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Accelerated segmentation product strategy
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e Strong growth for BBA 1H2014: Owning to the continuing effect of capacity
release, BBA (Brilliance BMW) delivered 140 thousand cars in the first half of
2014, a year-on-year increase of 37%, out of which SUV model X1 increased
by 107% year-on-year to 22 thousand, X3 increased by 55% to 46 thousand,
and X5 increased by 51% to 71 thousand. The company's sales goal in 2014 is
260 thousand cars, a 30% year-on-year increase, and in half a year it has
achieved 53.8% of the sales goal for the year. Since the capacity of Dadong
factory for production of series 5 has been approaching its limit, we believe in
the coming one-year BBA's sales increase will be mainly contributed by series
3 and X1.

e JV Contract renewal in advance is expected to eliminate uncertainty: 4 years
ahead of the expiration of the joint venture contract, BMW Group and the
company have announced recently that joint venture contract would be
extended to 2028; this move is expected to eliminate the uncertainty of the
source for future profitability, and is conducive to the introduction of new
BMW models and their technologies, which is beneficial to the company's
stock performance and the level of valuation.

e Accelerated segmentation product strategy: BMW Group has issued the
guidance on the future planning of Chinese market, including: 3 new models
will realize localized production in China; Continue to increase the total
capacity of BBA's Dadong factory and Tiexi factory in Shenyang; BMW’s 3-
cylinder and 4-cylinder gasoline engines are going to be put into production in
China in 2016. It is learned that the 3 new models for domestic production in
future are respectively BMW 2X Active Tourer van, BMW X3 and one new
entry-level model lower than the level of X3, which will increase the vehicle
types of domestic production in China from currently 3 models to 6 models.
For SUV model X3, the wheelbase will be extended, which is more likely to
meet the vehicle purchase needs of domestic consumers at present, and the
future performance is worthy of expectation. After the completion of BBA's
new engine plant, production of advanced 3-cylinder and 4-cylinder gasoline
engines will be officially started in 2016, which will positively improve the
capacity and quality of BBA.

Key Financial Summary

FYE 12/13 12/14F 12/15F 12/16F
Revenue (RMB mn) 6103 6229 6495 6989
Net Profit, adj. (RMB mn) 3374 4319 5867 7599
EPS, adj. (RMB) 0.67 0.86 1.17 151
P/E (X),ad]. 16.8 13.1 9.6 7.4
BVPS (RMB) 2.59 3.29 4.44 5.41
P/B (X) 4.3 3.4 25 2.1
DPS (RMB) 0.08 0.10 0.13 0.17
Div. Yield (%) 0.7% 0.9% 1.2% 1.5%

Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
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ratingg. ACCumulate

Maintain Accumulate

Target Price (HKD) 16.45
Forecast Dividend (HKD) 0.25

Closing Price (HKD) 14.32
Potential Return 15.7%

Company Description

Briliance mainly engaged in manufacturing and selling light trucks and
components, the main products is Jinbei Haise, with the largest shares
consistently, and high-end saloon car BMW 3&5 series, SUV X1 from
BMW Brilliance Automobile(BBA), its 50%-50% JV, w hich is the main
source of the Group’s profits.

Raw Beta (Past 2yrs w eekly data) 1.08
Market Cap. (HKD bn) 71,969
Enterprise Value (HKD mn) 58,394
52 w eek range (HKD) 8.98 - 16.14

Closing Price in 52 w eek range
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Major Shareholders
1.Huachen Automotive Group Holdings 42.48%
2.Templeton Asset Management Ltd 18.02%
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How we view this

We believe that, after experiencing the explosive growth in past few years, the
increase rate of China's luxury car market begins to slow down, with structure-
based and pluralism market development trend becoming apparent, so BMW's
accelerated introduction of segmentation products is conducive to continuous
development of new segment markets.

Investment Action

According to above, we revised our target price to HKS$S16.45, based on
15/11/8.5xP/E in2014/2015/2016, which we believe is rational considering its high
ROE and fast growth ahead among peers, and the suggestions of “accumulate”
rating be given.

Fig 1. BBA’s monthly sales (units) Fig 3. BMW'’s SUV X3
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Fig 2. BBA’s monthly sales by models (units)
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Fig 5. View of BC’s top line and bottom line in IS
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Fig 6. Peer’s comparison

Mark Best Best BEst ROA

Cap Best P/B Best P/E EV/BE LF ROE
Ticker Name UsSD-mil P/B  (Y+1) PI/E (Y+1) st P/B %) (%)
2238 HK Equity GAC 8054 1.4 1.2 119 92 1279 1.5 4.9 8.2
1211 HK Equity BYD 17634 3.5 33 732 488 21.7 4.0 0.7 2.6
489 HK Equity DONGFENG 16231 14 12 86 7.6 883 16 11.8 180
2333 HK Equity GWM 12810 21 17 79 6.5 6.1 26 173 33.2
1114 HK Equity BRILLIANCE 10207 3.8 29 146 122 N/A 49 193 293
175 HK Equity GEELY 3327 11 0.9 79 6.6 4.0 1.3 8.2 184
F US Equity FORD 68488 2.3 19 131 91 6.1 2.6 3.2 294
GM US Equity GM 60043 1.4 1.3 123 8.0 3.7 15 2.7 8.9

RNO FP Equity =~ RENAULT 28421 08 08 95 7.2 95 09 08 25
UG FP Equity PEUGEOT 11964 09 08 NA 121 111 07 -3.7 -283

VOW GR Equity VW 933217 09 09 84 75 71 10 29 110
BMW GR Equity BMW 632044 1.6 14 107 102 95 17 39 161
DDAIF US Equity DAIMLER 797733 15 14 119 102 99 17 41 170
TIMT IN Equity ~ TATA 153634 25 19 88 76 42 34 63 281
7203 JP Equity ~TOYOTA 1466094 1.3 12 94 88 100 13 51 85
7267 JP Equity  HONDA 473256 11 10 106 88 89 11 34 7.8
7201 JP Equity  NISSAN 318603 09 09 106 89 107 09 29 99
7269 JP Equity  SUZUKI 117221 1.2 11 140 130 43 12 45 75
7261 JP Equity ~ MAZDA 104332 22 18 116 80 73 23 43 71
7211 JP Equity ~ MITSUBISHI 81152 1.9 1.7 103 94 71 124 7.8 NA

005380 KS Equity HYUNDAI 48798 1.0 NJA NA NA NA 11 65 105
000270 KS Equity KIA 21688 0.9 N/A 6.0 58 NA 12 109 156

Source: Bloomberg, PSR
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FYEDEC FY12 FY13 FY14F FY15F FY16F
Valuation Ratios

P/E (X), ad. 251 16.8 13.1 9.6 7.4
P/B (X) 5.8 4.3 34 25 21
Dividend payout Yield (%) 0.0% 11.7% 11.2% 11.2% 11.3%
Dividend Yield (%) 0.0% 0.7% 0.9% 1.2% 1.5%
Per share data (RMB)

EPS, (Basic) 0.458 0.671 0.859 1.167 1.512
EPS, (Diluted) 0.456 0.669 0.856 1.163 1.506
DPS 0.00 0.08 0.10 0.13 0.17
BVPS 1.99 2.59 3.29 4.44 5.41
Growth & Margins (%)

Growth

Revenue -8.2% 3.2% 2.1% 4.3% 7.6%
EBIT 15.9% 42.7% 46.3% 31.2% 28.7%
Net Income, adj. 27.0% 46.6% 28.0% 35.9% 29.5%
Margins

Gross margin 11.8% 11.2% 10.7% 10.5% 10.5%
EBIT margin 40.5% 56.0% 80.3%  101.0%  120.8%
Net Profit Margin 38.9% 55.3% 69.3% 90.3%  108.7%
Key ratios (%)

ROE 27.1% 29.3% 29.2% 30.2% 30.7%
ROA 15.9% 19.3% 20.7% 22.9% 24.6%

Income Statement (RMB mn)

Revenue 5916 6103 6229 6495 6989
Gross profit 696 687 666 682 734
EBIT 2395 3416 4999 6559 8439
Profit before tax 2295 3325 4875 6431 8328
Tax -58 -8 -390 -444 -575
Profit for the period 2237 3316 4485 5987 7754
Minority interests -64 -58 166 120 155
Total capital share 5024 5026 5026 5026 5026
Net profit 2301 3374 4319 5867 7599
Source: PSR
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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

PhillipCapital
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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.

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.
© 2014 Phillip Securities (Hong Kong) Limited
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