Company Research
Results Review

Geely Automobile (175 HK)
Still short of catalyst

Revenue growth missed due to lower-than-expected ASP, while net
profit was largely in line. Although market demand for Xindihao and
New Vision seems robust so far, we see it challenging after the peak
season. Furthermore, we are no big fan of GC9. Raise FY15/16
earnings forecast by 3.8%/1.0%, and raise TP from HK$3.2 to HKS 3.3
based on 10x 2015PE. Maintain Neutral on short of catalyst.

Revenue missed, net profit mostly in line

Geely’s FY14 revenue was down by 24% to RMB 21.7bn, 7.0% lower than our
expectation due to lower realized ASP. GPM was down from 20.3% in 1H14 to 18.2%
in FY14, 0.3ppt lower than our estimate. OPM shrank by 2.6ppts to 9.0%, 1.3ppt
higher than our expectation mainly due to higher government subsidy income and
lower selling & distribution expenses. Net profit was down by 46% to RMB 1.43bn
due to lower sales volume and the loss from Rubble depreciation, 3.8% higher than
our expectation, due to higher other income. Diluted EPS was down by 47% to
RMBO0.1625. The company announced a final DPS of HK$0.025.

Robust demand for star models by far, but challenges ahead

Driven by better-than-expected sales performance of Xindihao and New Vision in
the end market, trade and other receivables were up by 11% to RMB 16.4bn, while
inventories were down 9% to RMB 1.6bn by end-2014. The restructure in
distribution network has improved the efficiency of Geely’s distribution capabilities,
and helped bring down the selling & distribution expense to revenue ratio by
0.1ppt. We believe that the sales volume of Geely in FY15 will increase by 10% to
462k units, slightly higher than the company’s target of 8% mainly due to the
strong sales performance of Xindihao and New Vision. However, it is still
challenging to out-perform after the peak season, given harsher growth
environment for domestic sedans.

GC9 kicked off, but we are no big fan

The new GC9 has started receiving the first batch of orders on line on Mar 16™.
Although management claimed that the first 1,000 units were sold out in only 77
minutes, we do not see this as extremely exciting given there were more than 700
dealers. We expect the monthly sales volume of GC9 to reach only 2k-2.5k by end-
2015, no significant impact on both brand building and earnings, mainly due to the
low brand name recognition on domestic B class sedans.

Maintain Neutral and slightly raise TP to HKS 3.3

We believe that Geely will need extra catalyst in 2015 to drive up its volume, which
we have not seen yet. We maintained our topline estimate in FY15/16 at
RMB28.0bn/ 29.6bn, and raise OPM in FY15/16 to 11.4%/11.4% mainly due to the
improvement in sales & distribution network. Raise our FY15/16 earnings forecast
by 3.8%/1.0% to RMB 2.31bn/2.46bn. Maintain Neutral rating on the counter and
slightly raise TP from HKS3.2 to HKS 3.3, based on 10x 2015PE.

Figure 1: Financial Summary
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Company background

Geely Automobile Holdings Limited, through its subsidiaries,
manufactures and sells automobiles and related components.

Year to Dec 31(RMBmn) 2013A 2014A 2015E 2016E 2017E
Revenue 28,708 21,738 28,042 29,569 32,402
Operating Profit 3,354 1,935 3,141 3,329 3,577
Reported Profit 2,663 1,431 2,312 2,458 2,648
Underlying Profit 2,663 1,431 2,312 2,458 2,648
Underlying EPS (CNY) 0.30 0.16 0.26 0.28 0.30
DPS (CNY) 0.03 0.02 0.03 0.03 0.03
BVPS (CNY) 1.83 1.96 2.20 2.45 2.72
P/E (x) 9.6 17.8 11.0 10.4 9.6
Dividend Yield (%) 1.2 0.6 1.0 1.1 1.1
P/B (x) 1.6 1.5 1.3 1.2 1.1

Source: Guosen Securities(HK)

See the last page of this report for important disclosures
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Figure 3 2014 Actual VS Estimates

Revenue 23,371 21,738 -7.0%
Growth (%) -18.6% -24.3%

Cost of sales -19,047 -17,776 -6.7%
Gross profit 4,324 3,963 -8.3%
GPM (%) 18.5% 18.2% 0.3 ppt
Other income 342 1,055 208.6%
Distribution and selling expenses -1,388 -1,250 -9.9%
Administrative expenses, excluding share-based payments -1,402 -1,772 26.4%
Share-based payments -71 -60 -15.6%
Finance costs, net -17 -24 36.7%
Share of results of associates -0 9 -6665.1%
Share of result of a joint venture -8 23 -403.6%
Profit before taxation 1,779 1,943 9.2%
Taxation -391 -494 26.3%
Profit for the year 1,388 1,449 4.4%
Attributable to:

Equity holders of the Company 1,379 1,431 3.8%
Non-controlling interests 9 19 109.3%

Source: Guosen Securities(HK) Research

Figure 4 Change in estimates

Revenue (RMB m) 28,042 29,569 32,402
Growth (%) 29.0% 5.4% 9.6%
Change (%) 0.0% 0.0% N/A
Sales volume (units) 461,691 483,471 528,818
Growth (%) 10.5% 4.7% 9.4%
Change (%) 0.0% 0.0% N/A
Net profit (RMB m) 2,312 2,458 2,648
Growth (%) 61.6% 6.3% 7.8%
Change (%) 3.8% 1.0% N/A
GPM (%) 19.2% 19.5% 19.5%
Change (%) 0.2% 0.0% N/A
OPM (%) 11.4% 11.4% 11.2%
Change (%) 1.3% 1.0% N/A

Source: Guosen Securities(HK) Research
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Figure 5 12 months forward PE band chart Figure 6 12 months forward PB band chart
HKS 12.00 +
9.00 A
8.00 1 10.00 1 max 3.5X
7.00 A
6.00 max 20.1X 8.00 -
5.00 - +1sd 15.6X
6.00 | +1sd 2.3X
4.00 - avg 11.9X
3.00 + PE(x) 10.6X 2.00 - avg 1.7X
200 ] -1sd 8.2X PB(x) 1.3X
: min 5.4X in 05
1.00 - 2.00 1 min 0.
0.00 -
Feb-10  Feb-11  Feb12  Feb-13  Feb-14  Feb-15 0.00 -
Feb-10 Feb-11 Feb-12 Feb-13 Feb-14 Feb-15
Source: Bloomberg, Guosen Securities(HK) Research Source: Bloomberg, Guosen Securities(HK) Research

Guosen Securities (HK) 4



Geely Automobile (175 HK)
John Luo, +852 2899 8300, john.luo@guosen.com.hk

Summary financial statements

24 15 5% 77 (A k)

suosen GUOSEN SECURITIES (HK)

e
<

Profit & Loss (RMBmn)  2013A 2014A 2015E 2016E 2017E Financial Ratios 2013A 2014A 2015E 2016E 2017E
Revenue 28,708 21,738 28,042 29,569 32,402 Revenue growth (%) 16.6 (24.3) 29.0 5.4 9.6
Cost of sales (22,942) (17,776) (22,658) (23,803) (26,084) Operating profit growth (%) 23.1 (42.3) 62.4 6.0 7.5
Gross profit 5766 3,963 5,384 5,766 6,318 Reported profit growth (%) 30.5 (46.3) 61.6 6.3 7.8
Other income/(expense) 975 995 940 889 888 Underlying profit growth (%) 30.5 (46.3) 61.6 6.3 7.8
Operating expenses (3,387) (3,023) (3,183) (3,327) (3,629) Underlying EPS growth (%) 20.1 (46.3) 61.6 6.3 7.8
Operating profit 3,354 1935 3,141 3,329 3,577 Dividend growth (%) 28.0 (48.4) 61.6 6.3 7.8
Other non operating inc/(exp) 0 0 0 0 0 Gross profit margin (%) 20.1 18.2 19.2 19.5 19.5
Finance income 59 58 93 105 119 Operating profit margin (%) 11.7 8.9 11.2 11.3 110
Finance expenses (99) (81)  (153) (158) (168) Underlying profit margin (%) 9.3 6.6 8.2 8.3 8.2
Associates & JCE (10) 32 42 44 48 Net debt/equity (%) (28.8) (38.0) (41.0) (42.2) (43.4)
Profit before taxation 3,304 1,943 3,123 3,320 3,577 Net debt/total assets (%) (13.8) (17.6) (20.4) (21.6) (22.5)
Taxation (624)  (494) (781) (830) (894) Current ratio (%) 129 142 145 149 151
Non-controlling interests (17) (19) (30) (32) (34) Dividend payout (%) 11.5 11.0 11.0 11.0 11.0
Net profit 2,663 1,431 2,312 2,458 2,648 Interest cover (x) 338 238 206 211 213
Other Adjustments on UP 0 0 0 0 0 Dividend cover (x) 8.7 9.1 9.1 9.1 9.1
Underlying Profit 2,663 1,431 2,312 2,458 2,648 Dupont Analysis 2013A 2014A 2015E 2016E 2017E
Source: Guosen Research estimates Tax burden (%) 80.6 73.6 740 740 740
Interest burden (%) 98.5 100 99.4 99.7 100.0
Operating profit margin (%) 11.7 8.9 11.2 11.3 110
Asset turnover (x) 0.9 0.6 0.7 0.7 0.7
Leverage ratio (x) 2.2 2.1 2.1 2.0 1.9
ROA (%) 8.2 4.0 6.1 6.1 6.0
ROE (%) 18.4 8.6 126 120 11.6
Source: Guosen Research estimates
Balance Sheet (RMBmn) 2013A 2014A 2015E 2016E 2017E Cashflow (RMBmn) 2013A 2014A 2015E 2016E 2017E
Fixed assets 6,209 5,861 6,477 6,536 6,601 Operating profit 3,304 1,943 3,123 3,320 3,577
Associates & JCE 673 691 1,153 1,404 1,680 Depreciation & amortization 1,078 874 701 739 810
Others 4,466 5,426 6,099 6,808 7,586 Interest income (59) (58) (93) (105) (119)
Non-current assets 11,348 11,977 13,729 14,749 15,867 Change in working capital (449) (960) 1,015  (54)  (3)
Inventories 1,784 1,620 1,813 1,904 2,087 Tax paid (610) (494) (781) (830) (894)
Debtors & prepayments 14,785 16,385 14,021 14,785 16,201 Other operating cashflow 297 729 167 173 184
Bank deposits & cash 5,478 7,203 9,220 10,447 11,862 Operating activities 3,562 2,033 4,133 3,244 3,555
Others 204 95 151 156 167 Purchase of non-current assets (Capex)  (930) (841) (1,402) (887) (972)
Current assets 22,251 25,303 25,204 27,293 30,316 Free cash flow 2,631 1,192 2,731 2,356 2,583
Bank & other borrowings 966 692 1,402 1,478 1,620 Disposal of non-current assets 654 92 84 89 97
Trade & payables 16,075 17,017 15,860 16,662 18,259 Associates & JCE (net) (537) 313  (421) (207) (227)
Taxation 197 137 137 137 137 Interest received 59 58 93 105 119
Others 0 0 0 0 0 Dividends received 0 0 0 0 0
Current liabilities 17,237 17,845 17,399 18,277 20,015 Other investing cashflow (111) (1,089) (729) (715) (788)
Bank & other borrowings 0 0 0 0 0 Investing activities (865) (1,468) (2,374) (1,616)(1,771)
Others 133 1,969 1,969 1,969 1,969 New loans raised 848 692 2,393 1,851 2,086
Non-current liabilities 133 1,969 1,969 1,969 1,969 Repayment of loans (1,778) (966) (1,683) (1,774)(1,944)
Net assets 16,230 17,466 19,565 21,795 24,199 Dividends paid (264) (320) (254) (270) (291)
Share capital 161 161 172 183 195 Other financing cashflow (172) 1,766 (198) (206) (221)
Premium & reserves 15,907 17,127 19,185 21,372 23,729 Financing activities (1,366) 1,172 258 (400) (370)
Shareholders' funds 16,068 17,288 19,357 21,555 23,924 Inc/(dec) in cash 1,330 1,738 2,016 1,228 1,415
Non-controlling interests 162 178 208 240 275 Cash at beginning of year 4,189 5,478 7,204 9,220 10,447
Total equity 16,230 17,466 19,565 21,795 24,199 Foreign exchange effect (41) (12) 0 0 0
Source: Guosen Research estimates Cash at end of year 5,478 7,204 9,220 10,447 11,862

Guosen Securities (HK)
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Information Disclosures

Stock ratings, sector ratings and related definitions

Stock Ratings:

Buy: A return potential of 10 % or more relative to overall market within 6 — 12 months.

Neutral: A return potential ranging from -10% to 10% relative to overall market within 6 — 12 months.

Sell: A negative return of 10% or more relative to overall market within 6 =12 months.

Sector Ratings:

Overweight: The sector will outperform the overall market by 10% or higher within 6 =12 months.

Neutral: The sector performance will range from -10% to 10% relative to overall market within 6 =12 months.

Underweight: The sector will underperform the overall market by 10% or lower within 6 — 12 months.

Interest disclosure statement

The analyst is licensed by the Hong Kong Securities and Futures Commission. Neither the analyst nor his/her associates serves as an
officer of the listed companies covered in this report and has no financial interests in the companies.

Guosen Securities (HK) Brokerage Co., Ltd. and its associated companies (collectively “Guosen Securities (HK)”) has no disclosable
financial interests (including securities holding) or make a market in the securities in respect of the listed companies. Guosen
Securities (HK) has no investment banking relationship within the past 12 months, to the listed companies. Guosen Securities (HK)
has no individual employed by the listed companies.

Disclaimers

The prices of securities may fluctuate up or down. It may become valueless. It is as likely that losses will be incurred rather than
profit made as a result of buying and selling securities.

The content of this report does not represent a recommendation of Guosen Securities (HK) and does not constitute any
buying/selling or dealing agreement in relation to the securities mentioned. Guosen Securities (HK) may be seeking or will seek
investment banking or other business (such as placing agent, lead manager, sponsor, underwriter or proprietary trading in such
securities) with the listed companies. Individuals of Guosen Securities (HK) may have personal investment interests in the listed
companies.

This report is based on information available to the public that we consider reliable, however, the authenticity, accuracy or
completeness of such information is not guaranteed by Guosen Securities (HK). This report does not take into account the particular
investment objectives, financial situation or needs of individual clients and does not constitute a personal investment
recommendation to anyone. Clients are wholly responsible for any investment decision based on this report. Clients are advised to
consider whether any advice or recommendation contained in this report is suitable for their particular circumstances. This report is
not intended to be an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned.

This report is for distribution only to clients of Guosen Securities (HK). Without Guosen Securities (HK)’s written authorization, any
form of quotation, reproduction or transmission to third parties is prohibited, or may be subject to legal action. Such infor mation
and opinions contained therein are subject to change and may be amended without any notification. This report is not directed at,
or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any jurisdiction where such
distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject Guosen
Securities (HK) and its group companies to any registration or licensing requirement within such jurisdiction.
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