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Investment Summary

Decreased Sales Volume of New Energy Vehicles in July/August Due to Many Factors

The advance consumption caused by the subsidy decline overdraws the demand for China
NEVs in H2. The macro-economy is weak. The China-US trade dispute has suppressed the
potential purchase demand of some consumers. The wait-and-see atmosphere is strong. The
rapidly developing NEV market in recent years has also begun to be affected. BYD, as the
industry leader, is also facing an impact. On the other hand, the subsidy policy changes in
the last year led to “low before and high after” of its NEVs sales. We expect that the yoy
growth rate from H2 will hardly improve under the trend of “high before and low after” this
year. BYD's sales of NEVs decreased by 11.8% in July and 23.4% in August to 16,567 and
16,719, respectively.

Facing Fierce Competition, but Negative Marginal Effect of Subsidy Decline is Diminishing
We believe that the negative effects on vehicle enterprises will be further reduced by 2020,
as the state subsidy for NEVs has been reduced to between RMB10,000 and RMB25,000 at
present. Enterprises with scale advantages win the battery cost, output efficiency and
component cost, and have stronger anti-risk capability.

Short-term Profit under Pressure, and Long-term Growth Potential

In 19H1, the Company recorded a net profit of RMB1,455 million, up 203.61% yoy, mainly
due to the large increase in sales of NEVs. In H1, the Company sold 228,000 vehicles, up
1.6% yoy, including 141,000 new energy passenger vehicles, up 98% yoy, and its market
share in NEVs rose from approximately 20% in 2018 to 24% in the period. The Company
simultaneously announced that the performance range for 2019 Q3 was between RMB100
million and RMB300 million, down 71% to 90% yoy, mainly due to the subsidy decline and
the decline in the automobile market, which affected the demand for NEVs.

Facing the increasing number of competitors, BYD started to accelerate the introduction of
new models and continue to open up its supply chain system to enhance its competitiveness
with ten years of deep cultivation in the local market. In H1, the Company introduced a new
generation of Tang EV, Song MAX plug-in, Yuan EV, and e-series products "el" and SUV
models "S2", which mainly focus on the middle and low-end market. In H2, the Company will
successively introduce models such as €2, e3 and new Qin EV to further improve the product
layout.

In July 2019, BYD has reached a cooperation with Toyota to jointly develop electric vehicles
for the Chinese market. As domestic and international leaders in electric vehicles, both sides
have their own unique technological advantages and rich R&D experience in the fields of
automobiles and energy batteries, motors, and electric controls. This cooperation will have a
far-reaching impact on the Company's long-term development and the competitive pattern
of the industry.

Investment Thesis

Although the results of BYD in 2019Q3 are below expectation, the technological
improvement, transformation and implementation of BYD in recent years have activated its
overall competitiveness again. We are optimistic about the more stable and sustainable
growth of the Company in the future. As the latest estimates, we revise the target price to
HKD44, which corresponded to 2.0/1.9x P/B 36.8/35.5 x P/E ratio for 2019/2020. We give
the rating of “Accumulate”. (Closing price as at 10 October)
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Accumulate (Maintain)
CMP HKD 38.1
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TARGET HKD 44 (+15%)
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KEY FINANCIALS

CNY mn FY17 FY18 FY19E FY20E
Net Sales 102651 121791 146583 161914
Net Profit 4066 2780 3181 3298
EPS, CNY 140 093 1.08 1.12
P/E, x 226 364 319 307
BVPS, CNY 20.16 1881 20.15 21.29
P/BV, x 1.6 1.8 1.7 1.6
DPS (CNY) 014 020 023 025
Div. Yield (%) 0.4% 06% 0.7% 0.7%

Source: Company reports, Phillip Securities Est.
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BYD

2019H result

Revenue Increased by Approximately 15%, and Contribution of NEVs Increased to
42%

BYD recorded a revenue of RMB59,215 million in 2019 H1, up 14.06% yoy. Among the
revenue components, the business of automobiles and related products was
RMB32,238 million, up 16.06% yoy; mobile phone components and assembly
business amounted to RMB23,002 million, up 15.15% yoy; revenue from
rechargeable batteries and photovoltaic business was approximately RMB3,975
million, down 4.46% yoy. The three major businesses accounted for 54.45%, 38.84%
and 6.71% of the total revenue, respectively. Specially, the NEV business recorded a
revenue of approximately RMB25,111 million, up 38.84% yoy, accounting for 42.41%
of the revenue.

Doubled Profits with Increased Volatility in Performance

In H1, the Company recorded a net profit of RMB1,455 million, up 203.61% yoy,
mainly due to the large increase in sales of NEVs. In H1, the Company sold 228,000
vehicles, up 1.6% yoy, including 141,000 new energy passenger vehicles, up 98% yoy,
and its market share in NEVs rose from approximately 20% in 2018 to 24% in the
period. The Company simultaneously announced that the performance range for
2019 Q3 was between RMB100 million and RMB300 million, down 71% to 90% yoy,
mainly due to the subsidy decline and the decline in the automobile market, which
affected the demand for NEVs.

Overall Improved Gross Margin and Decreased Period Expense

In H1, the Company's comprehensive gross margin was 17.14%, increased by 1.21
ppts yoy. The increase in gross margin in the automobile sector was partially offset by
the decrease in gross margin in the mobile phone sector. Benefiting from the large
increase in sales volume driven by NEVs and the obvious scale effect, as well as the
low base caused by policy changes in the same period last year, the gross margin of
the automobile business was 23.2%, increased by 4.5 ppts yoy; mobile phone
business was affected by fierce competition and declining demand from some
customers, with gross margin decreased by 3.9 ppts to 8.6%; rechargeable batteries
and photovoltaic business still have losses.

The Company's cost control was good, with a period cost rate of 13.38%, decreased
by 1 ppts yoy. The sales expense rate, administration expense rate and financial
expense rate were 3.7%, 3.33% and 2.34%, respectively, down 1.15%, up 0.08% and
down 0.17 ppts yoy, respectively.

Cash flow from operating activities recorded a net outflow of RMB2,064 million,
mainly due to increased accounts receivable and increased purchases of goods. In H2,
cash flow is expected to improve as state subsidies are in place. The Company
expanded against the trend, with R&D investment and capital expenditure increasing
continuously. During the reporting period, the R&D investment was approximately
RMB4 billion, with a capital expenditure of RMB10.9 billion, mainly for the expansion
of battery capacity and the development of automobile projects.

Risk

Sales of NEVs 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

Annotate
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Source: Bloomberg, Phillip Securities Hong Kong Research
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Financials
FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F
Valuation Ratios
P/E (X), adj. 28.2 18.1 22.6 36.4 31.9 30.7
P/B (X) 24 17 16 1.8 17 16
Dividend Yield (%) 0.0% 1.6% 0.4% 0.6% 0.7% 0.7%
Dividend payout ratio (%) 0.0% 29.1% 10.1% 21.9% 21.4% 22.4%
Per share data (RMB)
EPS, reported 112 1.88 1.40 0.93 1.08 112
EPS, ad;. 112 1.88 1.40 0.93 1.08 112
DPS 0.00 0.55 0.14 0.20 0.23 0.25
BVPS 13.04 19.86 20.16 18.81 20.15 21.29
Growth & Margins (%)
Growth
Revenue 40.2% 29.1% 2.4% 18.6% 20.4% 10.5%
EBIT 133.9% 57.6% -4.8% -1.2% -0.5% 6.7%
Net Income, adj. 550.9% 79.0% -19.5% -31.6% 14.4% 3.7%
Margins
Gross margin 15.3% 19.0% 17.5% 14.8% 14.5% 14.7%
EBIT margin 6.8% 8.4% 7.8% 6.5% 5.3% 5.2%
Net Profit Margin 3.6% 5.0% 4.0% 2.3% 2.2% 2.0%
Key Ratios
ROE (%) 10.4% 12.7% 7.8% 14.8% 14.5% 14.7%
ROA (%) 2.7% 3.9% 2.5% 1.5% 1.6% 1.5%
Income Statement (RMB mn)
Revenue 77,612 100,208 102,651 121,791 146,583 161,914
Cost of sales (65,753) (81,189) (84,716) (103,724) (125,314) (138,194)
Gross profit 11,859 19,018 17,935 18,067 21,269 23,720
Other income and gains 2,572 1,637 2,429 4,443 4,300 4,217
Operating expenditure (8,877) (11,688) (12,176) (14,419) (17,355) (19,138)
Financial costs (1,517) (1,800) (2,343) (3,481) (3,750) (4,036)
Profit before tax 3,794 6,568 5,621 4,386 4,074 4,313
Tax (657) (1,088) (704) (829) (497) (526)
Profit for the period 3,137 5,480 4,917 3,556 3,577 3,787
Minority interests (315) (428) (850) (776) (396) (489)
Net profit 2,822 5,052 4,066 2,780 3,181 3,298
FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F
Balance Sheet (RMB mn)
Total Assets 115,486 145,071 178,099 194571 211,107 222,907
Cash & cash equivalent 6,011 7,111 8,936 11,151 10,629 10,629
Total Liabilities 79,457 89,661 118,142 133,877 146,087 154,387
Non-controlling interest 3,735 4,153 4,953 5,496 5,643 6,043
Total Equity 36,029 55,409 59,957 60,694 65,020 68,520
Shareholder Equity 32,294 51,256 55,004 55,198 59,377 62,477
Source: PSR

(Closing price as at 10 October)
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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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