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Brilliance China (1114.HK)

The sales volume of the New 5 Series was better than
expectation

Hong Kong | Automobile | Update Report

Investment Summary

The growth rate of sales volume of BMW Brilliance was more than 30% in H1 2017 beyond
expectations. We held optimistic expectations of the New 5 Series and the subsequent
Domestic X3, and it helped to reduce the book loss by selling the business stake of light-duty
passenger vehicles. Therefore, we adjusted the 2017/2018 diluted EPS of the Company to
RMBO0.908/1.26, raised the target price to HKD23, equivalent to 14.7/10.5x P/E ratio of
2017/2018, and maintained the "overweight" rating. (Closing price as at 1 Aug 2017)

Fig 1. 1114’s net profit trend
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The sales volume of BMW Brilliance was thirty percent more in H1

In H1 2017, a total of 185,000 BMW Brilliance cars were sold, up 30% yoy. Although the
sales volume of 5 Series cars was affected by the upgrading replacement, down about 15%
yoy, the Company still reported good sales results in H1 since demand for SUV Models X1, 3
Series was strong and New Models 2 Series Wagon and 1 Series Sedan were newly launched.
X1's monthly average sales volume increased largely from 3,000 in the same period to 7,000,
and 3 Series monthly average sales volume also increased from 8,000 to about 10,000.
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SHARE HOLDING PATTERN, %
Huachen Automotive Group Holdings 42.48
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KEY FINANCIALS

Fig 2. BBA’s monthly sales (units)
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CNY mn FY15 FY16 FY17E FY18E
Net Sales 4863 5125 5041 5151
Net Profit 3495 3682 4944 6921
EPS, CNY 070 073 098 1.38
P/E, x 233 234 177 128
BVPS, CNY 396 472 545 6.9
P/BV, x 41 36 32 27
DPS (CNY) 009 009 013 0.9
Div. Yield (%) 0.6% 06% 07% 1.1%

Source: Company reports, Phillip Securities Est.
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The sales volume of the New 5 Series was better than expectation

BMW Brilliance new generation - 5 series would be launched in May, the latest two
months’ sales volumes of which were 4,694 and 5,275, respectively. It was still in a
stable climbing stage with good terminal demand. We expected that the sales volume
of 5 series cars would hit a breakout period with gradual release of the production
capacity of Dadong pant. Moreover, the sales boom of the new 5 series would be
expected to boost overall profitability compared with old models with larger
discounts.

Fig 3. BBA’s monthly sales by models (units)
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The Company proposed Renault for becoming a shareholder for its light-duty
passenger vehicle business

The Company recently issued a notice that it would carry on asset reorganization for
its light-duty passenger vehicle business with loss and would sell 49% equity of
Shenyang Brilliance Jinbei Automobile Co., Ltd. to Renault at the price of RMB1. After
selling, the Company and Renault would also invest RMB1.5 billion registered capital
in this company, and both sides would assign 4 to 5 representatives to the Board of
Directors.

Fig 4. Renault’s light-bus models
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Due to the lack of strong competitiveness of products and other reasons, the
Company's profitability of its main light-duty passenger vehicle business went
downhill and it was currently in a serious loss to insolvent. Short-term sale of shares
would help to reduce the burden of loss and improve cash flow. Judging from long-
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term and medium-term development, it is hopeful to reshape competitiveness of the
Company's light-duty passenger vehicle products as Renault’s light-duty passenger
vehicle’s market share is 16% in Europe with mature advanced production technology,
product lines and huge sales network and its European-style light-duty passenger
vehicle design is in line with the future direction of development.

Financials

FYEDEC FY12 Fy13 FY14 FY15 FY16 FY17F FY18F
Valuation Ratios

P/E (X), adj. 33.9 22.6 14.2 23.3 23.4 17.7 12.8
P/B (X) 7.8 5.9 45 4.1 3.6 3.2 2.7
Dividend payout Yield (%) 0.0% 11.7% 8.4% 13.0% 13.0% 12.8%  13.9%
Dividend Yield (%) 0.0% 0.5% 0.6% 0.6% 0.6% 0.7% 1.1%

Per share data (RMB)

EPS, (Basic) 0.458 0.671 1.075 0.695 0.733 0.984 1.377
EPS, (Diluted) 0.456 0.669 1.071 0.693 0.730 0.980 1.372
DPS 0.00 0.08 0.09 0.09 0.09 0.13 0.19
BVPS 1.99 2.59 3.37 3.96 472 5.45 6.59

Growth & Margins (%)

Growth

Revenue -8.2% 3.2% -9.6% -11.8% 5.4% -1.6% 2.2%
EBIT 15.9% 42.7% 59.4% -37.7% 3.3% 30.8% 33.7%
Net Income, adj. 27.0% 46.6% 60.1% -35.3% 5.4% 34.3%  40.0%
Margins

Gross margin 11.8% 11.2% 10.2% 4.3% 3.3% 1.9% 1.6%
EBIT margin 40.5% 56.0% 98.7% 69.7% 68.4% 91.0% 119.0%
Net Profit Margin 38.9% 55.3% 98.0% 71.9% 71.8% 98.1% 134.4%

Key ratios (%)
ROE 27.1% 29.3% 33.2% 19.0% 16.9% 19.4% 22.9%
ROA 15.9% 19.3% 24.2% 13.9% 12.7% 15.2%  18.9%

Income Statement (RMB mn)

Revenue 5916 6103 5515 4863 5125 5041 5151
Gross profit 696 687 562 208 172 96 82
EBIT 2395 3416 5446 3391 3504 4585 6131
Profit before tax 2295 3325 5343 3325 3425 4501 6099
Tax -58 -8 -43 -45 -36 -47 -65
Profit for the period 2237 3316 5300 3280 3389 4455 6034
Minority interests -64 -58 -103 -214 -293 -490 -887
Total capital share 5024 5026 5026 5026 5026 5026 5026
Net profit 2301 3374 5403 3495 3682 4944 6921
Source: PSR

(Financial figures as at 1 August 2017)
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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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