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Baolong (603197 CH)

The TPMS Leader Accelerates into Intelligent Drive Solutions
China | Automobile Parts | Company Initiation

Company profile:

Founded in 1997, Shanghai Baolong Automotive Corporation started with tire valves. Later,
following the automobile development trend, the Company continuously expanded the
product line, and successively engaged in wheel weights, exhaust pipes, lightweight
structural parts, TPMS (tire pressure monitoring system), as well as the intelligent
automotive field of sensors, ADAS (that is, advanced driver assistance systems, mainly based
on vision products and millimeter-wave radars), and air suspension.

The Company has manufacturing sites or R&D and sales centers in Shanghai, Ningguo and
Hefei in Anhui Province, Wuhan in Hubei Province, the United States, Germany, Poland and

Hungary. Its major customers include major global OEMs (such as Volkswagen, Audi, Porsche,

BMW, Mercedes-Benz, Geely, Great Wall, Chery, BYD, NIO, Xpeng, and Ideal), tier 1 suppliers
(such as Faurecia, Tenneco, BorgWarner, Marelli, Yanfeng, Magna, Continental, Knorr-
Bremse, and ZF) and independent aftermarket distributors (such as Discount Tire,
TireKingdom, ASCOT, and Wiirth). With excellent and diversified customer resources, the
Company has strong anti-risk ability. The Company raised RMB620 million through an IPO on
the Shanghai Stock Exchange in 2017 and raised RMB920 million through a private
placement in May 2021 to invest in the R&D of new projects and products.

After more than 20 years of development, the Company is at the forefront of the segment in
terms of the market share of traditional business, namely, tire valves, wheel weights,
exhaust pipes, and TPMS. With strong competitiveness, the traditional business is currently
the main source of revenue and profit. Specifically, the Company has reached top third in
the world in terms of the TPMS scale and ranked third in the world in terms of the market
share of tire valves, with an annual shipment of more than 30,000 thousand units. The
Company's emerging business covers intelligent drive solutions-related parts and hydraulic
lightweight structural parts, such as sensors, air suspension, and ADAS. The emerging
business is currently the core direction of the Company's vigorous development, and will be
an important growth point for future revenue and profit..
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COMPANY DATA

0/S SHARES (MN) : 208
MARKET CAP (CNY MN) : 10591
52 - WK HI/LO (CNY): 74.45/ 26.36
SHARE HOLDING PATTERN, %

Mr Chen 18.23
Mr Zhang 9.39
PRICE VS. SHCOMP

Source: Aastock, Phillip Securities (HK) Research
KEY FINANCIALS

CNY mn FY21 FY22E FY23E FY24E
Net Sales 3898 4683 5796 7553
Net Profit 268 263 390 507
EPS, CNY 129 126 1.88 244
P/E, x 39.5 403 27.1 209
BVPS, CNY 10.58 11.82 13.74 16.21
P/BV, x 4.8 4.3 3.7 3.1
DPS (CNY) 0.20 0.20 040 0.50
Div. Yield (%) 04% 04% 08% 1.0%

Source: Company reports, Phillip Securities Est.
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With Sound Profitability, the Traditional Business Maintains Steady Growth

The Company's main product technology is leading the industry, passing the Ford Q1,
and the certifications of CNAS and General Motors GP-10 system. The perennial high
R&D investment (6-7%) has supported the Company's several strategic upgrades,
facilitated the continuous expansion of the product line, and brought the sound
profitability. The gross margin and net profit margin remained stable at
approximately 30% and 10%, respectively, above the industry average. In 2021, the
Company's R&D investment accounted for 7.20% of the operating revenue. As at
December 31, 2021, the Company and its subsidiaries had a total of 396 domestic
and foreign patents.

At the beginning of its establishment, the Company mainly engaged in the export of
parts, with a high proportion of overseas business. After 2000, it gradually laid out
the domestic market, and the proportion of the domestic market increased from 19%
in 2012 to 35% in 2021.

Revenue breakdown by market (Mil)
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From 2008 to 2021, the Company's revenue rose from RMB608 million to RMB3,898
million. The net profit attributable to the parent company climbed from RMB32
million to RMB268 million. The CAGR was 15.36% and 17.76%, respectively,
maintaining stable and rapid growth. In recent years, the rapid growth of TPMS scale
is the main reason for the increase in revenue. Since 2010, the United States, the
European Union and China have successively announced the regulations on
mandatory TPMS installation, which has led to a significant increase in TPMS
penetration. As an industry leader, the Company has fully enjoyed the market
dividend. The Company's TPMS segment generated a CAGR of 33% in revenue from
2012 to 2021 and currently contributes 1/3 to the gross profit. The Company's share
ranked third in the world and first in China after the Company and Huf established a
joint venture BH SENS in 2018. In the future, with the integration and exploitation of
customer resources and the exertion of scale effects, there is room for further
improvement in profitability.

Revenue and Gross profit of TMPS (Mil)
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In 2021, the Company reported a gross revenue of RMB3,898 million, a year-on-year
increase of 17.01%. Specifically, the revenue from traditional business, namely, tire
valves, automotive metal tubing and TPMS, accounted for 18%, 30% and 34%,
respectively, the revenue from emerging business accounted for approximately 9%,
and that of other business accounted for approximately 9%. During the reporting
period, the net profit attributable to shareholders was RMB270 million, a substantial
increase of 46.5% year-on-year..

Sensors + Air Suspension Relay the Future High Growth in Results

The Company's emerging business covers sensors, ADAS, air suspension and hydraulic
structural parts, all of which are the main directions for future automotive
development.

1) Sensors are the terminal of the automobile control system, responsible for sensing
and transmitting the operation status of automobiles. They are experiencing a phase
of rapid growth from the period of product introduction with the rapid development
of the current intelligent drive automobiles. With the core technology accumulated in
the TPMS, the Company will extend the development of SoC and other sensor
categories with independent intellectual property rights. Meanwhile, the Company's
external acquisition of equities in PEX of Germany and Longgan Technology helps it
quickly obtain more mainstream customer resources and expand its product line. In
the future, the Company is expected to have a share in the automotive sensor market
monopolized by foreign capital.

2) Air suspension can improve the controllability, comfort and safety of automobiles,
with the advantages of stable vibration isolation, adjustability, good adaptability and
sound insulation, and light weight. In the past, it was mainly configured on a small
number of luxury models, and the matching price of single vehicle exceeded RMB15
thousand. With the high-end development of new energy vehicles, the demand
market for air suspension sinks to mid-end models. The value of single vehicle can
drop below RMB8,000. The increase in industry penetration rate is expected to
accelerate, which also provides an opportunity for domestic substitution. The
Company's air suspension began in 2012. Starting from commercial cars, its
customers include ZF, Adient, Goldrare, and Shanghai Komman Vehicle Component
Systems Co., Ltd. The Company began to enter the passenger car market in 2017. It
currently has obtained the fixed-point projects of five leading new energy vehicle
enterprises, and has successively won orders. According to the Company's
announcement, the total order amount has accumulated RMB782 million since
October 2021. The Company's current production capacity of air suspension is
approximately 100 thousand units. It plans to increase the production capacity by
400 thousand units in the future. With the accelerated implementation of orders and
production capacity, the revenue of air suspension is expected to reach RMB2 billion
in 2024, accounting for half of the gross revenue in 2021.

3) Intelligent drive solutions has entered the phase of increasing ADAS penetration,
especially closing to LO-L2+ of automated driving. It is one of the fastest growing
automotive application fields that the Company has accelerated mass production in
recent years. ADAS features that used to be available only on some high-end models,
such as adaptive cruise, automatic braking, and lane departure warning, have been
delegated to more and more low-grade models, which will bring a huge incremental
market to the 360 surround view system, the dual front view system, the DMS (driver
monitoring system), and other ADAS products that the Company has mass-
manufactured. At present, the customers for whom the Company has mass-produced
mainly include Geely, FAW, and Dongfeng. The Company has signed in-depth
cooperation agreements with several software and hardware enterprises (Nanfang
Black Sesame Group Co. Ltd., Leadmove, Chuhang Tech, and Metoak) to bring more
breakthroughs in products.

4) Lightweight is one of the important directions of automobile development.
Compared with traditional stamping and welding products, the weight of
hydroformed structural parts is reduced by 20%-30%, which can effectively reduce
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the weight of the body and achieve automobile light weight. The Company has
independently developed a 3,000-ton double-station and double-supercharged
internal high-pressure forming machine and a 5,000-ton internal high-pressure
molding machine. Its customers have covered tier 1 suppliers such as Gestamp,
Shanghai Huizhong (Cadillac), and Pos-Austem (Volvo), as well as independent brands
such as Great Wall, Dongfeng Liuqi, and BYD. In 2021, the Company reported a
revenue of approximately RMB80,000 thousand in lightweight structural parts, a
year-on-year increase of approximately 30%. With the growth of automotive
lightweight demand, the Company is expected to accelerate the sales volume of
lightweight products in the next few years.

Investment Thesis & Valuation

In 2022Q1/Q2, the Company saw a year-on-year decline of 40%/60% in net profit,
mainly due to 1) the impact of local political conflicts on the European business, 2)
the suspension of production due to the pandemic, 3) the rising sea freight of raw
materials, 4) the share incentive expenses, and 5) exchange losses arising from the
appreciation of the RMB. We expect the headwinds to dissipate as the automotive
industry gradually recovers from the pandemic. In the medium and long term, the
Company's traditional business is expected to maintain stable growth, and the
emerging business is expected to enter a period of rapid growth with the promotion
of intelligence.

As analyzed above, we expected diluted EPS of the Company to RMB 1.26/1.88/2.44
of 2022/2023/2024. And we accordingly gave the target price to 57.6, respectively
30.7x P/E for 2023. "Accumulate" rating. (Closing price as at 2 September)

Peer Comparison

Code Name Market Cap 2E PB(MRQ)
™ 22E 23E
603197.5H Baolong 103.46 49.7 35.89 25.33 461
002036.57 lcetron 171.86 145.14 48.7 31.69 4.42
300643.57| Hamaton 37.72 28.51 23.14 15.91 4.32
603786.5H Entdict 233.57 65.29 45.04 33.52 5.79
688208.5H Autel 123.2 42.03 27.27 18.56 4.24
002920.57| Desay SV 811.81 82.47 67.2 47.75 14.27
002906.52 ADAYQ 210.77 64.95 49.3 35.49 5.32
601689.5H Tuopu 847.69 66.99 51.79 37.52 7.71
000887.57| Zhongding 212.74 25.19 18.59 14.92 202
600741.5H HASCO 581.36 9.29 8.26 7.19 1.19
AVERAGE 333418 57.956 37518 26.788 5.389
MEDIUM 211.755 57.325 40465 2851 4.515

Source: Wind, Phillip Securities Hong Kong Research
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FYE DEC FY20 FY21 FY22E FY23E FY24E
Valuation Ratios

P/E (X), adj. 46.0 39.5 40.3 271 209

P/B (X) 7.3 4.8 43 3.7 31

Dividend payout ratio(%) 41.5% 15.5% 15.8% 21.3% 20.5%
Dividend Yield (%) 0.9% 0.4% 0.4% 0.8% 1.0%
Per share data (RMB)

EPS, (Basic) 1.1 1.29 1.26 1.88 2.44
EPS, (Diluted) 1.1 1.29 1.26 1.88 2.44
DPS 0.46 0.20 0.20 0.40 0.50
BVPS 6.97 10.58 11.82 13.74 16.21

Growth & Margins (%)

Growth

Revenue 0.3% 17.0% 20.2% 23.8% 30.3%
EBIT -11.8% 63.9% 2.0% 42.4% 254%
Net Income, adj. 6.3% 46.5% -2.1% 48.6% 29.8%
Margins

Gross margin 31.9% 27.4% 26.9% 27.6% 28.4%
EBIT margin 8.2% 11.5% 9.8% 11.2% 10.8%
Net Profit Margin 5.5% 6.9% 5.6% 6.7% 6.7%
Key Ratios

ROE 16.8% 14.7% 11.3% 14.7% 16.3%
ROA 4.8% 5.3% 4.9% 6.4% 6.8%
Income Statement (RMB mn)

Revenue 3331 3898 4683 5796 7553
Gross profit 1062 1068 1260 1600 2144
EBIT 274 448 457 651 817
Profit before tax 197 378 393 582 743
Tax 64 87 102 151 186
Profit for the period 132 292 291 431 557
Minority interests -1 23 28 40 51

Total capital share 165 208 208 208 208
Net profit 183 268 263 390 507
Source: PSR

(Closing price as at 2 September)
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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.
© 2022 Phillip Securities (Hong Kong) Limited
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