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Financial summary and valuation

2015 2016 2017E 2018E 2019E
Revenue (Rmbm) 4,863 5,125 5,163 5,223 5,442
YOY (%) -11.8 5.4 0.7 1.2 4.2
Net income (Rmbm) 3,495 3,682 5,011 7,848 9,677
YOY (%) -35.3 5.4 36.1 56.6 23.3
EPS (Rmb) 0.70 0.73 0.99 1.56 1.92
Diluted EPS (Rmb) 0.69 0.73 0.99 1.56 1.92
ROE (%) 18.3 16.3 18.7 235 23.3
Debt/asset (%) 29.6 27.2 24.2 20.7 17.6
Dividend Yield (%) 0.5 0.5 0.7 1.1 14
P/E (x) 31.1 29.5 21.7 139 11.2
P/B (x) 5.7 4.8 4.1 3.3 2.6
EV/EBITDA (x) 31.0 30.0 23.0 13.9 11.3

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised. P/E is calculated as closing price divided by each year’s EPS..
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Investment highlight:

Brilliance China, founded in 1992, produces BMW-branded vehicles through a joint venture with
the German manufacturer, BMW Brilliance Automotive (BBA), and produces minibuses and
components via subsidiary Shenyang Brilliance Jinbei. We anticipate rapid growth in revenue and
profitability in its BMW business, backed by a strong product cycle in 17-19E, and margin expansion.
We forecast EPS of Rmb0.99 in 17E (+36.1% YoY), Rmb1.56 in 18E (+56.6% YoY) and Rmb1.92 in 19E
(+23.3% YoY), and derive a target price of HK$27.80 (15x 18E PE). We initiate coverage with a BUY
rating.

Solid demand for luxury vehicles. A growing middle class and rising disposable incomes is driving
aspirational demand for higher-end consumer items. As a result, China luxury vehicle sales have
expanded at an 18.2% Cagr in the past five years to top 2.2m units in 16A. We forecast luxury vehicle
sales growth of 17.4% YoY in 17E, to account for 10.0% of the overall market in 17E (16A: 8.8%).

BMW upcycle. The company will launch new models in the following three years, including the 7t-
generation 5 Series launched in June 2017, the X3 to be released in China in 1H18, and the next-gen
3 Series in 2019. We expect the launch of a localised BMW X3 model to boost BMW sales in China
in 18E, given its leading position in mid-range luxury SUV market and much lower selling price than
the imported version. We expect BBA sales to reach 386k units in 17E (+24.5% YoY), 477k units in
18E (+23.6% YoY) and 534k units in 19E (+11.9% YoY). Driven by ramping up sales of new 5 Series
products and the launch of the X3, the firm’s product mix will shift to higher-end models and its
blended average selling price (ASP) will pick up, expanding 3.9% YoY in 18E and 3.0% YoY in 19E.

Margin expansion. We expect BBA to see its margins expand in 17-19E, based on our assumption
of improving utilisation of major plants and rising use of locally produced engines. As the firm ramps
up new 5 series and X3 capacity, we expect aggregate utilisation of the three vehicle plants will
improve from 70.2% in 17E to 86.7% in 18E. Meanwhile, with the construction of a domestic engine
plant in Shenyang, BBA will increasingly use locally produced engines and we expect associated cost
savings to drive up gross margin. We examine the margin expansion achieved by Mercedes Benz’s
venture in China after switching to locally produced engines; on this basis, we expect BBA gross
margin to pick up from 21.5% in 16A to 22.4% in 17E, 24.0% in 18E and 24.7% in 19E.

Cooperation with Renault. On 4 July, 2017, Brilliance China agreed to sell a 49.0% stake in its wholly
owned minibus subsidiary Shenyang Brilliance JinBei Automobile to Renault (RNO:FP), the largest
light commercial vehicle (LCV) maker in Europe. In the short term, the reduced equity interest in
Shenyang JinBei will reduce the negative impact on Brilliance China’s bottom line from the indebted
subsidiary, while longer-term, we expect Shenyang JinBei to benefit from Renault’s LCV experience
by improving competitiveness; we forecast an operating loss for the firm’s overall minibus segment
of Rmb1.1bn in 17E, Rmb674m in 18E and Rmb618m in 19E.

Initiate with BUY. Given strong BMW product cycle and margin expansion, we forecast EPS of
Rmb0.99 in 17E (+36.1% YoY), Rmb1.56 in 18E (+56.6% YoY) and Rmb1.92 in 19E (+23.3% YoY). We
apply a 15x 18E PE multiple, in line with global peers’ typical upcycle valuation of 15-20x PE, to
derive a target price of HK$27.80. With 28.7% upside, we initiate coverage with a BUY rating.

Please refer to the last page for important disclosures Page 1
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Local powertrain

Brilliance China, founded in 1992, is one of the leading automotive manufacturers in China.
It was listed on main board of Hong Kong Stock Exchange in 1999. The group consists of
two main business segments: the first, Shenyang Automotive, is principally engaged in the
manufacture and sale of minibuses and automotive components; the other is BMW
Brilliance, which concentrates on the manufacture and sale of BMW vehicles in China.

In 2003, Brilliance established a joint venture with Bayerische Motoren Werke (BMW:GR)
in which both parties hold 50%, BMW Brilliance Automotive (BBA), to produce BMW 3-
and 5 Series sedans in China. BMW Brilliance commenced production and sale of BMW
sports-utility vehicles (SUVs) in China in early 2012. In November 2013, BMW Brilliance
launched ZINORO 1E, its first new-energy vehicle (NEV), in China. At the end of year 2014,
BMW Brilliance introduced the first localised BMW NEV, a 5 Series long-wheelbase plug-
in hybrid.

Fig 1: Milestones of Brilliance China
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Source: Company website, SWS Research

BBA has a production base in Shenyang as well as a branch company in Beijing and an
extensive national sales and service network. At present, BBA produces five BMW models:
the 3 Series (including standard and long wheelbase versions), the 5Lj, the 2 Series Active
Tourer, the 1 Series sedan and the new X1. All models are produced between two plants,
Dadong and Tiexi, both in Shenyang. In May 2017, BBA established a new Dadong Plant,
in preparation for the launch of the new 5 Series in June. Besides, BBA has an engine plant
and produces the BMW Group’s advanced 3- and 4-cylinder engines.

Fig 2: Models produced by BMW Brilliance
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BMW X1 BMW 2 Active Tourer BMW X3

Source: Company website, SWS Research

Between its three plants, the firm has total annual production capacity of 550k units. The
Tiexi Plant mainly produces 1-, 2- and 3 Series models as well as the X1I. With the
localisation of production of the 1 Series in February 2017, we expect the Tiexi plant’s
utilisation rate to improve in 2017E. The Dadong plant produced 6t™-generation 5 Series
models and is currently retooling for localised production of the X3 from 1H18. BBA

Please refer to the last page for important disclosures Page 2
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finished construction of the new 100kpa-capacity Dadong plant in May 2017, where it will
produce the 7th-generation 5 Series. With capacity ramping up, we expect to see improving
utilisation rates from 18E.

Fig 3: BMW Brilliance’s production capacity

Plant Design.ed anrrual Model Utilisation rate

capacity (units) 16A 17E 18E
Tiexi 300,000 1 series/2 series/3 series/X1 57.7% 85.3% 90.7%
Dadong 150,000 6th-gen 5 series/X3 95.7% 35.9% 43.3%
New Dadong 100,000 7th-gen 5 series 76.1% 140.0%
Total 550,000 70.4% 70.2% 86.7%

Source: Company data, SWS Research

Shenyang Brilliance JinBei Automobile is the company’s major operating subsidiary, and
commenced operation in 1991. In a transaction announced in September 2017, Brilliance
China plans to acquire the remaining 39.1% of equity in JinBei from Shenyang municipal
government-owned Shenyang JinBei Automotive (600609:CH — N-R), before transferring
a 49% stake in the subsidiary to Renault. Shenyang JinBei produces vehicles under three
main marques: Haise, Granse and Huasong.

Shenyang JinBei sold 33.6k minibuses and MPVs in 1H17, up 6.6% YoY, among which Haise
accounted for 85.2% of units sold.

Fig 4: Models produced by Shen inbei automobile
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Source: Company website, SWS Research

Fig 5: Sales volume of Shenyang Jinbei Fig 6: 1H17 Shenyang Jinbei sales volume breakdown, by models
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Brilliance consolidates results from its 61%-controlled subsidiary JinBei (its minibuses

Please refer to the last page for important disclosures Page 3
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business) and applies the equity method to account for contribution from its 50%-owned
BMW joint venture, recognising a share of profits from the JV as investment income.

As a result, the firm booked total revenue of Rmb2.8bn in 1H17 (+14.1% YoY), and profit
before tax (and before investment income from its BMW JV) of negative Rmb611.6m, as
minibus sales in the period were weak. Adding a contribution of Rmb2.7bn from the firm’s
share of profits from its BMW JV, the firm reported a profitable first half.

We see continued weakness in the company’s minibus/MPV sales in the coming years,
although we expect 17E to represent the nadir, with the firm booking an operating loss for
the year of Rmb1.1bn, given an impairment loss of Rmb350m from Huasong booked in
1H17, before moderating in the coming two years. Nevertheless, we expect the share of
profits from the firm’s BMW business to more-than offset its consolidated business

performance.
Fig 7: Brilliance China’s revenue Fig 8: Brilliance China’s operating profit
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As such, BMW Brilliance is the main contributor of net profit to the firm. Profit contributed
by BBA was Rmb2.7bn in 1H17, increasing from Rmb1.9bn in 1H16 by 39.9%, mainly due
to strong sales growth of BMW models and lower selling cost.

Fig 9: Net profits contribution from BBA
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Market outlook

According to the China Association of Automobile Manufacturers (CAAM), passenger
vehicles sales in China reached 11.3m units in 1H17, up 1.6% YoY. Sedan sales dropped
3.2% YoY in 1H17, accounting for 48.0% of sales (vs 49.8% in 2016). Multi-purpose vehicle
(MPV) sales contracted 15.8% YoY, while crossover sales dropped 25.3% YoY. By contrast,
China’s sports-utility vehicle (SUV) market has grown steadily since 2011, with its share of
total passenger vehicles expanding from 6.4% in 2009 to 40.2% in 1H17.

We expect passenger vehicle unit sales to grow 3.6% YoY to 25.9m in 17E, with 3.0% YoY
decline in the sedan segment, 15% YoY growth in SUVs and a 20.0% YoY decline in MPVs.

Fig 10: Passenger vehicle sales forecast Fig 11: Passenger vehicle sales volume breakdown
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In the past few years, urban per capita disposable income in China has increased steadily,
reaching Rmb33.6k in 2016, a five-year Cagr of 9.0%, driving purchasing power, which we
see as being behind a trend in recent years of consumer upgrading. As a result, we have
witnessed faster growth in demand for luxury cars, retail prices of which have stayed
roughly stable (in addition to which, we also note an expanding roster of entry-level
premium auto options catering to the newly affluent and up-and-coming buyers),
expanding at an 18.2% Cagr over the past five years to reach 2.2m units in 2016.

We note a sharp uptick in luxury vehicle sales growth in 16A, due to a low base in 15A,
when luxury car sales were hit by a prolonged anti-corruption crackdown. Looking forward,
we expect the luxury vehicle market will continue to benefit from a sustained consumer
upgrading demand as well as increasing use of auto finance by buyers. We expect luxury
vehicle sales to post solid growth in 17E, reaching 2.5m units (+17.4% YoY), and sustaining
double-digit growth for the next three years.

Please refer to the last page for important disclosures Page 5
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Fig 12: Disposable income realised a 9.0% Cagr in 2011-16 Fig 13: China’s luxury vehicle sales volume
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Source: NBS, SWS Research Source: CAAM, Autohome, SWS Research

Luxury cars constituted approximately 9% of total passenger vehicle sales by volume in
the past three years. With luxury vehicle sales outpacing overall car sales, we expect the
market share for luxury vehicles to reach 10.0% in 17E and 11.4% in 18E.

Fig 14: Market share of luxury vehicles
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Among the top-10 luxury brands, Acura recorded the most rapid growth (at +271% YoY)
in first eight months of 2017. For the top-three brands in terms of sales volume, Audi
suffered due to an aging product line, recording a 6.6% YoY decline in sales volume in first
eight months of 2017, while both Mercedes Benz and BMW recorded strong sales volume
growth. The top-three luxury brands — Mercedes, BMW and Audi — accounted for c.73%
of the luxury autos market in the first eight months of the year, according to the CAAM
data.

Please refer to the last page for important disclosures Page 6
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Fig 15: Luxury brand sales, January-August 2017 Fig 16: Market share of luxury brands, January-August 2017
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BMW upcycle

BMW Brilliance plans to strengthen its product line and gain market share through
launching new models in 2017-19E. Brilliance already introduced a localised version of 1
Series in February, and of the 7t generation 5 Series in late June 2017. The company also
plans to launch a domestic version of the X3 in 1H18, and a new generation 3 Series in
2019. With the launch of key models, we see strong sales for BMW Brilliance in 2017-19E.

Fig 17: 2017-2019 BMW localisation plan
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ource: Company data, SWS Research

We expect BMW Brilliance to reach 386k units in 17E (+24.5% YoY), 477k units in 18E
(+23.6% YoY) and 534k units in 19E (+11.9% YoY), driven by ramping up sales of new 5
Series and the launch of the X3.

Fig 18: BWM localisation sales forecast

Model 2013 2014 2015 2016 2017E 2018E 2019E
1 Series 30,000 36,000 48,000
2 Series 14,406 16,000 16,000 16,000
3 Series 58,052 93,935 98,625 97,112 120,000 120,000 100,000
5 Series 125,218 138,481 147,202 143,594 130,000 140,000 150,000
X1 20,826 46,719 41,246 54,914 90,000 100,000 100,000
X3 65,000 120,000
Total sales 204,096 279,135 287,073 310,026 386,000 477,000 534,000
YoY growth 36.8% 2.8% 8.0% 24.5% 23.6% 11.9%

Source: Company data, SWS Research
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Fig 19: BMW China sales, breakdown by product series
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As the product mix will shift to higher ASP models, such as the new 5 Series and X3, we
expect the blended ASP for BBA to cease declining from 18E, with 3.9% YoY growth.

Fig 20: BBA’s blended ASP
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Source: Company data, Autohome, SWS Research

7th-generation 5 Series

The BMW new 5 Series model, released in June 2017 in China, refreshes the series as it
was coming to the end of its previous product cycle. Compared to the previous model,
the new 5 Series made a progress in many aspects, from auto body structure to car link
system, while maintaining a similar selling price. Therefore, the new 5 Series has
generated substantial orders since its official launch, with a waiting period now at
approximately three months.

Audi’s A6L and the Mercedes Benz’s E-class are the two main rivals for the BMW 5 Series.
The BMW models tend to emphasise its sporty credentials, as well as comfort.

Fig 21: Comparable models of BMW 5 series

Model BMW 7th-gen 5 series BMW 6th-gen 5 series Mercedes E-class Audi A6L
MSRP ('000 Rmb) 449.9-663.9 435.6-778.6 422.8-629.8 418.8-746.0
Engine displacement 2.0T/3.0T 2.0T/3.0T 2.0T/3.0T 1.8T/2.5L/3.0T
Max horsepower (Ps) 224/252/340 184/218/245/306 184/245/272 190/204/272/333
Max torque (Nm) 301/350/450 270/310/350/400 300/370/400 250/320/400/440

Please refer to the last page for important disclosures Page 8
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Audi’s A6L and the Mercedes Benz's E-class record monthly sales at a stable 10k units.
Therefore, with capacity ramping up, we expect the total sales of the new 5 Series to reach
140k units in 18E, or monthly sales of 11.7k units.

Fig 22: Monthly sales of competing models of BMW 5 Series

Fig 23: BMW 5 Series China monthly sales forecast
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X3

BMW’s 3rd-geneneration X3 was released in the US in late June 2017. Compared with the
previous version, the new X3 has upgraded LED headlights, assisted driving systems, and a
more aerodynamic body structure. To date, more than 1.5m X3 units have been sold
worldwide, making the vehicle a major success for the carmaker. We expect the new X3 to
extend the model’s popularity further, particularly after production is localised in China.

Please refer to the last page for important disclosures Page 9
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Fig 24: The 3-gen BMW X3 vs its predecessor (front)
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Fig 25: The 3-gen BMW X3 vs its predecessor (rear)

Predecessor

Source: BMW group, SWS Research
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Source: BMW group, SWS Research

New model

Automatic tadgate. |

LED rear lights
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Sports exhaust system
for the BMW X3 M4OI.

At present, the X3 is available only in imported versions in the Chinese market, resulting in
pricing at a much higher level than competing models such as Mercedes’ SUV GLC-Class
and Audi’s Q5. As the manufacturer’s suggested retail price (MSRP) of Mercedes-Benz’s
GLC dropped c.Rmb100k after Mercedes localised production of the GLC via its JV with
BAIC, we expect the localised BMW X3 model, to be launched in mid-2018, will be priced
at a more attractive level for domestic consumers.

Fig 26: Comparable models of BMW X3

Model

MSRP ('000 Rmb)
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Selected version
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Maximum torque speed (rpm)
Max power(kw)
Length*width*height (mm)
Drive mode

Tyre

Power seat memory

GPS

Rearview mirror memory
Panoramic sunroof
Loudspeaker

Headlight

Highbeam

Front fog lamp

Source: Autohome, SWS Research

BMW X3 (Imported)
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184/245/306
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BMW X3 sDrive20i
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2.0T
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270
1250-4500
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4665*1890*1690
FR

225/60 R17
[ ]

[ ]

[ ]

8-9

Xenon
Xenon

Benz GLC (Imported)

496.0-638.0
2.0T
184/211/245
300/350/370
2873

9AT

4WD

GLC 200 4MATIC
(imported)
496

2.0T

184

300
1200-4000
135
4734*%1890*%1603
4WD
235/55/R19
o

L]

o

8-9

LED

LED

Benz GLC
396.0-579.0
2.0T
184/211/245
300/350/370
2873

9AT

4WD

GLC 200 4MATIC

371

2.0T

184

300

1200-4000

135
4661*1889*1664
4WD
235/55/R19

.
8-9
LED
LED

Audi Q5
399.6-525.3
2.0T

230

350

2807

8AT

4WD

Q5 Plus 40 TFSI
(aggressive)
347.7

2.0T

230

350

1500-4200

169
4629%1898*1655
4WD
235/55/R19

L]
10-11
Xenon
Xenon

In recent years, SUVs have gained in popularity among Chinese buyers. The localised
Mercedes GLC and Audi Q5 record monthly sales of approximately 10k units. We expect
the total sales of localised X3 to reach 65k units in 18E and 120k in 19E (+84.6% YoY).

Please refer to the last page for important disclosures Page 10



3 §.‘.’.\!S 24 October 2017 Automobiles| In-depth Company Research

Fig 27: Monthly sales of competing models of BMW X3
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Margin expansion

In January 2016, the firm fired up its new engine plant in Shenyang, with initial capacity of
400k units per year, becoming the only BMW engine plant outside of Europe. At present,
the new engine plant produces the latest-generation 3-cylinder (B38) and 4-cylinder (B48)
BMW TwinPower Turbo engines for use in 1 Series, 2 Series Tourer, 3 Series, 7th-gen 5
Series and X1 models.

Looking forward, as the firm prepares to localise production of the X3, we expect the
plant’s capacity to grow to 600k units in 2017E, while, as a result of rising production, we
see utilisation rate of the firm’s capacity as likely to improve from 20.9% in 2016A to 40.3%
in 17E and 79.5% in 18E.

Fig 28: Production capacity of new engine plant

Year Designed capacity (units) Model Utilisation rate
16A 400,000 2 series tourer, 3 series, X1 20.9%
17E 600,000 1 series, 2 series tourer, 3 series, X1, new 5 series 40.3%
18E 600,000 1 series, 2 series tourer, 3 series, X1, new 5 series, X3 79.5%
19E 600,000 1 series, 2 series tourer, 3 series, X1, new 5 series, X3 89.0%

Source: Company data, SWS Research

Fig 29: Launch plan of localised engines

Model Time Engine type Engine displacement  Max horsepower (Ps)
1 series Feb-17 B38A15C/B48A20C/B48A20D 1.5T/2.0T 136/192/231

2 series Tourer Mar-17 B38/B48A20A 1.5T/2.0T 136/192

3 series Oct-17 B38B15C/B48B20C/B48B20D 1.5T/2.0T 136/182/252

5 series Jun-17 B48B20D 2.0T/3.0T 224/252/340

X1 May-17 B38A15C/B48A20C/B48A2000 1.5T/2.0T 136/192/231

X3 1H18 B48 2.0T/3.0T 224/252/340

Source: Company data, Autohome, SWS Research

Compared with imported vehicles, we expect the localisation of engine production to lead
to cost savings and notable margin expansion.

Mercedes’ JV with BAIC, Beijing Benz Automotive Company (BBAC), experienced
significant margin expansion since 2015, after the company localised production of the
M270, M274 and M276 engines.

Fig 30: Launch plan of Mercedes Benz localised engines

Model Time Platform Engine type Engine displacement
Cclass Jul-14 MRA M274 1.6T/2.0T

E class Aug-16 MRA M274/M276 2.0T/3.0T

GLA Apr-15 MFA M270 1.6T/2.0T

GLC Nov-15 MRA M274 2.0T

GLK 2012-2015 MRA M274 2.0T/3.0L

Please refer to the last page for important disclosures Page 11
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Note: MRA represents Mercedes Rear-wheel-drive Architecture; MFA represents Mercedes Front-wheel-drive Architecture

Source: Company data, Autohome, SWS Research

We note the related party transaction, regarding sales of goods and services from Daimler
(DAI:GR) to BBAC, decreased significantly since 2015, which we believe was mainly due to
the localisation of engine production. The related transaction per vehicle of BBAC dropped
from €14.4k in 2014 to €8.9k in 1H17 by 38.3%, and BBAC recorded a corresponding
improvement in gross margin, from 20.6% in 2014 to 32.2% in 1H17.

Fig 31: Unit related party transaction from Daimler to BBAC Fig 32: Gross margin of BBAC
16,000 - (€) 0% 35%
30%
12,000 -5%
25%
8,000 -10%  20%
15%
4,000 -15%
10%
0 20% %
2013 2014 2015 2016 1H17
0%
Related party transaction per vehicle Y 0Y growth (RHS) 2014 2015 2016 1H17
Source: Company data, SWS Research Source: Company data, SWS Research

We estimate the cost of engines for BBAC was c.Rmb30k-40k, with a localisation ratio of
¢.40%, but that full localisation of engine production allowed a cost saving of Rmb5k per
unit, primarily due to import tariff and value-added tax savings.

With a similar cost structure, we believe BBA will experience an expansion of margins as
its engines are increasingly sourced from local plants in 17-19E. Therefore, we expect BBA’s
gross margin to pick up from 21.5% in 16A to 22.4% in 17E, 24.0% in 18E and 24.7% in 19E.

Fig 33: Gross margin forecast of BBA

25%
24%
23%
22%
21%
20%

19%
2014 2015 2016 2017E 2018E 2019E

Source: Company data, SWS Research

With better sales and higher prices, we believe the 5 Series and X3 models will enjoy higher
gross margin. Furthermore, as engine production is localised, we expect gross margin for
new 5 Series to improve from 22% in 16A to 23% in 17E, before climbing to 27% in 18E, as
economies of scale and narrowing retail discounts backed by strong demand begin to take
effect. We expect X3 gross margin to reach 25% in 18E and 27% in 19E, as the firm’s new
capacity ramps up.

As 3 Series will reach the end of its current product cycle in 2018 and the new 3 Series
model is scheduled for launch in 2019, we anticipate a widening retail discount for the 3
Series in 18E, placing the series’ profitability under pressure, before recovering in 19E.

Please refer to the last page for important disclosures Page 12
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The new X1 model was launched in 3Q16, and we see the model as likely to increase in
profitability as localised engine production reduces costs; we forecast gross margin for the
model will be lifted 2ppts YoY to 23% in 17E.

However, we highlight our conservative view on sales of 1- and 2- Series models, limiting
potential margin improvement and we forecast gross margin for the two models as
remaining at ¢.18% in 17-19E.

Fig 34: Gross margin forecast, by model

Model 2014 2015 2016 2017E 2018E 2019E
1 series 18% 18% 18%
2 series 18% 18% 18% 18% 18%
3 series 23% 22% 21% 22% 20% 21%
5 series 25% 22% 22% 23% 27% 27%
X1 20% 20% 21% 23% 23% 22%
X3 25% 27%
Blended GPM 23.8% 21.7% 21.5% 22.4% 24.0% 24.7%

Source: Company data, SWS Research

Cooperation with Renault

Brilliance China mainly manufactures and sells several minibus and MPV models through
its 60.9% owned subsidiary, Shenyang Brilliance JinBei Automobile, in China. The key
models include mid- to low-end minibus brand of Haise and Granse and premium MPV
brand of Huasong, which was officially launched at the end of 2014.

In the past five years, Shenyang JinBei has reported deepening loss, due to weak brand
recognition and worse-than-expected Huasong sales. Shenyang JinBei sold 33.6k units of
minibuses and MPVs in 1H17, with 6.6% YoY growth. However, profit from operating
activities remains negative in the past few years, and operating loss reached Rmb699mn
in 1H17, given impairment loss of Rmb350mn from Huasong.

We note Brilliance China has been seeking for further cooperation since 2016, to
turnaround its minibus operation over time. On June 4, 2017, Brilliance China and Renault
entered into a Framework Cooperation Agreement, regarding the disposal and purchase
of equity interest in Shenyang JinBei.

Brilliance China will acquire the 39.1% of Shenyang Brilliance JinBei from Shenyang JinBei
Automotive (600609:CH) through its wholly owned subsidiary, after which it will sell a 49%
stake in the now wholly owned unit to Renault, retaining a 51% interest. Upon the
completion of transaction, Brilliance China and Renault will raise registered capital of
Shenyang JinBei to a total of Rmb1.5bn.

Fig 35: Shareholder structure of Shenyang Brilliance Jinbei

Brilliance China Brilliance China

Shengyang Jinbei

Automotive R Automotive
R . Automotive . .. Renault
Holdings Limited (600609 CH) Holdings Limited
(1114 HK) (1114 HK)
60.9% 39.1% 51.0% 49.0%
Shenyang Brilliance Jinbei Automobile Co.Ltd. Shenyang Brilliance Jinbei Automobile Co.Ltd.

Source: Company data, SWS Research

Renault is the largest light commercial vehicle (LCV) maker in Europe, which has
sophisticated experiences in management and developing electric LCV models. Renault

Please refer to the last page for important disclosures Page 13




=—3 §.‘.’.\!s 24 October 2017 Automobiles| In-depth Company Research

also has a proven track record of exploring partners with other auto makers in LCV market,
including Nissan, Daimler Europe, General Motors Europe and Fiat Europe. By cooperating
with Renault, Brilliance is likely to turnaround the minibus operations.

We view cooperation with Renault as a critical move for Brilliance China, as we believe
the company’s minibus business will benefit substantially from the cooperation with the
leading producer. In the near-term, the reduced equity interest in Shenyang JinBei will
help reduce the negative impact on Brilliance China’s bottom line. In the long-term, we
expect Shenyang JinBei to increase in competitiveness, thanks to Renault’s technology,
design and management expertise in the LCV segment. Although we conservatively
forecast an operating loss of Rmb1.1bn in 17E, narrowing to losses of Rmb674m in 18E
and Rmb618m in 19E, we highlight our expectation of recovering minibus sales and a
heightened possibility of a turnaround in next 2-3 years with Renault’s help.

Fig 36: Brilliance China operating loss forecast
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Source: Company data, SWS Research

Financial analysis

Brilliance China operates two main entities, Shenyang JinBei, which, as the only fully
consolidated subsidiary contributes the firm’s revenue but is lossmaking at present; and
BBA, accounted for under the equity method and contributing the majority of the firm’s
profit.

We expect Brilliance China to generate revenue of Rmb5.2bn in 17E (+0.7% YoY),
Rmb5.2bn in 18E (+1.2% YoY) and Rmb5.4bn in 19E (+4.2% YoY), given weak minibus sales
forecast.

We expect the Brilliance’s operating loss to narrow from Rmb1.1bn in 17E to Rmb674mn

in 18E and Rmb618mn in 19E, on the assumption that it records no further impairment
losses in 18E and 19E.

Please refer to the last page for important disclosures Page 14
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Fig 37: Brilliance China’s total revenue forecast Fig 38: Brilliance China’s operating profit forecast
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Primarily driven by a resurgent product cycle from BMW and rising blended ASP, we
forecast BBA to generate total revenue of Rmb113.4bn in 17E (+18.7% YoY), Rmb145.6bn
in 18E (+28.4% YoY) and Rmb167.9bn in 19E (+15.3% YoY). Meanwhile, we also see firm-
wide gross margin improving, as production of the firm’s engines is localised, and we thus
forecast net profit for BBA of Rmb10.8bn in 17E (+34.6% YoY), Rmb16.1bn in 18E (+49.5%
YoY) and Rmb19.7bn in 19E (+22.5% YoY). This translates into a contribution to Brilliance
China’s bottom line of Rmb5.4bn in 17E, Rmb8.0bn in 18E and Rmb9.9bn in 19E.

: BBA’s total revenue forecast Fig 40: BBA’s net profit attributable to Brilliance China
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Source: Company data, SWS Research Source: Company data, SWS Research

Following price cuts for BMW models in 2015, BBA’s 15A operating margin dropped to
11.2% from 15.6% in 14A. However, given improving utilisation rate of the firm’s major
plants, localised production of engines and a reduced ratio of selling expenses to revenue,
we forecast BBA’s operating margin to rise from 11.2% in 16A to 12.4% in 17E, 14.0% in
18E and 14.7% in 19E, and operating profit of Rmb14bn in 17E (+30.9% YoY), Rmb20.4bn
in 18E (+45.6% YoY) and Rmb24.7bn in 19E (+21.0% YoY).
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Fig 41:BBA’s operating margin Fig 42: BBA’s operating profit forecast
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Overall, we forecast Brilliance China’s net profit to reach Rmb5.0bn in 17E (+36.1% YoY),
Rmb7.8bn in 18E (+56.6% YoY) and Rmb9.7bn in 19E (+23.3% YoY). This translates into
the basic EPS of Rmb0.99 in 17E (+36.1% YoY), Rmb1.56 in 18E (+56.6% YoY) and Rmb1.92
in 19E (+23.3% YoY).

Fig 43: Brilliance China’s net profit forecast
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We expect total debt to increase to Rmb1.4bnin 17E (+5.0% YoY), Rmb1.5bn in 18E (+10.0%
YoY) and Rmb1.6bn in 19E (+5.0% YoY), to satisfy the firm’s planned increase in
investment in its minibus segment, especially after agreeing to cooperation with Renault.
However, as equity will also grow rapidly, we see the firm’s debt-to-equity ratio as likely
to decline, from 5.9% in 16A to 5.2% in 17E, 4.6% in 18E and 3.9% in 19E.
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Fig 44:Brilliance China’s short-term debt : Brilliance China’s debt-to-equity ratio
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We forecast Brilliance China’s operating cash outflow to decline from Rmb9.8bn in 16A to
Rmb9.3bn in 17E, Rmb7.0bn in 18E and Rmb4.6bn in 19E, mainly driven by narrowing
operating loss.

Fig 46: Brilliance China’s operating cash flow forecast
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Valuation

Given strong BWM cycle and recovering minibus segment, we apply a 15x 18E PE multiple,
at approximately the lower bound of the normal range seen among global peers during a
product upcycle, of 15x-20x. We derive a target price of HK$27.80.

Fig 47: Comparable peers

Code o Rating Tar(g:;g)rice (';I:bc::) T:; income (Rm:;nE)

1114 HK Brilliance BUY 27.80 93 5,011 7,848 56.6% 17.9 12.0 3.3 2.7
175 HK Geely Hold 21.00 196 9,035 12,155 34.5% 21.4 16.0 6.0 4.6
2333 HK GWM BUY 13.60 105 6,964 8,960 28.7% 11.9 9.1 1.6 14
1958 HK BAIC NA NA 58 5,437 7,100 30.6% 10.8 8.1 13 1.2
2238 HK GAC NA NA 159 10,224 12,249 19.8% 11.3 9.5 2.1 1.8
489 HK DFG NA NA 79 13,548 14,051 3.7% 5.8 5.6 0.7 0.6
1211 HK BYD Outperform 54.00 178 4,736 6,846 44.6% 35.5 24.7 3.1 2.8
Industry 16.4 12.2 2.6 2.2

Source: Bloomberg, SWS Research

Although, held against its five-year average, Brilliance is trading at a demanding PE
valuation, we view the relative method is the most appropriate to value original
equipment manufacturers (OEMs), and we see Brilliance in particular as likely to benefit
from a transformative change in its earnings from the localisation of engine production,
offering an opportunity to re-rate - we forecast earnings growth of 57% YoY in 18E, and
as such, see our conservative 15x 18E PE valuation as reasonable given the c.25% YoY
growth in earnings offered by the broader auto sector.

Our application of a conservative multiple, compared with the 15-20x multiple enjoyed
by peers during their respective upcycles, reflects our recognition of market concerns over
the firm’s minibus segment. However, we expect losses from the business to moderate in
coming years as it books reduced impairment losses from 18E and due to the closer
partnership with Renault. As a result, we believe the market underestimates the company.
With 28.7% upside to our target price, we initiate coverage with a BUY rating.

Fig 48: Forward PE ratio
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Appendix

Name Position Experience

Wu Xiao An Chairman Mr. Wu Xiao An, aged 55, has been the chairman of the Board since 18th June, 2002 and executive director since 11th January, 1994.
Mr. Wu has over 22 years of experience in the automotive industry and is primarily responsible for the overall strategic planning
and business development of the Group. He was the vice chairman and the chief financial officer of the Company from January 1994
to June 2002. He has been a director of Huachen since October 2002, the chairman of BMW Brilliance since May 2003, and the
chairman of BBAFC since April 2015. He was a director of Shenyang Automotive from January 1994 to August 2016. From 1988 to
1993, he was the deputy manager of the Bank of China, New York Branch. Currently, Mr. Wu is the chairman of the board of directors
of Power Xinchen (stock code: 1148). In March 2011, Mr. Wu was appointed as a director and in April 2012 designated as an
executive director of Power Xinchen.

Qi Yumin President, Mr. Qi Yumin, aged 58, has been an executive director, the president and the chief executive officer of the Company since 6th
executive director January, 2006. Mr. Qi was the chairman and president of Huachen during the period from December 2005 to January 2016 and has
& CEO served as the chairman of Huachen since January 2016. Since November 2006, Mr. Qi has been a director of BMW Brilliance. He was

the chairman and a director of Shenyang Automotive from January 2006 to August 2016. From 1982 to 2004, Mr. Qi held various
positions in Dalian Heavy Industries Co., Ltd., including chairman and general manager. From October 2004 to December 2005, he
was the vice mayor of Dalian municipal government. He was qualified as a senior engineer (professor level) by the Personnel
Department of Liaoning Province in December 1992. Since April 2009, Mr. Qi has been appointed as the chairman and a director of
Shanghai Shenhua (stock code: 600653). Mr. Qi was a director of Power Xinchen from November 2011 to September 2016, and the
chairman of the board and a director of JinBei (stock code: 600609) from May 2009 to August 2016.

Qian Zuming Executive director Mr. Qian Zuming, aged 54, has been an executive director of the Company since 12th September, 2016. Mr. Qian has been the chief
&CFO financial officer of the Company since 1st July, 2008. He has around 34 years of experience in finance and accounting practice. Mr.
Qian has been appointed as an assistant to the president of Huachen since December 2009. Mr. Qian has been a director of Shenyang
Automotive since January 2010 and a director of BBAFC since March 2017. From 1982 to 1996, Mr. Qian was the deputy section
head of the finance section of Shanghai Maritime Bureau of Ministry of Transport. From 1996 to 1998 and from 1998 to 2000, he
was the finance manager of Shanghai Tai Li Shipping Co., Ltd. and Shanghai Xiao Song Packaging Machinery Co., Ltd.), respectively.
From January 2006 to March 2007, Mr. Qian was the chief financial officer of Shanghai Hua Sheng Group Co., Ltd. Since August 2016,
Mr. Qian has been appointed as a director of Shanghai Shenhua.

Zhang Wei Executive director  Mr. Zhang Wei, aged 43, has been an executive director of the Company since 12th September, 2016. Mr. Zhang has been a director
of SJAI, a subsidiary of the Company, since June 2014. Mr. Zhang joined Huachen in 2003 and has since held various positions in
Huachen, including but not limited to senior project manager of assets operation department, secretary of president, division leader
of human resources department, deputy manager of administrative office and assistant to president. Mr. Zhang has been the
secretary of the board of directors of Huachen since March 2016. From July 1996 to February 1997, and from February 1997 to
January 2003, Mr. Zhang was a specialist of import and export department and a project manager, respectively, of Liaoning Branch
of China Metallurgical Import and Export Company. Since August 2016, Mr.Zhang has been appointed as a director of Shanghai
Shenhua.

Source: Company data, SWS Research

Fig 50: Brilliance China’s shareholder structure
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Company financials

Consolidated income statement

Rmbm 2015 2016E 2017E 2018E 2019E
Revenue 4,863 5,125 5,163 5,223 5,442
Cost of Sales 4,655 4,954 4,905 4,962 5,115
Gross Profit 208 172 258 261 326
Other Income 81 82 83 84 87
Distribution expenses 547 612 594 601 599
Administrative expenses 394 383 813 418 435
EBITDA 3,530 3,644 4,749 7,892 9,661
EBIT 3,391 3,504 4,568 7,622 9,489
Finance Costs 147 133 125 135 145
Profit before tax 3,325 3,425 4,493 7,552 9,424
Income tax expense 45 36 45 76 94
Minority interests (214) (293) (563) (371) (347)
Profit for the year 3,495 3,682 5,011 7,848 9,677

Source: SWS Research

Consolidated Balance Sheet

Rmbm 2015 2016E 2017E 2018E 2019E
Current Assets 7,175 7,009 7,283 7,999 8,607
Bank balances and cash 1,071 941 1,040 1,519 1,932
Trade and other receivables 1,757 1,880 1,940 2,029 2,052
Inventories 1,211 1,104 1,152 1,230 1,328
Other current assets 3,136 3,084 3,151 3,221 3,295
Long-term investment 657 633 633 633 633
PP&E 2,042 2,250 2,577 2,906 3,249
Intangible and other assets 17,198 21,150 24,923 30,544 37,881
Total Assets 27,072 31,043 35,416 42,082 50,371
Current Liabilities 7,872 8,323 8,465 8,584 8,755
Borrowings 1,585 1,325 1,391 1,530 1,607
Trade and other payables 5,195 5,654 5,725 5,687 5,771
Other current liabilities 1,092 1,343 1,349 1,366 1,377
Long-term liabilities 137 122 122 122 122
Total Liabilities 8,009 8,444 8,587 8,706 8,877
Minority Interests (832) (1,125) (1,254) (1,534) (1,836)
Shareholder Equity 19,064 22,599 26,830 33,377 41,494
Share Capital 396 397 397 397 397
Reserves 19,500 23,327 27,687 34,514 42,933
Equity attributable 19,896 23,724 28,083 34,911 43,330
Total Liabilities and equity 27,072 31,043 35,416 42,082 50,371

Source: SWS Research
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Cash Flow Statement

Rmbm

Profit before taxation 3,325 3,425 4,493 7,552 9,424
Plus: Depreciation. and amortisation 181 270 172 183 194
Finance cost 147 133 125 135 145
Losses from investments 0 0 0 0 0
Change in working capital (524) (413) (37) (204) (38)
Others (4,165) (4,399) (5,684) (8,361) (10,188)
CF from operating activities (1,035) (985) (932) (695) (463)
CAPEX (606) (480) (527) (534) (556)
Other CF from investing activities 967 1,595 2,063 2,559 2,556
CF from investing activities 361 1,114 1,535 2,026 2,000
Equity financing 0 0 0 0 0
Net change in liabilities 651 170 17 44 3
Dividend and interest paid (592) (617) (526) (885) (1,113)
Other CF from financing activities 493 135 0 0 0
CF from financing activities 553 (312) (510) (841) (1,110)
Net cash flow (122) (182) 94 489 427

Source: SWS Research

Key Financial Ratios

2015 2016E 2017E 2018E 2019E
Ratios per share (RMB)
Earnings per share 0.70 0.73 0.99 1.56 1.92
Diluted earnings per share 0.69 0.73 0.99 1.56 1.92
Operating CF per share (0.20) (0.19) (0.18) (0.14) (0.09)
Dividend per share 0.09 0.09 0.13 0.20 0.25
Net assets per share 3.79 4.49 5.33 6.63 8.24
Key Operating Ratios(%)
ROIC (2.99) (2.93) (3.58) (1.83) (1.36)
ROE 18.33 16.29 18.68 23.51 23.32
Gross profit margin 4.28 3.35 5.00 5.00 6.00
EBITDA Margin 72.60 71.10 91.98 151.10 177.54
EBIT Margin 69.73 68.38 88.47 145.94 174.39
Growth rate of Revenue(YoY) (11.82) 5.39 0.74 1.16 4.19
Growth rate of Profit(YoY) (35.32) 5.36 36.08 56.62 23.31
Debt-to-asset ratio 29.58 27.20 24.24 20.69 17.62
Turnover rate of net assets 0.26 0.23 0.19 0.16 0.13
Turnover rate of total assets 0.18 0.17 0.15 0.12 0.11
Effective tax rate (%) 1.34 1.05 1.00 1.00 1.00
Dividend yield (%) 0.49 0.51 0.70 1.10 1.36
Valuation Ratios (X)
P/E 31.1 29.5 21.7 13.9 11.2
P/B 5.7 4.8 4.1 33 2.6
EV/Sale 22.5 214 21.2 21.0 20.1
EV/EBITDA 31.0 30.0 23.0 13.9 11.3

Source: SWS Research
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves
as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any
third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the
group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making
activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company
serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation reviewed or (iv)
do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market trends
of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, etc. by
issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications, the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the
sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up explanations
if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report.
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Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the
Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used
in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service
marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the
Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within
Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant
Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or any
of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and
Futures Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore
recipients of the report are to contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect of
any matters arising from, or in connection with, the report.
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