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Geely (175.HK)

Short-term slowdown and long-term growth potential

Hong Kong | Automobile | Update Report

Investment Summary

H1 Sales Volume Decreased by 15%, and the MGMT Cut Sales Target by 10%

Because of the depression in the car market caused by the downturn in the economic boom,
the sales volume potential of new models not fully exploited, the great challenge for its old
models posed by the falling prices of the joint venture brand competing products and the
increasing base, Geely Auto’s strong double-digit yoy growth rate for 10 consecutive
quarters has been interrupted since the fourth quarter of last year, and the overall decline is
gradually expanding. In the fourth quarter of 2018/the first quarter of 2019/the second
quarter of 2019, the sales volume of the Company dropped 13%/5%/25% yoy, respectively.
In H1 of 2019, the cumulative total sales volume of the Company is about 651,700 units, a
decrease of about 15% yoy, reaching 43% of the original target of 1.51 million units. The
Company lowered its sales volume target for the whole year by about 10%, from 1.51 million
to 1.36 million, meaning that the total sales volume in H2 accounts for 42% of the new
target, with a sharp yoy decrease to 3.5% and an average monthly sales volume of 118,000
units.

The Upward Trend of Vehicle Structure Remains

In terms of vehicle models, the major incremental sales volume contribution comes from the
launch of the new models in 2018, including Bin Yue/Bin Rui/Bo Rui GE (+130,000 units), and
new models in 2019, including Xing Yue/Geometry A/lia Ji (+22,000 units). The sales volume
reduction mainly comes from the older vehicle models, including Vision/Vision SUV/Vision
S1/Vision X3/Vision X1 (-132,000 units), Bo Yue (-30,000 units), and the low-end vehicle
models Emgrand/King Kong (-32,000 units). As the base is still low, the total sales volume of
LYNK&CO series has increased by about 20% or 9,000 units, basically maintaining a steady
pace. The implementation of the national VI emission standard ahead of schedule has
accelerated the new and old models alternation process of the Company, with share of new
models increasing and the model structure moving up further.

Profit Warning of 40% less Profit in H1 Was Issued, and the Profit Was Affected by the
Decrease in Scale and Sales Promotion to Clear Inventory

At the same time, the Company issued a H1 performance warning. It is estimated that the
net profit will decrease by 40% from RMB6.67 billion in the same period last year to about
RMB4 billion, a decrease far greater than the decrease in sales volume. Sales volume of old
models have fallen sharply and sales volume potential of new models are to be developed,
resulting in insufficient capacity utilization rate. Depreciation cost increases due to release
of new models/engine capacity. Pressure on promotion and price reduction of national V
vehicles to clear inventory increases. We believe that for the above-mentioned reasons, the
sales volume decreased sharply. We estimate that gross profit margin may decline by more
than three ppts in H1.
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Pressure Eases in H2

However, thanks to the vigorous inventory removal, the channel inventory of the
Company decreased significantly. In June, the channel inventory decreased by 31,000
units, thus reducing the brand pressure. The inventory of national V vehicles has
been nearly cleared up. The Company achieved full coverage of national VI vehicles in
May. The price of national VI vehicles is RMB3000-20,000 higher than that of national
V vehicles. At present, the terminal price discount has been reduced somewhat
compared with before, and the gross profit margin is expected to recover. However,
considering the promotion in June satisfied partial demand and the off-season of the
industry in the third quarter, it remains to be seen whether the recovery in the
economic boom will continue.

It is worth mentioning that 2019 will be the year when Geely's new energy strategy is
fully launched. New energy and electrified versions of various models will be
launched one after another, including LYNK&CO 02/03 PHEV, Binyue PHEV, lJia Ji
PHEV, and FY11PHEV. New energy and electrified vehicles accounted for 67,919 of
the total sales in 2018, up 173% Y-0-Y, accounting for 4.5% of the total sales. With the
accelerated introduction of PMA platform vehicles, the proportion of new energy
vehicles will gradually increase in the future.

Investment Thesis

In view of the latest sales volume and profit warning, we lower our EPS estimate. We
expect that with the economic slowdown in the short to medium term, the domestic
car market will enter an era of adjustment. Although we are optimistic about the
long-term development potential of the Company, we believe that the current
company has a reasonable valuation and lacks substantial benefits in the short term.
We revised our target price to HK$12.66, equivalent to 9.9/8.9 P/E ratio in 2019/2020,
and we give the rating of Hold. (Closing price as at 31 July 2019)
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Financials

FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), ad. 39.6 18.6 8.5 7.6 95 8.5
P/B (X) 4.6 3.9 2.6 2.1 18 15
Dividend VYield (%) 0.3% 1.0% 2.4% 2.9% 2.2% 2.5%
Dividend payout ratio (%) 12.5% 18.8% 20.8% 22.5% 21.5% 21.6%
Per share data (RMB)

EPS, (Basic) 0.257 0.580 1.191 1.398 1.095 1.229
EPS, (Diluted) 0.257 0.573 1.161 1.368 1.071 1.203
DPS 0.032 0.108 0.241 0.309 0.230 0.260
BVPS 2.22 2.77 3.86 5.01 5.79 6.78

Growth & Margins (%)

Growth

Revenue 38.6% 78.3% 72.7% 14.9% -7.8% 8.0%
EBIT 46.5% 116.4% 105.5% 16.2% -20.9% 13.2%
Net Income, ad;. 58.0% 126.2% 108.0% 18.1% -21.4% 12.9%
Margins

Gross margin 18.2% 18.3% 19.4% 20.2% 18.3% 18.7%
EBIT margin 9.6% 11.6% 13.8% 14.0% 12.0% 12.6%
Net Profit Margin 7.5% 9.5% 11.5% 11.8% 10.0% 10.5%
Key ratios (%)

ROE 12.3% 23.3% 36.1% 31.6% 20.3% 19.6%
ROA 5.3% 7.6% 12.5% 13.7% 9.1% 8.8%

Income Statement (RMB mn)

Revenue 30,138 53,722 92,761 106,595 98,309 106,180
Gross profit 5,471 9,842 17,981 21,513 18,010 19,898
EBIT 2,881 6,234 12,809 14,880 11,777 13,332
Profit before tax 2,875 6,204 12,774 14,959 11,767 13,302
Tax (586) (1,034) (2,039) (2,285) (1,800) (2,048)
Profit for the period 2,289 5170 10,735 12,674 9,967 11,253
Minority interests (28) (58) (102) (121) (97) (209)
Total capital share 8,801 8820 8932 8976.5 9015 9065
Net profit 2,261 5112 10,634 12,553 9,870 11,144
Source: PSR

(Financial figures as at 31 July 2019)
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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.
© 2019 Phillip Securities (Hong Kong) Limited
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