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SAIC Motor (600104.CH)

2018H result review: Self-brands still saw robust growth

China | Automobile | Company Update

Investment Summary

SAIC's 2018H results still posted satisfactory growth at a high base and gained a steady rise
in the gross margin, with a further enhancement market share. in H2, both self-owned
brands and joint-venture brands will launch many new cars, thereby expecting to exceed the
annual target driven by self-owned and joint-venture brands. Given the impetus of
promising growth of self-owned brands, strong product cycle of joint-venture brands and
the leading layout in emerging fields, the Company’s overall result is expected to grow
steadily, and meanwhile, the Company’s high cash dividend rate is worth the wait. We
maintain Accumulate rating. (Closing price as at 12 Sep 2018)

2018H result review

Earn nearly 20% in over half a year in 2018, and exhibit a steady rise in gross margin

The 2018 semi-annual report of SAIC MOTOR showed that the revenue within the period
reached RMB464,852 million, up 17.3% yoy; the net profit attributable to the parent
company recorded RMB18,981 million, up 18.95% yoy; ROE registered 8.13%, up 0.54
percentage point; basic EPS was RMB1.625.If the non-recurrent profit and loss items are
deducted, such as RMB918 million equity premium reported by the subsidiary HUAYU
Automotive Systems arising from the consolidation of Skoito, the net profit attributable to
parent company after deducting non-recurring gains and losses was RMB17,262 million, up
10.12%, suggesting that the Company's medium-term results still posted satisfactory growth
at a high base.

In H1, the Company gained a steady rise in the gross margin, lifting by 0.29 percentage point
yoy to 13.13%. In the second quarter, the R&D expenses climbed significantly, but asset
impairment loss decreased. Thus, the net profit margin reached 5.85%, presenting a yoy
increase of 0.23 percentage point. Besides, the sales expense rate and the administration
expense rate stayed flat basically, and financial expense rate increased by 0.2 percentage
point yoy along with a substantial rise of 535.3% in financial expenses caused by the growth
of new loan interest paid.

Expansion of the leading edge, and further enhancement of the market share

In H1, the Company sold 3.52 million finished vehicles, with a yoy rise of 10.9% that
surpassed the growth of the industry by 5.3 percentage points. Besides, the Company's
market share bucked the trend of recession in vehicle market and witnessed a rise. The
domestic market share arrived at 24.2% with a yoy rise of 1.2 percentage points, indicating
the further expansion of the leading edge. Additionally, the Company registered the export
and overseas sales of 130,000 finished vehicles with a yoy rise of 104%, continuing to rank
first in finished vehicle export.

Specifically, sales volume of SAIC-Volkswagen/SAIC-GM/self-brand/SGM-Wuling increased
by 5.2%/10.4%/53.7%/3.8% yoy to 1,020,000/960,000/360,000/1,050,000 vehicles,
respectively. The Group's cumulative sales volume in H1 has already reached 49% of the
annual target, suggesting strong probability to outperform the whole-year target; in H2,
both self-owned brands and joint-venture brands will launch many new cars, thereby
expecting to exceed the annual target driven by self-owned and joint-venture brands.
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KEY FINANCIALS

CNY mn FY16 FY17 FY18E FY19E
Net Sales 756416 870639 949747 996043
Net Profit 31941 34410 37489 41165
EPS, CNY 290 296 321 3.52
P/E, x 97 95 88 80
BVPS, CNY 17.41 19.37 21.27 23.10
P/BV, x 16 15 13 12
DPS (CNY) 165 1.83 197 218
Div. Yield (%) 5.8% 6.5% 7.0% 7.7%

Source: Company reports, Phillip Securities Est.
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Brilliant performance of self-owned brands

In H1, the passenger vehicles of self-owned brands presented brilliant performance,
with sales growth rate (+53.7%) leading the domestic mainstream passenger car
enterprises, of which the internet vehicle types accounted for more than 40% of sales
volume, and monthly sales of new energy passenger cars have surpassed 10,000
since May. The sales volume of new energy cars in the market outside Shanghai
accounted for 60%, indicating more balanced market distribution. Financially, the
self-owned brands achieved full-calibre (including R&D expenses) profit for the first
time in the second quarter.

Increase in both prices and volume of joint-venture brands

Among joint-venture vehicle enterprises, both SAIC-Volkswagen and SAIC-GM
recorded steady growth propelled by the strong product cycle, of which the effect of
increase in both prices and volume arising from the upward shift of product mix of
SVWSC was more notable. In H1, the revenue of SAIC-Volkswagen increased by 14.9%
to RMB139.5 billion, and the net profit jumped by 17.5% to RMB15.47 billion.
Benefiting from the increase in the proportion of high-end SUV vehicle sales, the
prices and profits of single vehicles rose significantly. Besides, the revenue of SAIC-
GM went up 8.5% to RMB111.9 billion, and the net profit grew by 9.5% yoy to
RMB10.25 billion. Besides, the single vehicle price of SGM-Wuling lifted to some
extent, and its revenue reached RMB51.5 billion with a rise of 4.7%, but the
contribution to profit stayed flat at RMB2.06 billion.

What is worth mentioning is the field of new energy vehicles. In H1, the Company's
self-owned and joint-venture new energy products were promoted, and 57,000 new
energy passenger vehicles and new energy commercial vehicles were sold, up 275%
yoy. The market share shot up strongly, and the medium- and high-end brand image
was further consolidated and strengthened.

Accelerated implementation of the "new four modernization" strategy

The Company is fully pushing forward a new round of core technology innovation in
new energy battery, motor, and electric control, and the business layout in core
component systems, such as IGBT, ADAS, three electricity system, high precision
electronic map for vehicle, V2X vehicular communication and intelligent driving
decision control, has been activated. The MARVEL X vehicle type that will be
launched in H2 will be equipped with autonomous parking and zebra smart 3.0
system by the end of the year. And in the field of shared travel, SAIC's new energy
time-sharing leasing service has entered 62 cities across the country, with a
membership of 2.75 million and more than 1,700 car-sharing stores.

Investment Thesis

Given the impetus of promising growth of self-owned brands, strong product cycle of
joint-venture brands and the leading layout in emerging fields, the Company’s overall
result is expected to grow steadily, and meanwhile, the Company’s high cash
dividend rate is worth the wait. We adjust the profit forecast, giving the target price
of RMB32.24, equivalent to 10/9.2x estimated P/E ratios in 2018/2019. The
"Accumulate" rating is given.

Peer Comparison

Ticker Name P/E - 2017E 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: Bloomberg, Wind, Phillip Securities Hong Kong Research
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Forward P/E, P/B trend

2009 2010 2011 2012

Source: Bloomberg, Phillip Securities Hong Kong Research

Financials

FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F
Valuation Ratios

P/E (X), ad. 11.1 10.4 9.7 95 8.8 8.0
P/B (X) 2.0 18 16 15 13 12
Dividend Yield (%) 4.6% 4.8% 5.8% 6.5% 7.0% 7.7%
Per share data (RMB)

EPS, (Basic) 254 2.70 2.90 2.96 3.21 3.52
EPS, (Diluted) 254 2.70 2.90 2.96 3.21 3.52
DPS 1.30 1.36 1.65 1.83 1.97 2.18
BVPS 14.30 15.88 17.41 19.37 21.27 23.10
Growth & Margins (%)

Growth

Revenue 12.0% 6.4% 12.8% 15.1% 9.1% 4.9%
EBIT 0.9% 7.2% 9.9% 8.6% 8.7% 9.4%
Net Income, adj. 12.8% 6.5% 7.2% 7.7% 8.9% 9.8%
Margins

Gross margin 12.8% 12.6% 14.0% 14.7% 14.9% 15.1%
EBIT margin 6.7% 6.8% 6.6% 6.2% 6.2% 6.5%
Net Profit Margin 4.4% 4.4% 4.2% 4.0% 3.9% 4.1%
Key Ratios

ROE 18.9% 17.9% 17.4% 16.1% 15.8% 15.9%
Income Statement (RMB mn)

Revenue 630001 670448 756416 870639 949747 996043
Gross profit 80765 84615 106198 128257 141132 150502
EBIT 42524 45578 50092 54404 59158 64718
Profit before tax 42689 45810 50425 54261 59002 64551
Tax 4438 5736 6531 7145 7788 8392
Profit for the period 38251 40074 43894 47116 51214 56159
Minority interests 10277 10280 11953 12706 13725 14995
Total capital share 11026 11026 11026 11683 11683 11683
Net profit 27973 29794 31941 34410 37489 41165
Source: PSR

(Financial figures as at 12 September 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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