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Company Profile

Headquartered in Hangzhou, Geely is one of big-3 Ch inese
local brand car producers, with manufacture bases i n Linhai,
Ningbo and Lugiao, Shanghai, Lanzhou, Xiangtan, Jina n
Chengdu, and a R&D center/production base from DSI i n
Australia. It has more than 30 car models under thr  ee sub-
brands -- Emarand. Gl eaale and Enalon.

Summary

* With Chinese car market slowdown in 2012, Geely
sales rose hy only 2.3% yoy to 187,895 units in the first
five months of 2012, achieving 40.8% of the full year
target of 460,000 units, among which, exports shot up by
181% from a year ago (domestic sales were in fact a
negative growth with export sales excluded). Geely will
release seven new models in 2012 with which the
management is confident in accomplishing the yearly sale
goal of 460,000-unit, growing by about 9% over 2011.

* Following Gleagle GC7, Geely's many models
including Gleagle GX7, Emgrand EC7, EC8 and Englon
SC7 will be installed with the Geely’'s 6AT gear box by
Q4 2012, which is expected to drive up performance-
price ratio and sales of Geely.

» Geely adjusted its marketing architecture, transforming
the vertical management of three sub-brands divisions
(Emgrand, Gleagle and Englon), to the three regional
divisions: South Region, Central Region and North
Region. We believe amidst the overall depressed car
market, the transformation into regional marketing of Geely
will benefit marketing penetrating in the tier-3 and tier-4
cities.

« Geely’s turnover increased by 4.3% in 2011 to RMB
20.965 billion. Profits attributed to the parent company’s
shareholders for the year were recorded RMB1.54 hillion,
up by 13% yoy. But despite the effects of reduction in
share payment cost to employees, profits in 2011 will
slightly rise by 2% to RMB 1.681 billion.

* We believe the subsequent cooperation of Geely and
Volvo will include JV factory producing Volvo XC60 in
China, technical export to Geely and development of
higher grade models of Geely, etc. It will be positive to
improving Geely product quality and product mix, and
Volvo marketing channel in Europe will bring help for
Geely export expansion.

+ We forecast its net profit in FY2012 and FY2013 to
RMB 1.754billion and RMB 2.074billion, diluted EPS of
HK$0.26 and HK$0.31. Given the potential expectation
for its cooperation with Volvo, we give 12-month TP of
HK$2.98 on 11.3x and 9.6x P/E of 2012 and 2013E
diluted EPS respectively, 9% higher than the close, rating
Accumulate.
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Key Financial Summary
FYE 12/10 12/11
Revenue (RMB mn) 20,099 20,965
Net Profit, adj. (RMB mn) 1,368 1,543
EPS, adj. (RMB) 0.19 0.21
PIE (X),ad]. 12.0 10.8
BVPS (RMB) 1.09 1.29
PIB (X) 21 17
DPS (RMB) 0.03 0.03
Div. Yield (%) 1.2% 1.3%

Source: Bloomberg, PSR est.

*All multiples & yields based on current market price
Valuation Method
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Slowing momentum in total sales since 2012, with
the bright spot of Emgrand

With Chinese car market slowdown in 2012, local brands
severely impacted by demand slowdown, Geely sales are
not up to expectations this year.

Sales grew by 5.5% yoy in May 2012, among which
Emgrand and Englon brand sales rose by 15.9% and 26.1%
respectively yoy, while Gleagle brand sales fell by 16.0%
yoy. On a mom basis, Emgrand brand sales increased by
5.1%, while Englon and Gleagle sales fell by 1.7% and 26%
respectively.

For the first five months of 2012, Geely sales rose by only
2.3% yoy to 187,895 units, achieving 40.8% of the full year
sales target of 460,000 units, among which, exports shot up
by 181% from a year ago (domestic sales were in fact a
negative growth with export sales excluded).

Due to excellent performance, the sales of its high-end
model Emgrand brand increased by 60% in the first five
months of 2012 from the same period of last year.

Fig 1. Geely’s monthly sales
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The Management still Confident in Achieving the

Sales Target

Geely will release seven new models in 2012, including
medium-sized sedan GC7 and SUV GX7 under Gleagle,
large-sized SUV EX8 and MPV EV8 under Emgrand,
economy sedan SC3, SUV SX7 and economy sedan SC6
under Englon.

There are also upgrade versions Free Cruiser, Geely Panda,
Vision and SC5-RV as well as new version of EC7 and EC8
with new engines and new transmissions.

The management is confident in accomplishing the yearly
sale goal of 460,000-unit with the release of new models,
growing by about 9% over 2011. As regular, the company
H1 finishes 45% of the yearly sales and H2 finishes the rest
55%.

Geely Gleagle’s GC7 and GX7 came into local markets on
patrol recently. GC7 splits into 1.8CVVT and 1.8DVVT
engines, with prices ranging from RMB 66,900-89,900. GX7
is Geely’s first SUV model, with prices ranging from RMB
92,900-129,900.

6AT to be installed in batches: Effect of Scale to

show up

Due to the short supply caused by the lack of AT (automatic
transmissions) in 2011, Emgrand EC7 demand was not fully
reflected. According to the press, following Gleagle GC7,
Geely's many models including Gleagle GX7, Emgrand EC7,
EC8 and Englon SC7 will be installed with the Geely’'s 6AT
gear box by Q4 2012, which is expected to drive up
performance-price ratio and sales of Geely.

Currently, the company started the mass production of such
6-speed AT at its new plant in Xiangtan with yearly capacity
of about 100,000 units. In addition, Geely is building another
two gear box plants in Chongqing and Jinan in 1 or 2 years.
We believe with massive application of 6AT on its cars, unit
cost will naturally see a substantial decline, and effects of
scale will be increasingly obvious, boosting the gross margin.

Reform of Marketing Mode: Vertical to Horizontal

Not long ago, Geely adjusted its marketing architecture,
transforming the vertical management of three sub-brands
divisions (Emgrand, Gleagle and Englon), to the three
regional divisions: South Region, Central Region and North
Region. Each takes charge of marketing and after-sales of
all the three sub-brands in the region.

Regional marketing is marked by flexibility, high efficiency,
close to the demand of local markets with more flexible and
coping tactics, but with the defect of focusing on near-term
sales rather than brand building.

We believe amidst the overall depressed car market, the
transformation into regional marketing of Geely will benefit
marketing penetrating in the tier-3 and tier-4 cities.

Fig 2. View of Geely’s capacity and sales net
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After 5 years, Geely’'s multi-brand strategy since 2007 has
paid off, and as of the end of 2011, the sales network of
three independent sub-brands for Geely in China (Emgrand,
Gleagle and Englon) consisted of 976 shops, including 570
independent franchised stores and 406 4S stores. For the
export market, the company still sold cars in name of Geely
brand and had 63 sale agents in 52 countries.
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Currently, Geely Jinan plants produces Emgrand EC8 under
B-class cars platform, Ningbo base and Cixi base produce
Emgrand EC7 under A-class cars platform, and Chengdu
base produces SUV model under C-class cars platform.

With Flat Performance in 2011

Geely’'s turnover increased by 4.3% in 2011 to RMB 20.965
billion, costs rose by 4.5% yoy. Profits attributed to the
parent company’'s shareholders for the year were recorded
RMB1.54 billion, up by 13% yoy. EPS stood at RMB 0.207,
up by 11.4%, performance was in line with our estimate but
better than consensus, and the company proposed
distributing year-end dividend RMB 0.028.

The better-than-expectation performance was mainly
attributed to reduction in share payment cost to employees;
despite the effects, profits in 2011 will slightly rise by 2% to
RMB1.681 billion.

Fig 3. Qingling’s net profit and growth
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Geely sold 421,611 cars in 2011, similar to the 2010 level,
but 12% less than the year-round goal of 480,000.

Robust demand for high-end models Emgrand EC7 and
EC8 and rapid growth of export sales offset sales slide of old
models such as Free Cruiser and Vision, heralded
continuous enhancement of product portfolio during the
period and drove up the average ex-factory price by 3% to
RMB 46,153.

Fig 4.Geely’s sales by segments
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Fig 6. Qingling’s ASP trend (RMB/unit)
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By region, Geely domestic sales declined by 3% to 382,011
units, while the nationwide sedan sales grew by 7% during
the period. Geely’s export sales boomed by 93% to 39,600
units, accounting nearly 10% of its total sales.

Fig 5.Geely’s sales by regions
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The overall gross margin slightly fell by 0.3 ppts to 18.2% in
2011 from the 18.5% of 2010. Subsidy revenue increased by
37% yoy to RMB 877 million offset the increase of 14.2% in
sales expenses.

Total capital expenditure amounted to RMB 2 billion in 2011,
but total cash level (bank balance and cash + bank saving
under mortgage) declined by 27% to RMB 3.384 billion, total
borrowing increased by 27% to RMB3.375 billion, and net
debt/equity ratio was 16%.

Geely capital expenditure budget stands at RMB 1 billion in
2012, including the funding of new models, parts R&D and
production base expansion and upgrade.

Cooperation with Volvo Expected

The acquisition of Volvo in 2010 and the turnaround of Volvo
from the red to the black improved Geely's image
substantially. On March 9 2012, Geely's parent company
signed a license MOU with Volvo, and the cooperation items
will include development of small-emission environment-
friendly engine, small car and electric car and hybrid
vehicles and relevant technology.

30f3



Geely(175.HK)
Phillip Securities (Hong Kong) Ltd Research

28 June 2012

We believe the subsequent cooperation of Geely and Volvo
will include JV factory producing Volvo XC60 in China,
technical export to Geely and development of higher grade
models of Geely, etc. It will be positive to improving Geely
product quality and product mix, and Volvo marketing

channel in Europe will bring help for Geely export expansion.

Emgrand EC7 obtained Euro-NCAP 4-star safety
certification, overtook some of European and American
brands and won the highest achievement in Euro-NCAP
safety collision test for Chinese producers, which fully
affirmed the company’s rapid progress in product quality and

safety and considerably improved the Emgrand brand image.

Valuation

We forecast its net profit in FY2012 and FY2013 to RMB
1.754billion and RMB 2.074billion, diluted EPS of HK$0.26
and HK$0.31.

In valuation, the Hong Kong listed peers are traded on
10.5/8.5x PE for 2012/2013, given the potential expectation
for its cooperation with Volvo, we give 12-month TP of
HK$2.98 on 11.3x and 9.6x P/E of 2012 and 2013E diluted
EPS respectively, 9% higher than the close, rating
Accumulate.

Risk

RM price surge or Economy decline would cut vehicle
demand

Price war undermines its cost advantages

Overseas market risk for its export

Whether its new launched models are widely acknowledged
Big funding demand may encounters bottleneck limiting its
expanding.
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FYE DEC FY09 FY10 FY11 FY12F FY13F
Valuation Ratios

P/E (X), adj. 134 12.3 11.0 9.7 8.2

P/B (X) 25 21 18 15 13

Dividend Yield (%) 0.9% 1.1% 1.2% 1.3% 1.5%
Per share data (RMB)

EPS, (Basic) 0.171 0.186 0.207 0.235 0.278

EPS, (Diluted) 0.167 0.171 0.192 0.217 0.255

DPS 0.020 0.026 0.028 0.030 0.034

BVPS 0.92 1.09 1.29 1.49 171

Growth & Margins (%)

Growth

Revenue NA 42.9% 4.3% 14.8% 16.5%
EBIT NA 29.5% 11.6% 11.4% 17.4%
Net Income, adj. NA 15.7% 12.8% 13.7% 18.3%
Margins

Gross margin 18.1% 18.4% 18.2% 18.2% 18.6%
EBIT margin 11.8% 10.7% 11.4% 11.1% 11.2%
Net Profit Margin 8.4% 6.8% 7.4% 7.3% 7.4%
Key Ratios

ROE (%) 22.4% 19.0% 17.5% 17.0% 17.4%
ROA (%) 6.3% 5.9% 5.7% 5.9% 6.0%

Income Statement (RMB mn)

Revenue 14,069 20,099 20,965 24,060 28,036
Gross profit 2,541 3,700 3,820 4,388 5,217
EBIT 1,657 2,145 2,394 2,668 3,133
Profit before tax 1,550 1,900 2,183 2,399 2,846
Tax (231) (351) (467) (458) (544)
Profit for the period 1,319 1,550 1,716 1,940 2,302
Minority interests (136) (181) (172) (186) (228)
Total capital share 6,927 7,363 7,450 7,450 7,450
Net profit 1,183 1,368 1,543 1,754 2,074
Source: PSR

50f 5



Geely(175.HK)

Phillip Securities (Hong Kong) Ltd Research
28 June 2012

Ratings History

5 'IM:rrgl](gi Eggg 77777777 S - - -Source: Bloomberg, PSR

oT-ne |-~
-AON 1

TT-eN -~ -
I -

<
]
= i
S = ~
| r-—----- -~ T - - - - -0~
I I 777777777 l I I
= = i e
,,,,,,,,,,,,,,,,,, N
| |
PSR Rating System
Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5
Remarks

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 rew ard 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
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

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.

© 2012 Phillip Securities (Hong Kong) Limited
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