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Investment Summary 
Constant Enhancement of Profitability 
Zhongsheng Group's turnover in 2019 increased by 15% yoy to RMB127.03 billion. Due to its 
outstanding performance of after-sales and other businesses, and the further optimization 
of its model structure, its operating profit increased by 20% yoy. At the same time, effective 
inventory management and expense control have stabilized the expense ratio, and 
ultimately the profit attributable to the parent company reached RMB4.5 billion, increasing 
by 23.8% yoy. Basic EPS was RMB1.98, dividends were RMB0.4, and the dividend payout 
rate remained stable at 20%. 
 
The company's profitability increased slightly. The net profit margin increased by 0.26 ppts, 
and the net profit of a single store increased from RMB11.4-12.7 million to RMB12.5-14.2 
million. The total number of 4S dealerships has increased to 360, with 42 new ones, of which 
27 were self-built and 15 were acquired. The acquired stores are located in first- and 
second-tier cities such as Zhejiang, Beijing, Jiangsu and Guangdong. In terms of brand 
composition, the number of luxury brand dealers reached 208, increasing by 33, and mid- to 
high-end brands increasing from 9 to 132. 
 
Premium Car's Sales Volume Exceeds Mid- to High-end Cars 
The overall domestic auto market continued to decline in 2019, and the structured 
development trend was obvious, which was reflected in the following aspects: the first- and 
second-tier cities had the lowest sales volume decline. Automobile consumption presented 
a trend of regional differentiation, brand differentiation and model level differentiation. In 
high-tier cities, high-end consumption continued to be stable. Japanese high-end brands and 
German premium brands were selling well. It is expected that the pattern of differentiation 
will continue in the future. In 2019, the company's new car sales volume increased by 18.4% 
to 228,000 units yoy, accounting for 50.04%, up by 3.3 points, surpassing mid- and high-end 
for the first time, and its revenue share also increased by 1.3 points to 71% yoy. 
 
Proportion of After-sales Service Increased, Contributing Nearly 60% of the Profit 
In terms of revenue composition, the revenue from new car sales was approximately 
RMB106.2 billion, an increase of 13.9%. The revenue from after-sales and boutique business 
was approximately RMB17.84 billion, an increase of 22.9%. The proportion of revenue from 
new car sales business to total revenue decreased from 86.5% to 85.6% in 2018, while the 
proportion of after-sales and boutique business revenue increased from 13.5% to 14.4%. 
In terms of gross profit contribution, the proportion of gross profit from new car sales 
business decreased from 23.2% to 20.1%, while the proportion of gross profit from after-
sales and boutique business increased from 57.3% to 59.8%; net value-added service 
revenue was RMB2.89 billion, an increase by 20%, accounting for about 20%. The financial 
penetration rate increased by 3.4 ppts yoy. 
 

Accumulate (Maintain) 
CMP HKD: 39.8 
(Closing price as at 29 May) 

TARGET HKD: 45 (+13%) 
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KEY FINANCIALS 

CNY mn FY18 FY19 FY20E FY21E 

Net Sales 107736  124043  132563  150943  

Net Profit 3636  4502  5039  6104  

EPS, CNY 1.60 1.98 2.22 2.67 

P/E, x 21.9  18.0  16.1  13.4  

BVPS, CNY 8.03 9.58 11.36 13.44 

P/BV, x 4.4  3.7  3.1  2.7  

DPS (HKD) 0.32 0.40 0.44 0.53 
Div. Yield (%) 0.9% 1.1% 1.2% 1.5% 

Source: Company reports, Phillip Securities Est. 
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Cumulative repressed Demand for Car Purchase is Expected to be Gradually 
Released 
In 2019, the company tended to be cautious about investment expansion, slowing 
down the pace of land acquisition and mergers and acquisitions. Capital expenditures 
decreased significantly by about RMB2 billion, and the interest-bearing debt ratio 
decreased by 8 ppts. Objectively, it also reduced the financial pressure during the 
COVID-19 pandemic, providing a guarantee for overcoming difficulties and long-term 
sustainable development in the future. In response to the pandemic, manufacturers 
and the government have both launched relief measures, and the company's 
inventory pressure and cash flow pressure have been eased. At present, the 
inventory ratio of the company's Japanese brand models is maintained at a low level, 
and its excellent product portfolio is expected to take the lead in the expected trend 
of the gradual release of users' car replacement needs in domestic first- and second-
tier cities in the future. 
 
 
 
 

Investment Thesis 
We expect the company's EPS for 2020/2021 to reach 2.22/2.67 yuan and the target 
price of HK$45, corresponding to 2020/2021 18/15x P/E (considering its leading 
position). We gave a accumulate rating. (Closing price as at 29 May) 
 
 

Forward P/E,P/B 

Source: Bloomberg, Phillip Securities Hong Kong Research 
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Financials 
FYE DEC FY17 FY18 FY19 FY20E FY21E

Valuation Ratios

P/E (X), adj. 21.8 21.9 18.0 16.1 13.4

P/B (X) 4.6 4.4 3.7 3.1 2.7

Dividend Yield (%) 0.9% 0.9% 1.1% 1.2% 1.5%

Per share data (RMB)

EPS, (Basic) 1.52 1.60 1.98 2.22 2.67

EPS, (Diluted) 1.48 1.56 1.92 2.15 2.60

DPS 0.30 0.32 0.40 0.44 0.53

BVPS 7.21 8.03 9.58 11.36 13.44

Growth & Margins (%)

Growth

Revenue 20.5% 24.9% 15.1% 6.9% 13.9%

EBIT 51.2% 9.1% 19.9% 9.5% 19.8%

Net Income, adj. 80.2% 8.5% 23.8% 11.9% 21.1%

Margins

Gross margin 10.3% 9.2% 9.3% 9.7% 10.0%

EBIT margin 6.6% 6.0% 6.2% 6.4% 6.7%

Net Profit Margin 3.4% 3.4% 3.6% 3.8% 4.0%

ROE 23.5% 21.0% 22.5% 21.2% 21.6%

Income Statement (RMB mn)

Revenue 86290 107736 124043 132563 150943

Gross profit 8684 9923 11488 12832 15064

EBIT 5896 6434 7717 8446 10122

Profit before tax 4814 5200 6327 7099 8642

Tax -1338 -1505 -1807 -2030 -2489

Profit for the period 3476 3695 4520 5069 6153

Minority interests 125 59 18 30 49

Total capital share 2209 2272 2272 2272 2282

Net profit 3351 3636 4502 5039 6104

Source: PSR  
(Closing price as at 29 May) 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
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.   
©  2020 Phillip Securities (Hong Kong) Limited 

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 
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