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Prepare for the knockout match

Hong Kong | Automobile | Update Report

Investment Summary

BYD has actively opened up the supply chain system to promote the outside supply of power
batteries and spare parts, thereby inspiring the vitality of enterprises and enhancing their
competitiveness. With the breakthrough and accelerated implementation of the
transformation project, the company's future development momentum is expected to be
strengthened. We hold the judgement that 2018 H1 will be a low point for BYD's automotive
business and the new energy vehicles and conventional fuel vehicles will exert their power
in H2, which will help the company's profit bottom out. We give BYD BUY rating (Closing
price as at 8 August).

Joining hands with Changan Automobile, and making breakthroughs in power battery
outside supply

On July 5, BYD signed a strategic cooperation agreement and a battery joint venture
cooperation framework agreement with Changan Automobile. According to the agreement,
a. the two parties will integrate their respective resource superiorities in new energy,
intelligence, overseas market and shared mobility to carry out all-round cooperation.

b. The two parties will jointly establish a new energy power battery joint venture company,
jointly invest RMBS5 billion to build 10Gwh battery capacity in Chongging, and implement it
in phases. It will reach 5-6GWh in the first phase and 4-5GWh in the second phase,
supporting the power battery demand of Changan Automobile.

c. Changan Automobile will become a shareholder of BYD's battery business, and work
together via in-depth technical cooperation in the subdivisions such as new energy vehicle
industry chain, intelligent network, intelligent interaction, and unmanned driving in the
future.

While in April of this year, Changan Automobile has already reached a cooperation with BYD
to jointly develop a three-in-one product for the new energy vehicle electric drive. The
product is expected to be launched with a new certain model of Changan Automobile next
year.

Boxing out in advance and binding car companies to prepare for the knockout match

Due to the adjustment to the state subsidy policy and the changes in the financing
environment, joint ventures and emerging car manufacturers have officially entered the
competition arena. While the power battery market is developing rapidly, it is also entering
the reshuffle phase of the survival of the fittest. The market share of the top five power
battery companies with installed capacity increased by 10% to 71% compared with 2017 in
the early five months of 2018. The CATL and BYD's share increased by 19% to 63% from the
44%, and the head effect is becoming more apparent. The CATL has established a joint
venture factory with SAIC and Dongfeng, developed it with Honda, and entered the supply
chain of Mercedes-Benz, Volkswagen, BMW and other car companies. The challenge is
unprecedented in the future competition.

We believe that the joint venture with Changan Automobile and the deep integration mark a
breakthrough in BYD's outside supply of power batteries, which is a key first step in the
listing of BYD's disconnecting power battery. In addition, BYD's power battery has entered
two electric trucks' supporting of Dongfeng Automobile. At present, BYD's battery capacity is
26GWh, and its total production capacity is expected to reach 60GWh in 2020, while the
CATL's capacity in 2017 is 17GWh, and it is expected to reach 31GWh in 2018.
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Lv xiang-yang 8.77
Berkshire Hathaway Energy 8.25
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Source: Phillip Securities (HK) Research

KEY FINANCIALS

CNY mn FY16 FY17 FY18E FY19E
Net Sales 100208 102651 125387 155303
Net Profit 5052 4066 4180 6212
EPS, CNY 1.88 140 144 218
P/E, x 19.9 249 253 167
BVPS, CNY 19.86 20.16 22.12 24.59
P/BV, x 19 17 16 15
DPS (CNY) 055 014 016 0.4
Div. Yield (%) 15% 0.4% 0.4% 0.7%

Source: Company reports, Phillip Securities Est.
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Joining hands with Faurecia stripped car seats, opening the supply chain and taking
a solid step

On the same day, the auto parts company jointly established by BYD and Faurecia
was unveiled the nameplate in Shenzhen. BYD holds 30% of the share and Faurecia
holds 70%. BYD announced a strategic transformation a year ago to change its
previous highly vertical integration strategy, reducing capital pressure and improving
operational efficiency. We believe that the successful divestiture of the seat business
is another milestone in the company's strategic transformation and the realization of
the supply chain from closure to openness. It has great strategic significance for the
company's long-term development, which will help the company to focus more on its
main business and consolidate its leading position.

Investment Thesis

BYD's NEV sales hit a record high in July, reaching 18,793 units. It has risen month by
month since 2018, with a total of nearly 94,000 units in the first 7 months, accounting
for about 85% of the 2017’s total sales. Among which, June and July saw more than
50% lift over the transition period. The sales of traditional fuel vehicles totaled
168,000 units in the first 7 months, up 11% yoy. What’s more, driven by the new car
Song MAX, the sales structure has improved significantly. The new model of Qin and
Song MAX PHEV version, which will be launched in 2018H2, is expected to continue
to contribute the momentum.

As the latest estimates, we adjusted the expected EPS of 2018 to RMB1.44, and add
our 2019 expected EPS to RMB 2.18. Thus, we revise the target price to HKD52, which
corresponded to 31/21x P/E and 2/1.8x P/B ratio for 2018/2019. We give the rating
of “BUY” (Closing price as at 8 August).

Risk

Sales of new energy vehicles is not as good as expected
Cloud Rail business risk

Slow-down of Hand-set components business
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BYD’s Est P/E P/B trend
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BYD’s Quarterly net profit
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BYD’s NEV monthly sales (units)
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BYD’s Traditional Vehicle monthly sales (units)
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Financials
FYE DEC FY15 FY16 FY17 FY18F FY19F
Valuation Ratios
P/E (X), adj. 31.0 19.9 24.9 253 16.7
P/B (X) 2.7 19 17 16 15
Dividend Yield (%) 0.0% 1.5% 0.4% 0.4% 0.7%
Dividend payout ratio (%) 0.0% 29.1% 10.1% 11.1% 11.0%
Per share data (RMB)
EPS, reported 112 1.88 1.40 144 2.18
EPS, adj. 112 1.88 1.40 144 2.18
DPS 0.00 0.55 0.14 0.16 0.24
BVPS 13.04 19.86 20.16 22.12 24.59
Growth & Margins (%)
Growth
Revenue 40.2% 29.1% 2.4% 22.1% 23.9%
EBIT 133.9% 57.6% -4.8% 8.7% 37.6%
Net Income, adj. 550.9% 79.0% -19.5% 2.8% 48.6%
Margins
Gross margin 15.3% 19.0% 17.5% 16.4% 17.5%
EBIT margin 6.8% 8.4% 7.8% 6.9% 7.7%
Net Profit Margin 3.6% 5.0% 4.0% 3.3% 4.0%
Key Ratios
ROE (%) 10.4% 12.7% 7.8% 7.3% 9.9%
ROA (%) 2.7% 3.9% 2.5% 2.2% 2.7%
Income Statement (RMB mn)
Revenue 77,612 100,208 102,651 125,387 155,303
Cost of sales (65,753) (81,189) (84,716) (104,798) (128,125)
Gross profit 11,859 19,018 17,935 20,589 27,178
Other income and gains 2,572 1,637 2,429 3,108 3,400
Operating expenditure (8,877) (11,688) (12,176) (14,796) (18,388)
Financial costs (1,517) (1,800) (2,343) (2,467) (2,359)
Profit before tax 3,794 6,568 5,621 6,190 9,551
Tax (657) (1,088) (704) (928) (1,633)
Profit for the period 3,137 5,480 4,917 5,261 7,918
Minority interests (315) (428) (850) (1,081) (1,706)
Net profit 2,822 5,052 4,066 4,180 6,212
FYE DEC FY15 FY16 FY17 FY18F FY19F
Balance Sheet (RMB mn)
Total Assets 115,486 145,071 178,099 210,007 243,007
Cash & cash equivalent 6,011 7,111 8,936 8,957 9,000
Total Liabilities 79,457 89,661 118,142 143,987 169,387
Non-controlling interest 3,735 4,153 4,953 5,673 6,543
Total Equity 36,029 55,409 59,957 66,020 73,620
Shareholder Equity 32,294 51,256 55,004 60,347 67,077
Source: PSR

(Financial figures as at 08 August 2018)
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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.
© 2018 Phillip Securities (Hong Kong) Limited
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