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BMW to Raise Stake in Brilliance BMW JV to 75%
TG R T A N T R T £ 75%

® BMW AG (BMW GR) to raise stake in Brilliance BMW JV to 75%, according to a statement from BMW
AG. The consideration for the additional 25% stake holding is expected to be EUR 3.6 billion (equivalent to
approximately RMB 28.8 billion). The price is approximately 7.4x forward PER, which is fair in our view (see
Table-1). The deal is expected to be completed in 2022, the first year that the shareholding limits will be fully
relaxed. Further, the terms of the joint venture are to be extended to 2040 from 2028.
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® The transaction will have heavy financial impact on Brilliance China (01114 HK or the "Company"). The
Company's performance relied heavily on the results of the JV, BMW Brilliance. With the Company's current
50% stake in BMW Brilliance, their share of profit from the JV represented more than 100% of the Company's
overall results in the past, as the Company's self-owned brands have been loss making, and is expected to
remain so. Therefore, if Brilliance China's stake in the JV is reduced from 50% to 25%, we expect that their
share of the JV results will reduce approximately 50%. For this transaction, the Company could generate a
one-off disposal gain of about RMB 16.7 million (See Table-2 and Table-3).

® Brilliance China’s long-term value impaired. The sale of the additional stake holding to BMW AG was widely
expected since July and was confirmed during the 1H18 results briefing. We believe that YTD stock price
performance has largely reflected the negative impact of the expected transaction, which fell 48.0% YTD.
Despite still having a few years before the new shareholder structure becomes effective, one thing is sure is that
the long-term value of the listed company will be significantly reduced. The management of the Company is
aiming to achieve breakeven for self-owned business within three years; however, we believe that this is still
hard to predict with new model collaboration with Renault yet to be confirmed. So, we believe that even with the
new business venture with Renault, the Company will struggle to compensate for the loss resulting from the
reduction in stake holding in BMW Brilliance JV. The Company halted trading this morning (11 Oct. 2018)
pending the publication of an announcement on this major transaction. The Company’s peers were all
significantly down this morning, especially BAIC Motor (01958 HK) due to its JV with Mercedes-Benz. We
believe that the market should be expecting more deals to follow after the announcement of this transaction. We
will update our Company Report upon any announcement of the details of this transaction.
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Table-1: Valuation Comparison

Valuation multiples Transaction BMW AG DAI AG 1114 HK
Trailing PBR (x) 24 0.9 0.9 1.6
2017 PER (x) 11.0 5.7 6.1 8.5
2018 PER (x) 7.4 7.1 6.3 7.1
Source: the Company, Bloomberg, Guotai Junan International.
Note: Multiples based on 10 Oct. 2018 closing.
Table-2: Brilliance China Key Financial Summary
Financial (RMB mn) 1H18A 2017A 2018F 2019F 2020F
Profit and loss
Revenue 2,287 5,305 4,094 3,221 2,568
Gross profit 157 186 143 113 90
Share of result of BMW Brilliance 3,677 5,233 7,818 9,411 11,081
Profit attributable to equity holders 3,566 4,376 7,447 8,715 10,273
Balance sheet
Net asset of the Company 30,004 26,700 30,922 36,081 42,099
Net asset of BMW Brilliance (100%) 48,344 43,188 56,791 73,178 92,480
Source: the Company, Guotai Junan International.
Table-3: Financial Impact based on 2018 to 2020 Forecasts
Changes in financials 2018F 2019F 2020F
Share of result of BMW Brilliance (RMB mn) (3,908.76) (4,705.70) (5,540.27)
% 50% 50% 50%
Profit attributable to equity holders (RMB mn) (3,908.76) (4,705.70) (5,540.27)
% 52% 54% 54%
One-off gain on disposal RMB mn
Consideration 28,776
Net asset purchased 12,086
Gains / (losses) 16,690

Source: the Company, Guotai Junan International.

Note: The gain represents one-off disposal gain on the 25% stake on Brilliance BMW JV, before any marked to market adjustment on assets and liabilities.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate 1S Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce YadE Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell SEH Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark:  Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Outperform Mg R Relative Performance>5%;
or the fundamental outlook of the sector is favorable.

Neutral e Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform kNl Relative Performance<-5%;
Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT (02886 HK),VALUE A SHARE (03095
HK),CAM SCSMALLCAP (03157 HK),MR CSI300 ETF-R (CNY) (83127 HK),Guotai Junan and its group companies do not hold equal to
or more than 1% of the market capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have had investment banking relationships with BAIC Motor- H shares (01958 HK) mentioned in
this Research Report within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research 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
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2018 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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