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Geely (175.HK)

August Sales review: “two good and two bad”

Hong Kong | Automobile | Update Report

* In August, Geely sold 31,754 units, up 15% yoy and 7% mom. In the first 8 months in
2015, the total sales volume amounted to 313,200 units, up 33% compared to the same
period last year which reached 70% of the total sales target (450000) for the year. The new
models effect and low cardinal number are major causes.

* Specifically, the sales of Geely in August demonstrated “two pieces of good news and
two pieces of bad news”:
1) The overall automobile market in China downturned 3.4% in August. The growth rate
of Geely's sales volume was far better than most of its peers.
2) The Company's sedan, Geely GC9, which ranks highest-end on the top of the
Company's product list, recorded steady growth in sales volume since launched in the
market this year, with encouraging sale forecast.
While two pieces of potential bad news are demonstrated by:
1) The sales volume of SUVs dropped amid the growth in popularity of SUVs in China.
2) There is still no sign of recovery in Geely's overseas markets.

* In 2015H1, Geely recorded growth in revenue of 36% to RMB13.8 billion; while net
profit grew 26% yoy to RMB1.4 billion. The higher rate of growth reflected the trend of
sale turnover recovery and it may also related to lower comparison benchmark last year.
Business result in 2015H1 was similar to the year before last year. Operation efficiency has
been improved. The gross profit margin dropped 2.7 ppts yoy, to 17.6%.

* Benefitted from the launch of higher-priced vehicles, the average unit price in H1
increased 10%. The Company has promised to introduce 5 new vehicle models in the
coming 12 months, including two models of SUVs, one cross section vehicle and new
energy vehicle. We think the competitiveness of the Company’s vehicles has apparently
improved, and the Company has been fully equipped in the aspect of new energy,

therefore we are optimistic on the expansion of the Company's market share in the future.

Investment Thesis

We maintain the expectation of EPS in 2015/2016 to RMB0.28 and RMBO0.32 respectively.
We kept the target price of HKD4.45 unchanged, corresponding to 13.1x and 11.4x of eP/E in
2015/2016 respectively and granted a rating of “Buy”. (Closing price as at 30 September
2015)
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Source: Phillip Securities (HK) Research

KEY FINANCIALS

CNY mn FY13 FY14 FY15E FY16E
Net Sales 28,708 21,738 27,448 32,165
Net Profit 2,663 1,431 2,460 2,823
EPS, CNY 032 016 028 032
P/E, x 9.0 177 107 93
BVPS, CNY 193 1.96 209 231
P/BV, x 15 15 14 13
DPS (CNY) 0.04 002 004 004
Div. Yield (%) 1.5% 0.7% 1.2% 1.4%

Source: Company reports, Phillip Securities Est.
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Sales volume in August up 15%; while sales in first eight months up 30+%

According to the information of sales volume recently released by Geely Automobile,
the total sales volume of the Company for the month of August 2015 recorded
31,754 units, an increase of approximately 15% over the same period last year and up
approximately 7% from July 2015. The overall accumulated sales volume in the first
eight months of 2015 amounted to 313,200 units, up about 33% from the same
period last year and achieving 70% of the full year sales volume target of 450,000
units in 2015. We consider the launch of new car models and the low benchmark
recorded last year are the main causes of growth in sales volume.

Geely's monthly sales
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Sales data demonstrated “two pieces of good news and two pieces of bad news”
Specifically, the sales data of Geely Automobile in August demonstrated “two pieces
of good news and two pieces of bad news”:

1) The overall automobile market in China downturned 3.4% in August. The growth
rate of Geely's sales volume was far better than most of its peers. In particular the
growth rate of its sales in domestic was robust, with sales volume up 29% yoy to
30,000 units, in which the combined sales volume of “EC7” and “New Emgrand”
recorded 11,783 units, up 11% yoy. In the previous eight months, the Company's
sales volume in domestic market surged 50% yoy to 287,000 units; even increased
12% when compared to the same period in 2013 during which the comparison
benchmark was higher.

2) The Company's sedan, Geely GC9, which ranks highest-end on the top of the
Company's product list, recorded steady growth in sales volume since launched in the
market this year, with encouraging sale forecast. It was launched in April 2015, during
which marked the sale volume of 839 units, followed by 2000 units in May, 2750
units in June, 3201 units in July and 3539 units in August. In our views, Geely GC9,
being a high-end vehicle under the Company’s self-owned brand with unit price set
between 120,000 to 180,000, achieved such handsome sales volume is rewarding. If
such good trend can be maintained in the future, it indicates that the Company has
the great potentials to upgrade itself.

While two pieces of potential bad news are demonstrated by:

1) The sales volume of Geely's SUVs unsurprisingly dropped amid the growth in
popularity of SUVs in China. The aggregate sales volume of three of the Company’s
SUVs namely GX7, SX7 and GX9 merely recorded 3618 units, down 21% yoy. Based on
the industrial data, the overall sales volume of SUVs in China market surged 48% in
August. It shows that Geely would have to enhance its competitiveness in the
business segment of SUVs.

2) There is still no sign of recovery in Geely's overseas markets. In August, sales
recorded in the Company's overseas markets dropped 61% yoy to 1748 units. The
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economy of overseas markets, especially Eastern Europe, still not yet recovered to
the prosperity level before the conflict. We noticed that the record high of Geely's
export volume amounted to 14,000 units per month (recorded in the yearend of
2013). The total export volume in the first eight months of 2015 was 26,000 units,
declined nearly 40% yoy and dropped 66% when compared to the same period in
2013.

Geely's sales by markets
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2015H1 results improved 26% yoy, same as the same period in 2013

In 2015H1, Geely recorded growth in revenue of 36% to RMB13.8 billion; while net
profit grew 26% yoy to RMB1.4 billion. The higher rate of growth reflected the trend
of sale turnover recovery and it may also related to lower comparison benchmark last
year. Business result in 2015H1 was similar to the year before last year. Operation
efficiency has been improved. Newly launched vehicles in the period under review
were not yet benefitted from economies of scale. The gross profit margin dropped
2.7 ppts yoy, to 17.6%. Since the promotion cost is usually higher in the initial stage
of newly launched vehicles, and the downward price competition pressure in the
automobile market is quite high, the cost of sales in H1 surged 40% or RMB225
million.

Benefitted from the launch of higher-priced vehicles, the average unit price in H1
increased 10%. The Company has promised to introduce 5 new vehicle models in the
coming 12 months, including two models of SUVs, one cross section vehicle and new
energy vehicle. Looking forward, the Company mentioned the impact from stricter
emission standard, regulation in the industry and restriction on the new license on
self-owned brands would be higher. Meanwhile, higher competition pressure was
incurred on the Company's self-owned brands when more international brands
participated in the price war. However, we think the competitiveness of the
Company's vehicles has apparently improved, and the Company has been fully
equipped in the aspect of new energy, therefore we are optimistic on the expansion
of the Company’s market share in the future.
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Investment Thesis
We maintain the expectation of EPS in 2015/2016 to RMB0.28 and RMB0.32

respectively. We kept the target price of HKD4.45 unchanged, corresponding to 13.1x
and 11.4x of eP/E in 2015/2016 respectively and granted a rating of “Buy”. (Closing
price as at 30 September 2015)
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UPDATE REPORT

Financials

FYE DEC Fy11 FY12 FY13 FY14 FY15F FY16F
Valuation Ratios

P/E (X), adj. 14.4 10.8 9.0 17.7 10.7 9.3

P/B (X) 23 1.8 15 15 14 13

Dividend Yield (%) 0.9% 1.1% 1.5% 0.7% 1.2% 1.4%
Dividend payout ratio (%) 14.6% 11.8% 13.9% 12.3% 12.9% 13.5%
Per share data (RMB)

EPS, (Basic) 0.207 0.271 0.317 0.163 0.280 0.321

EPS, (Diluted) 0.192 0.263 0.303 0.163 0.279 0.320

DPS 0.028 0.031 0.042 0.020 0.036 0.043

BVPS 1.29 1.59 1.93 1.96 2.09 231

Growth & Margins (%)

Growth

Revenue 4.3% 17.5% 16.6% -24.3% 26.3% 17.2%
EBIT 11.6% 13.8% 22.8% -41.2% 66.6% 13.3%
Net Income, adj. 12.8% 32.2% 30.5% -46.3% 72.0% 14.8%
Margins

Gross margin 18.2% 18.5% 20.1% 18.2% 18.4% 19.1%
EBIT margin 11.4% 11.1% 11.6% 9.0% 11.9% 11.5%
Net Profit Margin 7.4% 8.3% 9.3% 6.6% 9.0% 8.8%
Key ratios (%)

ROE 17.5% 18.2% 18.3% 8.5% 12.7% 13.4%
ROA 5.6% 6.5% 7.9% 3.8% 5.9% 6.2%
Income Statement (RMB mn)

Revenue 20,965 24,628 28,708 21,738 27,448 32,165

Gross profit 3,820 4,559 5,766 3,963 5,050 6,127

EBIT 2,394 2,724 3,344 1,967 3,277 3,713

Profit before tax 2,183 2,529 3,304 1,943 3,237 3,664

Tax (467) (479) (624) (494) (745) (806)
Profit for the period 1,716 2,050 2,680 1,449 2,493 2,858

Minority interests (172) (10) (17) (19) (32) (34)
Total capital share 7,450 7,466 8,392 8,801 8,801 8,801

Net profit 1,543 2,040 2,663 1,431 2,460 2,823

Source: PSR

(Financial figures as at 30 September 2015)
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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.
© 2015 Phillip Securities (Hong Kong) Limited
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