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The trend of product mix upgrading continued with the
newly-launched models grow steadily

Hong Kong | Automobile | Update Report

Investment Summary

Wholesale Sales Volume Stopped Falling in October yoy

In October, the wholesale sales volume of Geely reached 130,000 units, up 1% yoy. The
overseas sales volume of the sub-market was 2,986 units, up 123% yoy; the domestic sales
volume was 127,000, down 0.4% yoy, a sharp decrease compared with 9% last month. From
January to October this year, the total sales volume of Geely was 1,088,290, down 14% from
1,265,844 units in the same period last year, reaching 80% of the annual sales target of 1.36
million units. In view of this year's peak season ahead of schedule and the usual year-end
sales promotion of the car companies, we believe that the company is quite sure to achieve
the annual goal.

Compared with the previous month, sales volume of Geely in October continued the
recovery trend since June, up 14% mom. Among them, overseas sales rose 11% mom, while
domestic sales rose 14% mom.

The trend of product mix upgrading continued with the newly-launched models grow
steadily

Influenced by the slowdown of market growth and other factors, many models of Geely
have seen a year-on-year decline in sales, but still rank good in peers. The Company sold
more than 10,000 units per month for five models, and the upgrading trend of the product
line continues. Compared with the same period last year, sales growth mainly comes from
new models BinYue/LYNKO3/ lihe/liali/XingYue (+23,636 units yoy), and old models
BoYue/Vision X3 (+1,725 units). BoYue, which has widened its price range with its new
model Bo Yue pro, has saw more than 20,000 units again for two consecutive months.

The sales decrease mainly comes from DihaoGL/ Vision sedan/LYNK0102/ Vision SUV/
BoRui/ Dihao (-26,213 units): the sharp decline in sales volume of DihaoGL is mainly caused
by the sales diversion of BinRui, which has the similar positioning to DihaoGL, and the total
share is not reduced. The larger decline in Vision sedan is due to the older models and the
price reduction of competitors.

Benefited from the sinking of channels, the short-term old models improved significantly
on a month on month basis

Compared with last month, the new models BinRui and BinYue grew faster (+ 3,328 units
mom). It is worth noting that the old models including Vision SUV/Vision X3/Dihao/ DihaoGS
have contributed to the main mom increase (+10,777 units). We believe that the main
reasons are as follows: 1) the sinking of channels and the recovery of demand in tier 3, 4 and
5 cities. 2) benefited from the launch of Dihao GSe, although it is diversified by BinYue,
DihaoGS still leads the sales trend of crossover SUV for domestic selfbrands; 3) the
bottleneck problem of the production capacity of the Lugiao Factory for Vision X3 has been
solved.

Unlike the past, the Company is cautious in stock, and the inventory of dealers is maintained
at a healthy level of about 1.5 to 2 months.
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KEY FINANCIALS

CNY bn FY17 FY18 FY19E FY20E
Net Sales 92,761106,595 98,389106,267
Net Profit 10,634 12,553 8,925 10,366
EPS, CNY 1.19 1.40 099 114
P/E, x 10.5 94 135 117
BVPS, CNY 38 501 567 6.67
P/BV, x 3.2 2.6 24 2.0
DPS (CNY) 024 031 021 0.25
Div. Yield (%) 19% 23% 16% 19%

Source: Company reports, Phillip Securities Est.
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Integration of engine business and platform strategy will help to further reduce
costs and increase efficiency

The Company plans to merge its engine business with Volvo as an independent
business sector, focusing on fuel and hybrid power, while providing engines and
hybrid power systems for Volvo, Geely, Proton, Lotus, London electric vehicles and
LYNK & Co to enhance the technical competitiveness of the Company's products.
Volvo Auto China will focus on the R&D of electric products, with a clearer division of
research and development, and the scale effect will be further improved.

Between the end of the year and the first half of next year, Geely is expected to
release 5-6 new models, including the new SUV "ICON" from the BMA platform, the
LYNK & CO 04/05 from the CMA platform, the Preface sedan, the second geometric
series model from the PMA platform, and the business MPV model VF12.lt is
expected that with the launch of more new modular platform products, the R & D
and production costs will be greatly reduced.

Investment Thesis

We think the current domestic car market has obvious signs of slow recovery, but the
fierce price competition in the car market will still be the main pressure affecting the
profitability of car companies in the future. As the leader of the self-owned brands,
Geely Auto has strong advantages in cost control, model development and other
aspects. We adjusted the Company's valuation multiple to reflect the improvement in
sentiment after the car market trough. We revised our target price to HKS16,
equivalent to 14.4/12.5 P/E ratio in 2019/2020, and we give the rating of Cautiously
Accumulate. (Closing price as at 21 November)
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Financials

FYE DEC FY15 FY16 FY17 FY18 FY19F FY20F
Valuation Ratios

P/E (X), adj. 48.9 23.0 105 94 135 11.7
P/B (X) 57 4.8 3.2 2.6 2.4 2.0
Dividend Yield (%) 0.3% 0.8% 1.9% 2.3% 1.6% 1.9%
Dividend payout ratio (%) 12.5% 18.8% 20.8% 22.5% 21.7% 22.3%
Per share data (RMB)

EPS, (Basic) 0.257 0.580 1.191 1.398 0.990 1.144
EPS, (Diluted) 0.257 0.573 1.161 1.368 0.968 1.119
DPS 0.032 0.108 0.241 0.309 0.210 0.250
BVPS 222 2.77 3.86 5.01 5.67 6.67

Growth & Margins (%)

Growth

Revenue 38.6% 78.3% 72.7% 14.9% -1.7% 8.0%
EBIT 46.5% 116.4% 105.5% 16.2% -29.3% 17.1%
Net Income, adj. 58.0%  126.2% 108.0% 18.1% -28.9% 16.1%
Margins

Gross margin 18.2% 18.3% 19.4% 20.2% 18.1% 18.8%
EBIT margin 9.6% 11.6% 13.8% 14.0% 10.7% 11.6%
Net Profit Margin 7.5% 9.5% 11.5% 11.8% 9.1% 9.8%

Key ratios (%)
ROE 12.3% 23.3% 36.1% 31.6% 18.6% 18.6%
ROA 5.3% 7.6% 12.5% 13.7% 8.3% 8.2%

Income Statement (RMB mn)

Revenue 30,138 53,722 92,761 106,595 98,389 106,267
Gross profit 5,471 9,842 17,981 21,513 17,818 19,978
EBIT 2,881 6,234 12,809 14,880 10,519 12,314
Profit before tax 2,875 6,204 12,774 14,959 10,620 12,371
Tax (586) (1,034) (2,039) (2,285) (1,614) (1,905)
Profit for the period 2,289 5,170 10,735 12,674 9,006 10,465
Minority interests (28) (58) (102) (121) (81) (99)
Total capital share 8,801 8820 8932 8976.5 9015 9065
Net profit 2,261 5,112 10,634 12,553 8,925 10,366
Source: PSR

(Closing price as at 21 November)
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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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