share Buy-back Offer and the Voluntary Withdrawal of Listing. Each of the Independent IU

Shareholders (holdlng an aogreoate of 80,143,000 H Shales representmg appr0x1mately
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In formulating our opinion and recommendation, we have relied on the information and

facts supplied, and the opinions expressed, by the Directors and management of the Company
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As at the Latest Practicable Date, the Company has 563,920,000 H Shares (representing
approximately 27.95% of the total issued share capital of the Company) and 1,453,680,000 A
Shares (representing approximately 72.05% of the total issued share capital of the Company)
in issue.

1.1. Financial performance

Set out below are the summarised consolidated income statements of the Group for the
three years ended 31 December 2021, 2022 and 2023 (“FY2021”, “FY2022” and “FY2023”,
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TABLE 1: SUMMARISED CONSOLIDATED INCOME STATEMENTS OF THE
GROUP AND ADJUSTED NET PROFIT

(RMB million) FY2023 FY2022 FY2021

(audited) (audited) (audited)
Revenue 25,086.6 23,620.6 27,647.8
Gross profit margin 18.96% 13.28% 11.02%

Net profit attributable to
Shareholders 2,455.7 1,118.0 900.7

Adjusted net profit attributable to
Shareholders™® 1,605.9 951.4 752.0

Cash dividend per Share (RMB) Nil 0.3 0.5®
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product structure and offerings, the increase in sales of products with high margins, the
implementation of innovative sales models and economies of scale derived from the
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Set out below are the segment revenue information of the Group by major regions
for FY2021, FY2022 and FY2023, as extracted from FY2022 Annual Report and FY2023
Annual Results:

TABLE 2: SEGMENT REVENUE OF THE GROUP BY MAJOR REGIONS

FY2023 FY2022 FY20
%of  Gross %of  Gross %of  Gross
total  profit fotal  profit total  profit
(RMB million) Revenue  revenue  margin  Revenue  revenue  margin  Revenue  revenue  margin
PRC market 862038  34A0%  [44% 83358 3529%  9.99% 1863776 6741%  1132%
Noith American market 1035483 43.29%  2576% (103890  467%  1622% 504189 184%  1065%
European market 300345 1220%  1763% 242104 1025%  848% 245521 888%  851%

FY2022

The Group has seen a shift in its largest market. In FY2021, PRC market,
contributing around 67% of the Group’s total revenue, was the largest market for the
Group. North American market came second, generating around 18% of the Group’s
total revenue. In FY2022, North American market became the Group’s largest
market by a 47% contribution. PRC market generated 55% less revenue in FY2022
as comnared to FY2021 and dronned to the secand largest market of the Groun. We




FY2023

Although recording a slight decrease of 2% in its revenue following the
demand for semi-trailers in North America returning to normal in the second half of
FY2023, North American market remained to be the Group’s largest market in
FY2023 by contributing 43% of the Group’s total revenue. It has seen an uptick of

4% in the revenue generated from PRC market as the PRC economy gradually
recovered and a substantial increase of 27% in that from Eurooean market in
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prices.

The gross profit margins of the three major markets have been further
improved in FY2023 with that of PRC market from 9.99% in FY2022 to 11.44% in
FY2023, North American market from 16.22% in FY2022 to 25.76% in FY2023 and
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improvements, as advised by the Management, were mainly attributable to the
increased selling prices in North American market, cost reduction and efficiency
improvement.

Set out below are the segment revenue information of the Group by major
products for FY2021, FY2022 and FY2023, as extracted from FY2022 Annual
Report and FY2023 Annual Results:

TABLE 3: SEGMENT REVENUE OF THE GROUP BY MAJOR
PRODUCTS




FY2022

Global semi-trailers, which include ordinary semi-trailers and tank trailers,
further increased their contribution to the Group’s total revenue from 55% in
FY2021 to 77% in FY2022 with an improved gross profit margin from 11.23% in
FY2021 to 13.80% in FY2022. As advised by the Management, it was mainly due
to the strong demand with increased selling prices for semi-trailers and economies
of scale achieved through increased sales in North American market.
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Group’s revenue in FY2022, mainly due to (i) implementation of new emission
standards in PRC market in FY2022; and (ii) faltering infrastructure construction
market in the PRC in FY2022. Furthermore, their gross profit margin got squeezed
in FY2022, down from 6.71% in FY2021 to 3.71% in FY2022. The decline in its
gross profit margin in FY2022 was mainly due to rising average cost following
decreased sales of specialty vehicles. '

FY2023
The contributions to the Group’s revenue made by global semi-trailers and

truck bodies for specialty vehicles and chassis and tractor units remained stable in
FY2023. Their gross profit margins, on the other hand, both rose in FY2023. The







1.2. Financial position
Set out below are the summarised consolidated balance sheets of the Group as at 31
December 2021, 2022 and 2023 as extracted from FY2022 Annual Report and FY2023 Annual

Results:

TABLE 4: SUMMARISED CONSOLIDATED BALANCE SHEETS OF THE

GROUP
As at 31 December
(RMB million) 2023 2022 2021
(audited) (audited) (audited)
Total equity attributable to Shareholders
(“NAV™) 14,808.9 12,699.8 11,738.9
NAV per Share (RMB)"No 7.34 6.29 5.82

Note: Calculated based on the NAV of the respective year divided by the number of Shares in issue at the end
of the respective year.

The Group’s NAV in FY2022 and FY2023 were RMB12,699.8 million and RMB14,808.9
million respectively, representing year-on-year increases of 8.2% and 16.6% as compared to
the previous financial year respectively. The increases were mainly due to the increases in
profit attributable to Shareholders in FY2022 and FY2023 Iespectwely As a Iesult the NAV




1.3. Industry overview

The Group is mainly engaged in the global production and sales of semi-trailers, truck
bodies for specialty vehicles, and other vehicles or parts and components with production and
sales of semi-trailers accounting for 75% of its total revenue for FY2023. North America and
PRC are the two major markets for the Group, which have respectively contributed 43.3% and
34.4% of the total revenue of the Group in 2023 based on the FY2023 Annual Results.
According to the 2023 Global OEM Ranking List (the “List™) published by Global Trailer (a
business pubhcatlon published by Prime Creative Media, Australia’s largest business-to-

in terms of production output, for the eleventh year in a row.
Semi-trailer market in North America

North America comprises 7 countries, out of which United States accounts for
majority of the total population. According to “United States Trailers” published by
Americas Commercial Transportation Research Company (a recognised leading publisher
of commercial vehicle industry data, market analysis and forecasting services in North
America) in January 2024 (“ACT Report™), the trailers industry experienced demand-
exceeding-capacity situation at the beginning of 2023, but supply-side improvements
were countered by softening demand and increasing order cancellations during 2023.
Dealers were awash with inventory and fleets chose to stay on the sidelines. Based on the
ACT Report, the aggregate net orders and shipments of dry vans, recfers vans and chassis,
being the majm products of the Group, as adv1sed by the Management for FY2023 were
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of the industry. Notably, there has been a consistent growth in logistics demand across
multiple sectors, including agriculture, industry, consumption, and imports. This growth
surpasses the previous year’s performance, indicating a positive and encouraging trend
within the logistics industry.

According to Statistics Communiqué of the PRC on the 2023 National Economic
and Social Development published by National Bureau of Statistics of China, the
highways freight volume in China for 2023 was 40.34 billion tons, representing a
year-on-year increase of 8.7%. Semi-trailers are crucial for transporting goods by road.
An industry analyst report published by Soochow Securities Co., Ltd. in 2023 indicates
that the increase in domestic logistics demand is expected to correspondingly increase the
demand for semi-trailers.

Comments
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2023 compared to the previous year, largely due to softening demand and increasing order

cancellations. Dealers have stocked up on inventory but fleets are increasingly
conservative over further investments in trailers. The shipments volume in 2024 is
expected to correspondingly decline, which would impact revenue recognition across the
industry players. The Group has also experienced a slowdown in sales in North America
in the second half of 2023 as compared to the corresponding period in previous year.
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2. Principal terms of the H Share Buy-back Offer

For each Offer Share HK$7.5 in cash |






Intention of the Company

The Company intends to buy-back all the H Shares in issue other than those held by
CIMC Group and its concert parties, and withdraw the listing of its H Shares from the
Kong Stock Exchange pursuant to the H Share Buy-back Offer. The Company
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4. Evaluation of the Offer Price
4.1. H Share analysis

(a) H Share price performance
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Stock Exchange during the period from | January 2021 up to and including the Latest
Practicable Date (the “Review Period”), which covers recent major corporate actions including
the listing of A Shares and the major market shift as discussed in sub-section headed “1.1
Financial performance” above, is considered to be sufficient to provide a general overview of
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On 18 May 2021, the Company announced the publication of updated A Share prospectus, after
which the closing price of the H Share rebounded from HK$6.12 on 18 May 2021 to HK$8.18
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July 2021 and the listing of the A Share on 8 July 2021, the H Share closing price erased gains |
and closed below the Offer Price of HK$7.5 for a period of 21 months until 14 April 2023, '
despite that CIMC Group, the controlling Shareholder of the Company, had purchased in
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A comparison of the Offer Price of HK$7.5 per H Share with the recent closing prices of
the H Shares is set out as follows:

TAREY. N Ll DR P MDA Y O
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average closing price represented by the
of the H Shares Offer Price
Last Trading Day HK$6.44 16.46%
5 trading days™°' HK$6.36 17.92%
10 trading days™°® HK$6.20 20.97%
30 trading days™°® HK$5.98 25.42%
60 trading days™°® HK$6.30 19.05%
90 trading days™°'® HK$6.47 15.92%
Latest Practicable Date HK$7.25 3.45%

Source: Bloomberg and the Hong Kong Stock Exchange website

Note: Up to and including the Last Trading Day.

The Offer Price of HK$7.5 per Share represents a premium of approximately 15.92% to
25.42% over the closing price of the H Share on the Last Trading Day and the average closing
prices of the H Shares for the 5, 10, 30, 60 and 90 trading days (up to and including the Last
Trading Day) before the release of Rule 3.7 Announcement. On the Latest Practicable Date, the
Offer Price represents a premium of 3.45% over the closing price of the H Share. We consider
that the H Share price following the release of the Rule 3.7 Announcement has been largely
affected by the indicative offer price of HK$7.0 set out in the Rule 3.7 Announcement and
further affected by the terms of the H Share Buy-back Offer set out in the Rule 3.5
Announcement.




(b) Trading liquidity
Set out below are the monthly total trading volumes of the H Shares and the percentages
of such monthly total trading volume to the total issued H Shares and H Share public float of
the Company during the Review Period:
TABLE 6: TRADING LIQUIDITY OF THE H SHARES
Percentage of the Percentage of the
monthly total monthly total
trading volume of trading volume of
Monthly total the H Shares to the the H Shares
trading volume of total issued to H Share
the H Shares H Shares public float
(Note 1) (Note 2)
2021
January 34,959,856 6.20% 12.53%
February 6,157,461 1.09% 221%
March 10,646,912 1.89% 3.82%
April 11,153,493 1.98% 4.00%
May 7,378,761 1.31% 2.65%
June 17,559,443 3.11% 6.30%
July 8,682,494 1.54% 3.11%
August 7,846,920 1.39% 2.81%
September 121,713,500 21.58% 68.23%
October 10,061,920 1.78% 5.64%
November 7,655,805 1.36% 4.31%
December 30,011,500 5.32% 17.35%
2022
January 2,064,000 0.37% 1.20%
February 1,653,509 0.29% 0.96%
March 1,210,123 0.21% 0.70%
April 19,586,046 3.47% 11.35%
May 9,945,632 1.76% 5.88%
June 7,302,282 1.29% 4.37%
July 980,763 0.17% 0.59%
August 752,100 0.13% 0.45%
September 1,170,582 0.21% 0.70%

October 1,273,989 0.23% 0.76%

g |







From January 2021 to August 2021, the monthly turnover of the H Shares stayed below
6.20% of the total issued H Shares and 12.53% of the H Share public float. From September
2021 to January 2023, as disclosed in the Company’s voluntary announcements, CIMC Group
being the controlling Shareholder of the Company purchased H Shares from time to time by
way of block trades or centralised bidding in the open market. In particular, the purchases of
H Shares made by CIMC Group in September 2021 and January 2023 accounted for more than
80% of the respective monthly turnover. Without taking into account the purchases of H Shares
made by CIMC Group, the monthly turnover of the H Shares would drop below 15% of the H
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Shares and the H Share public float fell to 26.02%.
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During the Review Period, we noted that the NAV per Share has generally been on an
uptrend as illustrated in above table. It is further noted that the NAV per Share increased from
HK$7.43 in April-Tuly 2023 to HK$7.63 in August-September 2023, which was primarily due
to non-recurring gain arising from the disposal of 100% equity of Shenzhen Vehicle in the first
half of 2023.

During the Review Period, the H Shares have been traded at between premium of 40.6%
over and discount of 37.9% to the NAV per Share, with the H Shares traded below the NAV
i v I i—— bl Ve s K | e wh i (il Pl gkt
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It is noted that the average premiums of A Share price over H Share price for 30, 60, 90,
180 and 360 trading days up to and including the Last Trading Day ranged from 90% to 100%.
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Shares for 30, 90 and 120 trading days up to and including the Latest Practicable Date, the
implied H Share would value from HK$5.17 — 5.65 per H Share. The Offer Price of HK$7.5
is higher than those implied values derived from the recent closing prices of A Shares and their
premiums over H Share prices before Rule 3.7 Announcement.

Comments

The Offer Price of HK$7.5 per H Share represents a premium of approximately
17.55% over the Company’s IPO price of HK$6.38 and premiums of about 15.92% to
25.42% over the closing price of the H Share on the Last Trading Day and the average
closing price of the H Share for 5, 10, 30, 60 and 90 trading days (up to and including
the Last Trading Day) before the release of the Rule 3.7 Announcement. Furthermore, the
Offer Price of HK$7.5 has been higher than the closing prices of the H shares in 746
trading days out of a total of 794 trading days during the Review Period. The H Share
closing prices could be influenced by the Group’s business performance or merger and
acquisition activities as evidenced by the plunge following trade restrictions imposed by
the United States in 2021 and rebound after the one-off disposal gain as discussed above.
The purchases of H Shares made by CIMC Group (the controlling Shareholder of the
Company) during the Review Period, however, seemed to have limited impact on the H
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4.2 Comparable companies

The Group is mainly engaged in the global production and sales of semi-trailers, truck
bodies for specialty vehicles, and other vehicles or parts and components with a market
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Company (stock code) Place of listing PER® PBR®

(times) (times)
Highest 7.29 .83
Lowest 4.34 0.60
Average 5.38 1.11
Median 4,51 0.91
Secondary Comparable Companies:
Sinotruk (Hong Kong) Limited Hong Kong 14.31 1.10
(3808.HK)
Dongfeng Motor Group Hong Kong 4.72 0.18
Company Limited (489.HK)
Guangzhou Automobile Group Hong Kong 7.27 0.31
Co., Ltd. (2238.HK & and PRC
601238.SH)
Great Wall Motor Company Hong Kong 22.70 1.47
Limited (2333.HK & and PRC
601633.SH)
Geely Automobile Holdings Hong Kong 15.84 1.04
Limited (175.HK)
BAIC Motor Corporation Hong Kong 5.85 0.31
Limited (1958.HK)
Highest 22.70 1.47
Lowest 4.72 0.18
Average 11.78 0.74
Median 10.79 0.68
Primary and Secondary Comparable Companies:
Highest 22.70 1.83
Lowest 4.34 0.18
Average 9.65 0.86
Median 7.27 0.91
The Company (1839.HK & Hong Kong 8,66 0.94®

301039.SZ) based on the and PRC
Offer Price of HK$7.5

Source: The List, Bloomberg, the websites of the Comparable Compunies and the Hong Kong Stock Exchange

Notes:

I The PERs of the Comparable Companies and the Company are calculated based on their respective
market capitalisation as at the Last Trading Day divided by their respective profit attributable to the

shareholders for the trailing 12-month period ended 30 June 2023/FY2023 as referenced from their
respective latest published annual/interim reports/results.
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2. The PBRs of the Comparable Companies and the Company are calculated based on their respective
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shareholders as referenced from their respective latest published financial reports/results.




Comments

Both the PER and PBR implied by the Offer Price are either higher or within the
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on the same stock exchange as the Company and under a broader automotive sector where !
, |

the Company belongs; and (iii) the former two groups of comparable companies as a |
|

whole.

Given that () the Granp_is nrafitahle in its [ast fivancial vear: and (GVRBRs, ase |
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(a) Premiums or (discounts) over/to the prevailing share prices

The ranges of the premiums or (discounts) represented by the offer/cancellation price of
the Privatisation Precedents are very wide. They are (1.1)%-160.9%, 0.0%-153.2%, 0.0%-
150.5%, (0.7)%-139.4%, (1.4)%-152.8%, (14.9)%-155.7% over/to their respective share
closing price on the last full trading day and 5-, 10-, 30-, 60-, and 90-trading day average share
closing price, respectively. The premiums of 15.9%-25.4% represented by the Offer Price over
the closing Share prices on the Last Trading Day and average closing prices for various trading
periods all fall within the ranges of those of the Privatisation Precedents.

Among the companies involved in the Privatisation Precedents, Xiezhong is principally
engaged in manufacture and sales of automotive heating, ventilation and cooling systems and
related components and the operation of 4S dealership stores in the PRC and the premiums
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However, the nature of the automotive businesses Xiezhong operates are quite different from
those of the Companyv. which makes a direct comparison between its privatisation and the H



Given that (i) the premiums represented by the Offer Price over the closing Share
price on the Last Trading Day and average closing prices for various trading periods fall
within the ranges of those of the Privatisation Precedents; and (ii) the discount
represented by the Offer Price to the NAV per Share is within the range of the
Privatisation Precedents and narrower than those represented by the closing price of the
H Share during the majority of the days of the Review Period as discussed in the section
4 above; and (iii) offer/cancellation prices pitched at discounts to NAV per share are not
ruled out in privatisation transactions during the Review Period, we consider the terms of
the H Share Buy-back Offer are generally in line with the market.

DISCUSSION

The Company, listed on the Hong Kong Stock Exchange in July 2019 and the Shenzhen
Stock Exchange in July 2021, is principally engaged in manufacturing of semi-trailers and
snecialty vehiglas with semizfrailers acconnting for aver 70% of its revenne in 2023 1t was

I 1t mAnna

output.

China had been the largest market of the Group since its listing in 2019 until 2022. Due
to a weak demand for semi-trailers in the PRC market amid faltering PRC economy in 2022
countered by a strong demand from North America, North American market took over PRC
market to become the largest revenue contributor to the Group since 2022, Despite the Group
rerarded a slightdrog o nuerall revenue in 2027 fhe Guoun managed fa pobange its orafit




challenging for the Group to maintain its overall gross profit margin or profitability in view of
the sluggish North American market going forward.

The Offer Price is HK$7.5 per H Share, being higher than the IPO price of HK$6.38 and

qﬁ:."—. Wﬂ ad dha [ Sdgrpavad medid trodin .ﬁri .mf n ﬂtﬂ:ﬂw:rr dﬁlsgmiﬂxi_—




OPINION AND RECOMMENDATION

Having taken into account the principal factors and reasons set out in our letter, we




Yours faithfully,
for and on behalf of
SOMERLEY CAPITAL LIMITED

Jenny Leung
Director

Ms. Jenny Leung is a licensed person registered with the SFC and a responsible officer
of Somerley Capital Limited, which is licensed under the SFO to carry out Type 6 (advising on
corporate finance) regulated activities. She has participated in the provision of independent
financial advisory services for various transactions involving companies listed in Hong Kong.




