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Li Auto Inc. (LI US)

4Q23 earnings preview: NP to be flat QoQ

We expect Li Auto’s 4Q23E net profit to rise 2% QoQ to RMB 2.9bn, or a net
profit of RMB 21,850 per vehicle. We lower our FY24E net profit by 14% to RMB
12.6bn amid a prolonged price war. We are of the view that its current valuation

of 16x our FY24E P/E is attractive given Li Auto’s growth potential and profitability.

We expect 4Q23E net profit to be RMB 2.9bn. We project Li Auto’s vehicle
average selling price (ASP) to fall by about RMB 13,000 (or 4%) QoQ to RMB
306,000 in 4Q23E amid heavier discounts. We also project its vehicle gross
margin to narrow 1 ppt QoQ to 20.2% in 4Q23E, as we estimate that about
75% of the sales incentives in 4Q23 could be absorbed by the automaker’'s
cost reduction efforts amid greater economies of scale and declining raw-
material prices. Accordingly, we estimate its overall gross margin to also
narrow 1 ppt to 21.0% in 4Q23E. Forecasting R&D and SG&A expenses in
4Q23E could be more difficult, as the automaker has accelerated its R&D
spending. Li Auto increased its humber of showrooms by 106 in 4Q23, the
fastest pace in history. We project its R&D and SG&A combined to account
for 15.1% of 4Q23E revenue, 0.4 ppt lower than 3Q23.

FY24E outlook. We maintain our FY24E full-year sales volume at 0.61mn
units but lower the vehicle ASP by 3% amid rising discounts. We project its
gross margin to narrow by 0.7 ppt YoY to 20.7%, reflecting the stiffer
competition for Li Auto. We expect such margin deterioration to be offset by a
lower ratio for SG&A expenses. Accordingly, we expect Li Auto’s net profit to
rise by 41% YoY to RMB 12.6bn in FY24E, 14% lower than our prior forecast.
Our estimates imply a net profit per vehicle of RMB 20,600 in FY24E, about
RMB 3,200 lower than our forecast for FY23E.

Leading brand in the premium segment. Based on the data we have
compiled, retail sales volume for SUVs and MPVs priced above RMB 300,000
surged 35% YoY to about 3mn units in 2023. Li Auto surpassed BMW and
Mercedes to become the best-selling brand in this segment with market share
of almost 13% in China in 2023. We expect such segment to continue

expanding and Li Auto to continue grabbing share from foreign brands in 2024.

Valuation/Risks. We lower our target price from US$ 50.00 to US$ 45.00, still
based on 25x our revised FY24E P/E. Key risks to our rating and target price
include shower autonomous driving development, lower sales and or/gross
margin than our expectation, as well as a sector de-rating.

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (RMB mn) 27,010 45,287 123,635 190,320 254,600
YoY growth (%) 186 68 173 54 34
Net income (RMB mn) (321) (2,012) 8,926 12,551 17,399
EPS (RMB) 0.2) (1.0) 4.6 6.3 8.7
YoY growth (%) N/A N/A N/A 40.6 38.6
P/S (x) 6.4 4.3 1.6 11 0.8
P/E (x) N/A N/A 22.8 16.3 11.9
P/B (x) 4.2 4.4 3.7 3.0 24
ROE (%) (0.9) 4.7) 17.9 20.3 22.4
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1: Quarterly results

RMB mn 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23E YoY QoQ
Sales volume (units) 31,716 28,687 26,524 46,319 52,584 86,533 105,108 131,805 184.6% 25.4%

ASP (RMB) 301,489 304,410 352,220 381,050 357,277 331,119 329,941 314,978 -17.3% -4.5%

Revenue 9,562 8,733 9,342 17,650 18,787 28,653 34,679 41,516 135.2% 19.7%
Gross profit 2,164 1,878 1,182 3,566 3,830 6,235 7,644 8,721 144.5% 14.1%
R&D expenses (1,374)  (1,532)  (1,804)  (2,070) @ (1,852)  (2,426)  (2,817)  (3,266) 57.8% 15.9%
SG&A expenses (1,203) (1,325) (1,507) (1,630) (1,645) (2,309) (2,544) (2,986) 83.2% 17.4%
Operating profit (413) (978) (2,130) (134) 405 1,626 2,339 2,575 N/A 10.1%
Net profit (11) (618) (1,640) 257 930 2,293 2,823 2,880 1021.0% 2.0%

Gross margin 22.6% 21.5% 12.7% 20.2% 20.4% 21.8% 22.0% 21.0% 0.8ppt  -1.0 ppt
Operating margin -4.3% -11.2% -22.8% -0.8% 2.2% 5.7% 6.7% 6.2% 7.0 ppt -0.5 ppt
Net margin -0.1% -7.1% -17.6% 1.5% 4.9% 8.0% 8.1% 6.9% 5.5 ppt -1.2 ppt

Source: Company data, CMBIGM estimates

Figure 2: Earnings revision

New (o][] Diff (%)
(RMB mn) FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 123,635 190,320 254,600 & 123,147 196,350 264,450 0.4% -3.1% -3.7%
Gross profit 26,431 39,462 51,057 26,408 42,651 54,698 0.1% -7.5% -6.7%
Operating profit 6,946 10,752 16,543 7,083 13,189 20,231 -1.9% -18.5% -18.2%
Net profit 8,926 12,551 17,399 9,045 14,514 20,796 -1.3% -13.5% -16.3%
Gross margin 21.4% 20.7% 20.1% 21.4% 21.7% 20.7% -0.1 ppt -1.0 ppt -0.6 ppt
Operating margin 5.6% 5.6% 6.5% 5.8% 6.7% 7.7% -0.1 ppt -1.1 ppt -1.2 ppt
Net margin 7.2% 6.6% 6.8% 7.3% 7.4% 7.9% -0.1 ppt -0.8 ppt -1.0 ppt

Source: CMBIGM estimates

Figure 3: CMBI estimates vs consensus

CMBIGM Consensus Diff (%)

(RMB mn) FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 123,635 190,320 254,600 | 122,378 199,166 270,529 1.0% -4.4% -5.9%

Gross profit 26,431 39,462 51,057 26,210 42,293 58,586 0.8% -6.7% -12.9%
Operating profit 6,946 10,752 16,543 6,654 12,432 20,565 4.4% -13.5% -19.6%
Net profit 8,926 12,551 17,399 9,276 14,279 22,002 -3.8% -12.1% -20.9%
Gross margin 21.4% 20.7% 20.1% 21.4% 21.2% 21.7% 0.0 ppt -0.5 ppt -1.6 ppt
Operating margin 5.6% 5.6% 6.5% 5.4% 6.2% 7.6% 0.2 ppt -0.6 ppt -1.1 ppt
Net margin 7.2% 6.6% 6.8% 7.6% 7.2% 8.1% -0.4 ppt -0.6 ppt -1.3 ppt

Source: Bloomberg, CMBIGM estimates
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E

Revenue 27,010 45,287 123,635 190,320 254,600 Profit before taxation (153) (2,159) 9,528 14,056 20,288

Cost of sales (21,248) (36,496) (97,204) (150,858) (203,543) Depreciation/amortization 590 1,214 2,393 4,042 5,825

Gross profit 5761 8,790 26,431 39,462 51,057 Change in working capital 6,565 5,035 29,050 15,304 26,307
Others 1,338 3,290 912  (221) (1,641)

R&D exp. (3,286) (6,780) (10,361) (16,014) (19,074) Net cash from operating 8,340 7,380 41,884 33,181 50,778

SG&A exp. (3,492) (5,665) (9,484) (13,247) (16,040)

Operating profit (1,017) (3,655) 6,946 10,752 16,543 Capex (3,445) (5,128) (9,650) (11,200) (12,200)
Others (813) 763 (26,000) (4,600) (8,600)

Net finance costs 150 494 678 905 1,337 Net cash from investing (4,257) (4,365) (35,650) (15,800) (20,800)

Investment income 527 376 990 1,484 1,588

Other non-oper exp. 187 626 915 915 820 Share issuance 11,006 2,469 9 12 15

Pre-tax profit (153) (2,159) 9,528 14,056 20,288 Net borrowings 170 3,080 (2,276) (890) (757)
Others 5,533 90 - - -

Tax (169) 127 (572) (1,406) (2,739) Net cash from financing 16,710 5,639 (2,267) (878)  (742)

Discontinued operations - - - - -

Accr. on preferred shares - - - - - Net changein cash 20,793 8,655 3,967 16,503 29,236

Net profit (321) (2,012) 8,926 12,551 17,399 Cash at beginning of the year 10,173 30,493 40,418 44,385 60,889
FX & discontinued operations 472) 1,270 - - -
Cash at the end of the year 30,493 40,418 44,385 60,889 90,125

Balance sheet Key ratios

YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E YE 31 Dec FY21A FY22A FY23E FY24E FY25E

Current assets 52,380 66,992 99,841 126,854 167,154 Sales mix (%)

Cash & equivalents 27,854 38,478 41,885 57,889 86,625 Vehicle sales 96.7 97.4 97.3 96.8 96.7

Account receivables 121 48 677 1,043 1,395 Other sales & services 3.3 2.6 2.7 3.2 3.3

Inventories 1,618 6,805 9,321 14,466 16,730

Other current assets 22,788 21,661 47,957 53,457 62,405 Growth (%)
Revenue 185.6 67.7 173.0 53.9 33.8

Non-current assets 9,468 19,545 31,408 40,679 49,870 Gross profit 271.9 52.6 200.7 49.3 29.4

PP&E 4,498 11,188 18,247 25,121 31,173 Operating profit N/A N/A N/A 54.8 53.9

Intangibles 751 833 951 1,102 1,234 Net profit N/A N/A N/A 40.6 38.6

Right-of-use assets 2,061 3,539 6,070 6,398 6,908

Other non-current assets 2,157 3,986 6,139 8,058 10,555 Profit & loss ratio (%)

Total assets 61,849 86,538 131,248 167,534 217,024 Gross margin 21.3 19.4 21.4 20.7 20.1
Operating margin (3.8) (8.1) 5.6 5.6 6.5

Current liabilities 12,108 27,373 60,316 80,214 107,377 Net profit margin 1.2) (4.4) 7.2 6.6 6.8

Bank borrowings 37 391 848 734 -

Account payables 9,376 20,024 47,936 61,996 83,648 Balance sheet ratio

Current deferred revenue 305 569 1,206 2,177 3,475 Net cash (debt)/total equity (x) 1.1 1.1 1.4 1.5 1.6

Other current liabilities 2,390 6,388 10,325 15,307 20,255 Current ratio (x) 4.3 2.4 1.7 1.6 1.6
Receivable turnover days 2 0 2 2 2

Non-current liabilities 8,676 13,979 15,560 18,328 22,215 Inventory turnover days 28 68 35 35 30

Bank borrowings 563 3,317 669 (65) (65) Payable turnover days 161 200 180 150 150

Lease liabilities 1,370 1,946 3,663 4,018 4,500

Other non-current liabilities 6,744 8,716 11,228 14,375 17,780 Profitability (%)

Total liabilities 20,785 41,352 75,875 98,542 129,592 ROE (0.9) 4.7) 17.9 20.3 22.4
ROA 0.7) 2.7) 8.2 8.4 9.0

Mezzanine equity - - - - -

Share capital 1 1 1 1 1 Per share data (RMB)

Reserves 41,063 44,857 55,014 68,533 86,823 EPS 0.17) (1.04) 4.55 6.35 8.71

Shareholders' equity 41,064 44,859 55,015 68,535 86,824 DPS N/A N/A N/A N/A N/A

Total equity and liabilities 61,849 86,538 131,248 167,534 217,024

Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



14 H R

“MB INTERNATIONAL

19 Jan 2024

wooW W7 WO AW
A Wholly Owned Subsidiary OF Ghina Merchants B

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM does
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments and strategies, and encourages investors
to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM or its
affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or
enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss,
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information
contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other publications having information
and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf
of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with the companies in
this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM will not assume
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or
published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4



