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China auto sector Quarterly report
Pick the best among the good
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Hongkong | Automobile | sector update

I. Situation review of auto industry in 2016 and the first quarter of 2017 Market Perform (Maintain)
Under the guidance of policy motivation and demand preference, after two years of

growth rate at single digit, China’s auto market in 2016 bounced back to the growth  Research Analyst

rate of double digit. The output and sales volume reach 28.12 million and 28.03 million, (21'2235"1"6399400_103)

respectively, a year-on-year increase of 14.5% and 13.7%, respectively, making a new  zhangjing@phillip.com.cn

historical record.

China monthly auto sales (units, left) and growth (right)
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Passenger vehicle increases to 24.38million units, up 14.9% yoy, mainly affected by
halving low-emission purchase tax and SUV consuming trend.The privilege range of
purchase tax in 2017 decreases from 1/2 to 1/4, which weakens the stimulus effect of
the privilege. Besides, the hot auto market in 2016 partly overdrew the demand in the
next year and the cardinal number increases. As a result, the growth rate of sales
volume in the first quarter of 2017 slowed down to 5.1%, 5.95million units, a relatively
low growth rate in recent years.

Monthly sales and growth of China’s Passenger vehicle
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With the pull of trucks, the growth rate of commercial vehicle in 2016 bounced back by 13.4
ppts, from 9% down in 2015 to 5.8% up, with the sales volume of 3.65 million units. The
significant growth in commercial vehicle is mainly pulled by medium-heavy truck. The
reasons are: 1. the new emission standard of medium-heavy truck will be carried out; 2. The
implementation of new rules against overloading increases demand for medium-heavy
trucks; 3. The rebound of bulk commodity such as coal brings more transport demand.
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The favourable factors of medium and heavy trucks are continuing in 2017.
Under the influence of low cardinal number, the growth rate of commercial
vehicles in the first quarter exceeded that of passenger vehicles, up 22.6% yoy to
1.05million units.

Monthly sales and growth of China’s commercial vehicle
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Il. Industry competition analysis and industry prospect

1. Passenger vehicle SUV is upsurging

The consuming upsurge of SUV is continuing, with yearly sales volume in 2016
grew by 45% to nearly 8.94 million units. The sales percentage of SUV in
passenger vehicle increases from 10% in 2010 to 37%. In the first quarter of 2017,
the percentage increases to 40%. The sales volume of sedan in 2016 was about
12.14 million units, up 3.8% yoy. The growth rate turned positive, up by 8.6 ppts,
but the proportion in passenger vehicle market decreases gradually from 68% in
2010 to 50%. Cross-type passenger vehicle decreases by 34% yoy to 720,000
units. The percentage of cross-type passenger vehicle decreases year by year to
3%. The sales volume of MPV is about 2.5 million.

Growth of sub-sector of Passenger vehicle

Sedan — MPV Suv Minivan
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2. Self-owned brand rises with differentiation. Japanese brands revive while
Korean and French brands slide down

At first, self-owned brand is improving, shown in market shares, top 10 brands
and profitability. In 2016, the market share of self-owned brand passenger
vehicle reached 43.2%, up by 2 ppts yoy, expanding market for two years in a row.
In the first quarter of 2017, the share keeps increasing to 45.7%. In the top ten
auto enterprises in the passenger vehicle market, manufacturer of self-owned
brand increases. From 2012 to 2014, only one self-owned brand is listed, two in
2015 and three in 2016.

Proportion of market share by countries of China Passenger vehicle
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Breakdown of market share of China SUV by countries
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The main drive of the rise of self-owned brands is the motivation of self-owned
brand SUV. 5.27million units of self-owned brand SUV were sold in 2016, up 55%
yoy, accounting for 59% of overall sales volume of SUV. French brands had the
slowest increase in sales volume, basically unchanged. Self-owned brand took up
6 in top 10 SUV models in sales volume in 2016, far exceeding other joint
ventures. In the first quarter of 2017, self-owned SUV keeps rising, up 30% yoy.

Growth of China SUV market by countries
[ _____]201601 [201701 ]vov |
SUV:rh 1,146,160 1,493,416 30.30%
SUV:H A 265,722 339,674 27.83%
SUV: 4[5 152,867 205,204 34.24%
SUV:iif 137,594 72,273 -47.47%

SUV:ZE [ 195,677 206,826 5.70%
SUV:E [ 48,791 46501  -4.69%
SUV:fE 7 7,516 4537 -39.64%

Source: wind, Phillip Securities Hong Kong Research
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Except the popularity of SUV, self-owned brand in sedan did not perform well.
Yearly sales volume in 2016 decreased by 3.7% yoy. Germany and Czech brands
grew fastest (+11.5%, +18.4%), followed by American brands (+5%) and Japanese
brands (3.6%). Korean brands performed worse (-3%) and French brands the
worst (-16%). Another feature of such rise is the exacerbating differentiation
among self-owned brands. The gap between the first tier and the second tier is
increasing. Self-owned auto enterprises such as Geely (+48%), Great Wall (+29%),
Changan (23%), SAIC (89%) and Trumpchi (+96%) take up higher market share. As
for self-owned brands in the second tier, except for the rise of market share of
Zotye, the market share of JAC, FAW Car, Haima Automobile and Chery decreases.

Breakdown of market share of China sedan by countries

100%
80%
70%
60%
50%
40%
30%
20%
10%

0% &

2 % % % B B < S o =] ©
1191@\1“"@\1‘9‘;@‘9“’ W 11""@119:0@11“‘;@1‘9‘; \3\«\1":@* >
& ke

AT

o
P&’?‘l c_,?f"

.S 'Y
P G gt
Own = Jan German = Amer M Kore m Fra m Others

Source: wind, Phillip Securities Hong Kong Research

3. Consumption upgrade is on

Taking SUV and MPV market as an example, the tendency of car consumption
upgrade is more evident. Compared with A-level and AO-level SUV, the sales
increase trend of high-level SUV is more fierce and market share increases (the
market share of B-level SUV increased by 3 ppts in 2016 and 5 ppts in the first
quarter of 2017; the market share of C-level SUV increased by over 100% in the
first quarter of 2017), leading to less market share of low-level SUV (AO-level).
The MPV market is the same. Due to the small cardinal number, C-level MPV
market increases fastest and market share keeps expanding. A-level MPV is an
absolute majority, but the growth rate and market share in 2017 is decreasing.

Growth of China SUV and MPV markets by class

C T 200s] 2016 Yoy [2017Q1 [Yov

SUV.AO¢ 1,746,716 2,256,062 29.16% 488,956 -8.54%
SUV.A 3,591,168 5,188,564 44.48% 1,350,181 18.73%
SUV:Byp 915,701 1,534,649 6759% 525,075 87.70%
SUV.Cyy 50,155 58,025 15.69% 25,239 104.46%

| 2015] 2016]oY_ 201701 [Yov |

MPV:Agp, 1,373,240 1,672,162 21.77% 347,215 -27.89%

MPV:Bg& 725,610 756,255  4.22% 197,253 5.21%
MPV:Cyp, 5,137 9,673 88.30% 3,755 320.02%
MPV 2,106,729 2,494,588 18.40% 553,361 -17.41%

Source: wind, Phillip Securities Hong Kong Research

4. Heavy truck rebounds fiercely

From varieties of commercial vehicles in the market, the growth rate of truck
rebounds significantly. Particularly, medium and heavy truck market rebounded
in 2016 and the growth rate increases at the beginning of 2017. Overall, the
competition in heavy truck market does not change much. Due to the advantage
of high power traction market of FAW Group, the market share increases strongly,
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while other heavy truck enterprises (except Shanxi Heavy Truck and JAC) take up
less market share. Passenger vehicle demand is low and decline expands: down
8.7% in 2016 and 21% in 2017 Q1 (light passenger vehicle declined most in 2016
and large and medium passenger vehicle declines evidently in 2017). New energy
passenger vehicle subsidy cheat and subsidy decline mechanism affected large
and medium passenger vehicle market greatly. It is expected that the passenger
vehicle market will enter a round of shuffle.

Growth of China commercial vehicle by segments

SN S 651 T

Heavy Truck -26. 60% 36.60% 73.20%
:{:45 Medium Truck -17.70% 13.00% 10.20%
LSS Light Truck -6.50% -1.00% 11.70%
R Mini Truck 2.90% 11.50% 21.60%

I R B
K& Large Bus 4.80% 2.60% -27.90%
i Medium Bus 1.40% 28.20% -53.30%
2% Light Bus -0.90% -17.00% -16.10%

w0%  560%  2260%

Source: wind, Phillip Securities Hong Kong Research

Growth of sub-sector of Passenger vehicle
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Monthly sales and growth of China’s buses market
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5. Industry prospect

It is expected that in the second and third quarter of 2017, the growth rate of
auto sales volume will keep shrinking (even zero increase may appear in some
months). The exit of annual policy will accelerate the speed again. Yearly increase
is about 4%-5%. Small-emission vehicle in 2018 will decline. The replacement of
high-level SUV for sedan will be more evident.
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Ill. Auto industry investment strategy: pick the best among the good
1. Segment performance and valuation analysis

Auto segment of Hong Kong Stocks outperformed market indexes in 2016.
Performance of individual shares differentiated. Up to now in 2017, especially
from April with the profit taking of auto stock, the difference between stock price
in auto industry and the Hang Seng Index significantly narrows. In terms of
valuation indicators, in 2016, whole vehicle industry of Hong Kong Stocks rose
from 13 times at the beginning of the year to 18 times at the end of the year. In
the first quarter of 2017, auto valuation keeps rising to 21 times. With stock price
profit taking in April, valuation falls back to 13 times. The falling space is more
limited.

Return of each stocks in Hongkong automobile sector
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P/E(TTM) trend of Hongkong automobile sector
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2. Investment strategy and enterprise selection

We think that under the guidance of policy and function of consumption
preference, differentiation will be the mainstream in future development of auto
industry. The sales of SUV will keep high growth rate. In particular, the demand
for medium and large SUV is expected to explode. High-quality growth stock is
still the direction of capital flow. It is suggested that high-quality enterprises of
strong product cycle be paid attention to. We are optimistic about "Self-owned
loss reduction+joint venture new SUV cycle" of SAIC and "self-rise +Japanese
brand rebound" of GAC. Lyngk&co Brand that booms on accumulated strength
and Geely Auto with evident product upgrade effect are recommended.
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Peer Comparison

MarketC BEst BEst BEst DCob
. BEst current ROA ROE OPM GPM PM
Ticker Name i\pﬂ;HKD P/B s/B.ZF $/E.1F s/E.ZF EV/BEst P/B LE% % LE% LE% LE%
EBITDA

CNY

RFEIi N 70869 1.5 1.4 27.0 23.5 14.5 1.4 2.5 7.4 0.1 138 4.1
000625 CH Equity K25 IE 68675 1.3 1.2 5.7 5.6 18.8 1.4 9.7 246 -0.3 11.0 143
600805 CH Equity Pk HE 7480 N/A N/A 433  39.0 N/A° 1.0 09 1.3 -99 184 25
000572 CH Equity Y EYE R 9619 N/A N/A 37.1 32.4 N/A 1.1 1.1 2.5 2.5 12.9 1.6
000800 CH Equity —VRERLE 19643 2.1 2.0 53.6 44.6 18.7 2.2 21 49 38 203 2.4
601777 CH Equity DalNiAYA 11497 N/A N/A N/A N/A N/A 1.5 0.1 0.4 1.4 115 1.7
600418 CH Equity ITHES L 21166 1.3 1.2 13.8 11.6 10.8 1.3 2.4 10.8 0.2 9.1 2.0
600104 CH Equity Y5 358003 1.4 1.3 8.6 7.9 9.5 1.5 5.6 16.8 2.7 13.4 4.2
EUR

BN N 419212 1.0 0.9 7.4 7.1 3.3 1.1 34 153 7.7 203 6.3
DAl GR Equity DAIMLER AG- 623542 1.1 1.0 7.6 7.8 2.4 1.3 42 185 86 209 7.0
RNO FP Equity RENAULT SA 212407 0.7 0.6 6.1 5.7 3.4 0.8 3.5 11.6 7.2 21.7 7.4
BMW GR Equity BMW 492156 1.1 1.0 8.6 8.4 7.0 1.2 4.0 15.8 11.3 20.5 9.1
UG FP Equity PEUGEOT SA 145671 1.2 1.0 8.4 7.7 2.1 1.3 3.7 17.0 3.8 18.7 2.0
VOW GR Equity VOLKSWAGEN AG 622283 0.8 0.7 6.3 5.9 1.6 0.8 1.6 136 7.8 19.9 6.1
HKD

TRt R 71311 1.4 1.2 11.1 9.6 9.3 1.6 6.8 143 47 179 145
489 HK Equity DONGFENG 72031 0.6 0.5 4.9 4.8 20.7 0.7 7.7 14.7 1.4 14.9 10.1
1122 HK Equity QINGLING 6305 0.7 0.7 10.7 10.2 0.6 0.7 4.7 6.3 7.7 17.2 9.4
2333 HK Equity GREAT WALL MOTOR 106011 1.2 1.1 6.4 6.1 7.0 1.3 126 224 103 195 8.7
3808 HK Equity SINOTRUK 14412 0.6 0.6 15.3 13.9 3.7 0.6 1.2 2.6 3.1 184 1.6
1958 HK Equity BAIC 5681 1.1 1.0 6.9 6.0 3.3 1.3 4.3 17.6 10.6 23.0 5.9
2338 HK Equity WEICHAI 48023 1.3 1.2 13.7 12.5 5.9 1.4 1.7 8.0 4.6 22.0 2.7
2238 HK Equity GAC 156438 1.4 1.3 8.5 7.6 23.9 1.6 10.2 19.8 11.7 20.8 23.6
175 HK Equity GEELY 97723 2.9 2.3 11.3 8.9 7.0 3.5 9.3 21.8 9.5 18.6 9.0
1211 HK Equity BYD 140566 1.9 1.7 20.8 16.4 11.9 2.2 3.7 127 59 19.8 2.9
1114 HK Equity BRILLIANCE 65921 2.1 1.8 12.1 9.3 N/A 2.5 12.7 16.9 -17.6 4.3 71.2
INR (1 security)

TTMT IN Equity TATA 164042 1.7 1.5 19.5 10.9 5.5 1.8 4.3 18.5 7.9 4.1
JPY

R FEMiE R FEMiE 324591 1.3 1.2 11.2 10.1 5.9 1.4 2.7 6.9 59 21.0 4.4
7203 JP Equity TOYOTA 1370398 1.0 1.0 10.4 9.3 11.8 1.1 3.8 10.8 6.2 15.8 6.9
7201 JP Equity NISSAN 311762 0.9 0.8 7.2 6.9 3.0 0.9 2.7 10.3 5.6 19.6 4.5
7267 JP Equity HONDA 397434 0.8 0.7 9.4 8.6 8.5 0.8 3.3 8.8 3.7 222 2.5
7261 JP Equity MAZDA 65725 0.8 0.8 7.5 6.6 3.6 0.9 3.7 102 2.7 229 1.6
6902 JP Equity DENSO 271090 1.1 1.1 14.5 13.4 6.0 1.2 5.1 8.1 6.8 17.4 5.5
7269 JP Equity SUZUKI 163221 2.0 1.7 13.9 15.1 6.0 2.0 5.1 11.5 6.9 27.7 4.4
7205 JP Equity HINO 53730 1.6 1.4 13.9 11.5 7.1 1.7 4.3 11.0 4.4 16.2 3.0
7211 JP Equity MITSUBISHI 72128 1.4 1.3 15.4 11.6 3.7 1.5 -14.4 -29.1 50 1838 2.6
7270 JP Equity SUBARU 215834 1.8 1.6 8.3 7.8 3.6 2.2 105 20.1 11.6 287 8.3
KRW

000270 KS Equity KIA MOTORS CORP 99050 0.5 0.5 6.1 5.2 3.4 0.5 5.7 11.1 3.0 19.8 6.0
005380 KS Equity HYUNDAIMOTOR CO 237882 0.6 0.6 7.5 6.7 9.2 0.5 3.1 6.3 5.4 18.5 5.7
SEK

SCVA SS Equity SCANIA AB-A SHS N/A N/A N/A N/A N/A N/A 21 155 9.2 239 6.3
VOLVB SS Equity VOLVO AB-B SHS 271242 2.7 2.5 16.5 15.3 10.3 2.9 3.6 171 86 252 6.1
usb

F US Equity FORD MOTOR CO 344992 1.3 1.1 7.2 6.7 2.7 1.4 1.5 19.0 3.7 10.7 4.1
GM US Equity GENERAL MOTORS C' 399053 1.0 0.9 5.6 5.6 2.5 1.1 46 241 6.7 19.6 6.3

Source: Bloomberg, Phillip Securities Hong Kong Research
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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.

© 2017 Phillip Securities (Hong Kong) Limited
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www.kingandshaxson.com

AUSTRALIA
PhillipCapital Australia
Level 12, 15 William Street,
Melbourne, Victoria 3000, Australia
Tel: (61) 39618 8238 Fax: (61) 3 9200 2277
www.phillipcapital.com.au

HONG KONG
Phillip Securities (HK) Ltd
11/F United Centre 95 Queensway Hong Kong
Tel (852) 2277 6600 Fax: (852) 2868 5307
www.phillip.com.hk

JAPAN
Phillip Securities Japan, Ltd
4-2 Nihonbashi Kabutocho, Chuo-ku
Tokyo 103-0026
Tel: (81) 3 3666 2101 Fax: (81) 3 3664 0141
www.phillip.co.jp

INDIA
PhillipCapital (India) Private Limited
No. 1, 18th Floor, Urmi Estate, 95 Ganpatrao Kadam
Marg, Lower Parel West, Mumbai 400013
Tel: (9122) 2300 2999 Fax: (9122) 6667 9955
www.phillipcapital.in

UNITED KINGDOM
King & Shaxson Ltd.
6th Floor, Candlewick House, 120 Cannon Street
London, EC4N 6AS
Tel (44) 20 7929 5300 Fax: (44) 20 7283 6835
www.kingandshaxson.com

SRI LANKA
Asha Phillip Securities Limited
Level 4, Millennium House, 46/58 Navam Mawatha,
Colombo 2, Sri Lanka
Tel: (94) 11 2429 100 Fax: (94) 11 2429 199
www.ashaphillip.net/home.htm
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