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Baolong (603197 CH)

Profitability Expected to Improve
China | Automobile Parts | Company Update

Company profile:

Shanghai Baolong Automotive Corporation(Baolong or the "Company") 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. After
more than 20 years of development, the Company is at the forefront of the segment in
terms of the market share of its traditional business, namely, tire valves, wheel weights,
exhaust pipes, and TPMS, which is currently the main source of revenue and profit. 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.

Investment Summary

Air Suspension and Sensor Continues to Grow Rapidly, Driving Quick Revenue Growth

In the first three quarters of 2024, Baolong reported a total revenue of RMB5,026 million, an
increase of 20.96% yoy. On a closer look at each quarter, Q1, Q2, and Q3 recorded revenues
of RMB1,483 million, RMB1,701 million, and RMB1,843 million, with yoy growth rates of
24.94%, 18.97%, and 19.75%, respectively. The main reason for the sustained high growth of
revenue is the rapid ramp-up and expansion of emerging businesses such as air suspension
and sensors, while the traditional businesses of Tire Pressure Monitoring Systems (TPMS)
also performed well. Major downstream automaker customers, such as BYD, XPENG,
LUXEED, and Li Auto, with strong sales, have strongly supported the rapid increase in the
Company's product sales.

On a closer look at each business segment, in the first three quarters, the Company's
revenues from major segments such as TPMS, automotive metal fittings, valve cores, air
suspension, and sensors stood at RMB1,621 million, RMB1,117 million, RMB588 million,
RMB628 million, and RMB471 million, up by 21.23%, 6.23%, 6.49%, 28.86%, and 38.03%,
respectively. The Company has become one of the global leading suppliers in niche fields
such as valve cores, balancing weights, exhaust pipes, and TPMS.

Short-term Profitability Pressured by Equity Incentive Expenses, But Expected to Improve
Later

In the first three quarters, the Company's net profit attributable to the parent company was
RMB249 million, a decrease of 26.62% yoy. The net profits for Q1, Q2, and Q3 were RMB68
million, RMB80 million, and RMB100 million, with yoy declines of 27.16%, 11.40%, and
35.21%, respectively. The pressure on net profit was mainly due to the implementation of
equity incentives, which increased stock-based compensation expenses, a decrease in gross
margin, and a high base for equity investment income last year.

The Company's gross margins in Q1/Q2/Q3 of 2024 were 29.45%, 25.08%, and 24.6%, with
yoy changes of +1.21 ppts, -2.31 ppts, and -3.55 ppts, respectively. The declines were mainly
due to the rapid growth of products with lower gross margins, such as air suspension and
Advanced Driver Assistance Systems (ADAS), which led to an increase in their proportion.
Additionally, the appreciation of the RMB against the USD affected the profitability of export
business.
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CNY mn FY23 FY24E FY25E FY26E
Net Sales 5897 7253 9128 11379
Net Profit 379 400 576 769
EPS, CNY 179 189 272 3.62
P/E, x 249 236 164 123
BVPS, CNY 13.93 15.41 18.24 22.01
P/BV, x 32 29 24 20
DPS (CNY) 064 068 0.85 1.20
Div. Yield (%) 1.4% 15% 1.9% 2.7%

Source: Company reports, Phillip Securities Est.

Zhangling (+ 86 021-62116752)

zhangjing@phillip.com.cn

Page | 1 | PHILLIPCAPITAL HONGKONG RESEAREH



P PhillipCapital

The Company reported a period cost rate of 19.6% in the first three quarters, an
increase of 0.86 percentage points yoy. Specifically, the sales, administrative, R&D,
and financial cost rates were 3.47%, 6.61%, 8.31%, and 1.23%, with yoy changes of
+0.16 ppts, +0.17 ppts, +0.83 ppts, and -0.29 ppts, respectively. The increase in
administrative and R&D cost rates primarily resulted from increased stock-based
compensation expenses and greater investment in R&D.

According to the Company's announcement, the equity incentive expense recognized
in 2024H1 was approximately RMB77.12 million, with RMB34.22 million recognized in
Q3. The Q4 equity incentive expense was expected to be RMB13.25 million, with the
total annual equity incentive amortization expense estimated to be approximately
RMB124 million. In 2025, the equity incentive amortization expense is expected to be
approximately RMB38 million. As the equity incentive amortization expense
decreases, the Company expects to benefit from the scale effect, and its period cost
rate is expected to improve.

Dual-drive of Lightweight and Intelligent Products

According to the Company's WeChat official account, since the beginning of 2024, the
Company has obtained multiple designated projects, and orders have exceeded
expectations. The products include TPMS, front and rear air spring assemblies for air
suspension systems, controllers, digital HD cameras, binocular stereo cameras, and
wheel speed sensors, which are lightweight and intelligent products that align with
the trend. The customers include independent brand automakers, new energy
vehicle companies, global leading car manufacturers, and global high-end brand car
manufacturers. It is expected that emerging businesses such as air suspension will
accelerate growth, and with the benefits of the scale effect and increased self-
manufacturing rates, profitability will continue to improve.

At the end of October 2024, the Company announced its plan to issue convertible
bonds to raise no more than RMB1.39 billion, mainly for the expansion of intelligent
manufacturing capacity in air suspension systems and the supplement to working
capital. This will help the Company expand production capacity and save financial
costs. We believe that thanks to the growth in demand for automotive lightweight
and intelligent products, the Company's performance is expected to enter a period of
rapid growth in the next few years.

Investment Thesis & Valuation

From a medium- to long-term perspective, the Company's traditional business is
expected to maintain steady growth. The Company's emerging business, benefiting
from forward-looking layouts and accumulated competitive advantages, is likely to
usher in a new high-growth cycle..

As analyzed above, we expected diluted EPS of the Company to RMB 1.26/1.88/2.44
of 2024/2025/2026. And we accordingly gave the target price to 54.3, respectively
28.8/20/15x P/E for 2024/2025/2026. "BUY" rating. (Closing price as at 21 March)
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Financials

FYE DEC FY22 FY23 FY24E FY25E FY26E
Valuation Ratios

P/E (X), adj. 434 249 236 16.4 12.3
P/B (X) 3.7 3.2 29 24 20
Dividend payout ratio(%) 30.2% 35.8% 36.0% 31.3% 33.1%
Dividend Yield (%) 0.7% 1.4% 1.5% 1.9% 2.7%
Per share data (RMB)

EPS, (Basic) 1.03 1.79 1.89 272 3.62
EPS, (Diluted) 1.03 1.79 1.89 272 3.62
DPS 0.31 0.64 0.68 0.85 1.20
BVPS 11.96 13.93 15.41 18.24 22.01

Growth & Margins (%)

Growth

Revenue 22.6% 23.4% 23.0% 25.9% 24.7%
EBIT -9.5% 39.8% 8.3% 38.7% 30.4%
Net Income, adj. -20.2% 76.9% 5.7% 44.0% 33.4%
Margins

Gross margin 28.0% 27.4% 26.8% 27.4% 28.1%
EBIT margin 8.5% 9.6% 8.5% 9.3% 9.8%
Net Profit Margin 4.5% 6.4% 5.5% 6.3% 6.8%
Key Ratios

ROE 9.1% 13.8% 12.9% 16.2% 18.0%
ROA 3.6% 5.0% 4.3% 5.3% 6.0%

Income Statement (RMB mn)

Revenue 4778 5897 7253 9128 11379
Gross profit 1338 1616 1942 2501 3197
EBIT 406 567 615 852 1111
Profit before tax 303 482 526 759 1009
Tax 76 101 109 159 212
Profit for the period 227 381 417 600 797
Minority interests 13 3 17 23 28
Total capital share 209 212 212 212 212
Net profit 214 379 400 576 769
Source: PSR

(Closing price as at 21 March)
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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.
© 2025 Phillip Securities (Hong Kong) Limited
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