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GAC (2238.HK)

2018H Result in Line, Attractive valuation and good
development

Hong Kong | Automobile | Update Report

Investment Summary

GAC Group's 2018 interim results were in line with expectations, and sales in July/August
2018 recovered well. It is expected that the Company will maintain steady growth this year
under the strong product cycle of the joint venture car companies. We revised the
Company's 2018 earnings forecast and introduce the predicted value of 2019. We reaffirm
the "Buy" rating with the target price to HKD 11. (Closing price as at 5 September)

Mid-term result basically in line with expectations

According to GAC's latest result report, the net profit attributable to the parent company in
2018 H1 increased by 10.3% yoy to RMB6.91 billion, which is basically in line with our
expectations. Earnings per share were diluted to RMBO0.68 due to the expanded share capital
by 12.8%, and the interim dividend was RMBO.1.

The growth of the Group's car sales volume slowed down in H1

At the group level, GAC's total sales volume recorded 1,017,000 units in H1. The increase in
the base number and the slowdown in the industry slackened the growth rate from over
30% in the last year to 5.5%. Among them, GAC Honda/GAC Toyota/GAC's self-developed
brands/GAC Fait/GAC Mitsubishi increased by 5.5%/16.4%/6.9%/-35%/38%, respectively,
contributing the incremental sales of 17,631/35,932/17,319/-38,119/20,951 units,
respectively.

Gross profit margin increased by 3 ppts, and the cost rate slightly increased

Factors such as the scale effect and cost control brought by the increase in the sales volume
of Trumpchi increased the gross margin by 3 ppts yoy to 19.6%. However, due to the
RMB280 million expenses of the increased advertising investment, destocking promotion of
the old GS4 in Q2 and equity incentives in H1, sales expenses and administration expenses
increased by 2 and 1 ppts yoy, respectively. Financial expenses decreased by 41% yoy due to
the decrease in interest rates and borrowings. The operating profit margin was 7.75%,
showing a slight decrease of 0.1 ppts compared with 7.86% in the same period of last year,
which we believe was caused by the increase in the marketing and management expense
rate, and the not yet formed scale effect of new energy cars under the self-developed
brands.

Joint venturecontributed a record high profit

In H1, the Company’s sales revenue increased by 7% yoy to RMB37.2 billion, mainly due to
the continuous product enrichment and sales growth of its self-developed Trumpchi models,
and the rapid development of auto parts and after-sales services in the upstream and
downstream of the industrial chain. The total revenue of the Group, together with the joint
ventures and affiliated businesses, increased by 6.22% yoy to RMB172.6 billion. In addition
to the continuously growing sale volume of self-developed brands, the steady growth of
Japanese joint venture products and the corresponding expansion of supporting businesses
were also one of the driving factors. Benefiting from the best-selling models of the 8th
generation Camry/Levin/Avancier/Outlander, the profit share of joint ventures and affiliated
businesses increased by 7.4% yoy to RMB4.94 billion, setting a new record after the listing,
accounting for 65% of profit before tax.
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BUY (Maintain)
CMP HKD 7.64
(Closing price as at 5 September)

TARGET HKD 11 (+44%)

COMPANY DATA
0/S SHARES (MN) : 10213
MARKET CAP (HKD MN) : 24014
52 - WK HI/LO (HKD): 15.371/6.75
SHARE HOLDING PATTERN, %
Guangzhou Automobile Industry Group 60.63
Co., Ltd
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KEY FINANCIALS
CNY mn FY15 FY16 FY17E FY18E
Net Sales 49,418 71,575 80,785 90,810
Net Profit 6,288 11,005 12,807 14,146
EPS, CNY 0.98 1.68 1.25 1.39
P/E, x 7.1 3.9 54 49
BVPS, CNY 6.81 10.60 7.68 8.66
P/BV, x 1.0 0.6 0.9 0.8
DPS (CNY) 031 053 039 043
Div. Yield (%) 45% 81% 5.8% 6.4%

Source: Company reports, Phillip Securities Est.
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Prospects of Japanese cars are optimistic, while self-developed brands will undergo
trials

With the improvement of China-Japan relations and the new product cycle, we are
optimistic about the future prospects of GAC Honda/GAC Toyota/GAC Mitsubishi,
and GAC Fait is still under adjustment. New cars under the self-developed brands to
be launched in H2 include the mid-term modification of GS4, the upgrading of GS5,
and the GM6 of medium-sized MPV. At present, GS3/GS4/GS5/GS8 constitute the
core lineup of the Company's self-developed brand SUV models. In order to make up
for the insufficiencies of the self-developed brands in the sedan models, the new
generation models of GA6/GA8/GA4 will also be launched according to the planning
in the coming years. Due to the increasingly fierce competition in the domestic SUV
market, we believe that GAC's self-developed brands will encounter market trials in
the short term.

Investment Thesis

GAC Group's 2018 interim results were in line with expectations, and sales in
July/August 2018 recovered well. It is expected that the Company will maintain
steady growth this year under the strong product cycle of the joint venture car
companies. We revised the Company's 2018 earnings forecast and introduce the
predicted value of 2019. We reaffirm the "Buy" rating with the target price to HKD 11,
equivalent to 7.6/6.9x P/E ratio in2018/2019.

GAC's Forward P/E&P/B trend
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GAC's net profit by quarters (RMB mil)
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Peer Comparison
Ticker Name P/E - 2018E P/B ROE
600104 CH SAIC 8.63 1.49 16.49%
000625 SZ Changan 8.58 0.7 15.66%
489 HK Dongfeng 4.07 0.52 13.73%
2238 HK GAC 5.32 0.91 19.43%
Source: Wind, Phillip Securities Hong Kong Research
Financials
FYE DEC FY13 FY14 FY15 FY16 FY17 FY18F FY19F
Valuation Ratios
P/E (X), adi. 14.8 12.3 9.9 7.1 3.9 5.4 4.9
P/B (X) 1.2 11 11 1.0 0.6 0.9 0.8
Dividend payout Yield (%) 38.8% 32.3% 30.6% 32.1% 32.2% 31.4% 31.3%
Dividend Yield (%) 2.6% 2.6% 3.1% 4.5% 8.1% 5.8% 6.4%
Per share data (RMB)
EPS, reported 0.41 0.49 0.65 0.98 1.68 1.25 1.39
EPS, adj. 0.41 0.49 0.65 0.97 1.65 1.24 1.37
DPS 0.16 0.16 0.20 0.31 0.53 0.39 0.43
BVPS 5.18 5.50 6.01 6.81 10.60 7.68 8.66
Growth & Margins (%)
Growth
Revenue 45.2% 18.9% 31.5% 68.0% 44.8% 12.9% 12.4%
EBIT 134.6% 20.0% 39.8% 58.2% 67.6% 13.0% 10.6%
Net Income, adj. 133.9% 20.1% 32.2% 49.3% 75.0% 16.4% 10.5%
Margins
Gross margin 10.6% 11.4% 11.7% 15.1% 18.0% 18.8% 18.9%
EBIT margin 14.9% 15.0% 16.0% 15.0% 17.4% 17.4% 17.1%
Net Profit Margin 14.1% 14.2% 14.3% 12.7% 15.4% 15.9% 15.6%
Key Ratios
ROE (%) 8.2% 9.3% 11.4% 15.2% 19.4% 17.3% 16.9%
ROA (%) 4.9% 5.3% 6.5% 8.4% 10.9% 10.5% 10.6%
Income Statement (RMB mn)
Revenue 18824 22376 29418.2 49417.7 71574.94 80785 90810
Gross profit 1994 2547 3444 7456 12858 15163 17127
EBIT 2798 3359 4696 7427 12445 14069 15563
Profit before tax 2629 3053 4386 7050 12194 14091 15545
Tax -101 -126 -400 -754 -1154 -1215 -1321
Profit for the period 2529 2926 3986 6295 11040 12876 14224
Minority interests -124 -259 -226.024 7.713 35.345 69 78
Total capital share 6435 6435 6435 6439 6551 10213 10213
Net profit 2653 3185 4212 6288 11005 12807 14146
Source: PSR

(Financial figures as at 5 September 2018)

Page | 3 | PHILLIPCAPITAL HONGKONG RESEAREH



p PhillipCapital

GAC UPDATE REPORT

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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