31 Mar 2020

MEEi1=E S

CMB INTERNATIONAL

CMB International Securities | Equity Research | Company Update

If W7 = @ W WooEL #

A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

Meidong Auto(1268 HK)

High growth together with great efficiency

Target Price HK$13.7
(Previous TP HK$11.3)
Meidong announced its FY19 results, significantly beating CMBI expectations. Up/Downside +17.3%
Revenue achieved RMB16.2bn (vs CMBI estimate of RMB15.1bn/ vs consensus Current Price HK$11.7
estimate of RMB15.3bn), an increase of 46% YoY. NP was RMB551mn (vs CMBI
estimate RMB476mn / vs consensus estimate of RMB519mn), an increase of China Auto Sector
52%. EPS has increased by 51% to RMBO0.48 while DPS has increased by 107% )
to RMBO0.26. Jack Bai
(852) 3900 0835
B The Company continues to adhere to its "Mainstream luxury brand + jackbai@cmbi.com.hk
SCSS" strategy while emphasizes the importance of operational
efficiency. The Company's inventory turnover days fall to 17 days in 2019
from 28 days in 2018, the best among its peers. We believe Meidong will
continue to reduce its inventory turnover days by further improving its S1s S
. - % (GMBI Mkt Cap (HK$ mn) 13,528
operatlo_nal .eff|C|ency. As a rgsult, the ROE reached 35.7% ( Avg 3 mths /o (HK$ mn) 2782
calculation) in 2019, for the first time exceeds 30%. 52w High/Low (HK$) 12.58/3.61
. . . Total Issued Shares (mn) 1,160
B The GPM decline in the after-sales segment was temporary and will Source: Bloomberg
likely to rebound in the future. It was mainly due to the new Porsche stores )
and the rapid growth of new car sales. Specifically, the Company opened 9 SN 111E] STIETITE
. . . - . YE Fan/HU Huanran 65.55%
new stores in 2019 Whlle putting effort to ramp up the 6 BMW stores in Anhui PERERS Acerties i, 7.97%
that have been acquired in 2018. A total of 15 stores account for 26% of the Source: HKEx
current stores. The after-sales vehicles has a relative young age dragging Share Perf
down the overall after-sales GPM. We believe the Company will evaluate e s
the customer's return rate index to increase the after-sales gross profit 1-mth 1.7% 14.7%
margin. 3-mth 11.7% 36.5%
6-mth 68.0% 89.2%
B Supply-side shock from COVID-19 was limited whereas the Company Source: Bloomberg

will focus more on the balance of Supply-Demand. The Company's
current inventory is about 0.3 months. The management does not expect
any disruption on vehicle supply for now as some supply was either in OEMs
warehouse or on freight. For the demand side, even though foot traffic in
1Q20 declined by 31%YoY, the Company’s order intake only declined by
12%YoY. More impressively, the after-sales value only declined by 1% in
1Q20 and reached a 4%YoY increase in Mar 2020. By taking active
measures, the Company increased the Customer Conversion Rate from
about 10% in 2019 to at most 25% in 1Q20. In terms of the after-sales
segment, the Company's actively seeking business in the accident vehicle
field. As a result, the proportion of accident vehicles has risen to 80-90% in
Feb 2020 from about 50% in 2019. All the measures mentioned above
showcase the excellent management capability of the Company.

Earnings Summary
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Related Reports

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E “Meidong Auto (1268 HK) — The fastest
Revenue (RMB mn) 11,067 16,210 20,591 25,367 30,228 growing dealer with the best ROE” — 11
YoY growth (%) 44% 46% 27% 23% 19% Dec 2019

Net income (RMB mn) 363 551 729 860 1,022

EPS (RMB) 0.32 0.48 0.63 0.74 0.88

YoY growth (%) 25% 51% 32% 18% 19%

Consensus EPS(RMB) 0.28 0.45 0.59 0.74 1.01

P/E (x) 33.23 22.00 16.62 14.10 11.86

P/B (x) 8.75 7.08 5.19 4.01 3.13

Yield (%) 1% 2% 3% 3% 4%

ROE (%) 30% 36% 36% 32% 30%

Net gearing (%) 107% 117% 66% 58% 50%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
ACCESS KEY TO OUR REPORTS ON BLOOMBERG: CMBR
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B We raise the top-line forecast in 2020E by 3% to RMB20.6bn to reflect
the increase of sales volume for a single store. Furthermore, we also
raise our bottom-line forecast by 5% to RMB729mn in 2020E to factor-in the
excellent cost control performance. Given its growth potential, we raise our
TP to HK$13.7 (based on new 19.5x 2020E P/E) from initial TP HK$11.3
(based on initial 17.0x 2020E P/E). Reiterate BUY with an upside of 17%.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Earnings Revision

Figure 1: FY19 results review

CMBI Consensus
RMB mn FY18A FY19A YoY FY19E Diff (%) FY19E Diff (%)
Revenue 11,067 16,210 46% 15,139 7% 15,383 5%
Gross profit 1,073 1,558 45% 1,537 1% 1,540 1%
EBIT 554 880 59% 741 19% 664 33%
Net profit 363 551 52% 476 16% 519 6%
EPS (RMB) 0.32 0.48 51% 0.41 15% 0.45 6%
Gross margin 9.70% 9.61% -0.1 ppt 10.15% -0.5 ppt 10.01% 0.4 ppt
EBIT margin 5.01% 5.43% 0.4 ppt 4.89% 0.5 ppt 4.31% 1.1 ppt
Net margin 3.28% 3.40% 0.1 ppt 3.15% 0.3 ppt 3.37% 0.0 ppt
Source: Company data, Bloomberg, CMBIS estimates
Figure 2: Earnings revision
New Old Change (%
(RMB mn) FY20E FY21E FY20E FY21E FY20E o )FYZlE
Revenue 20,591 25,367 19,924 25,005 3% 1%
Gross profit 2,070 2,532 2,073 2,618 0% -3%
EBIT 1,147 1,362 1,064 1,345 8% 1%
Net profit 729 860 692 873 5% -1%
EPS (RMB) 0.63 0.74 0.60 0.75 6% -1%
Gross margin 10.05% 9.98% 10.40% 10.47% -0.3 ppt -0.5 ppt
EBIT margin 5.57% 5.37% 5.34% 5.38% 0.2 ppt 0.0 ppt
Net Margin 3.54% 3.39% 3.45% 3.46% 0.1 ppt -0.1 ppt
Source: CMBIS estimates
Figure 3: CMBIS estimates vs consensus
(RMB mn) New Consensus Diff (%)
FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 20,591 25,367 19,065 22,387 8% 13%
Gross profit 2,070 2,532 1,943 2,343 7% 8%
EBIT 1,147 1,362 895 1,124 28% 21%
Net profit 729 860 688 862 6% 0%
EPS (RMB) 0.63 0.74 0.59 0.74 7% 0%
Gross margin 10.05% 9.98% 10.19% 10.47% -0.1 ppt -0.5 ppt
EBIT margin 5.57% 5.37% 4.69% 5.02% 0.9 ppt 0.3 ppt
Net Margin 3.54% 3.39% 3.61% 3.85% -0.1 ppt -0.5 ppt
Source: Bloomberg, CMBIS estimates
Figure 4. Revenue breakdown
(RMB mn) FY18A FY19A FY20E FY21E FY22E
Sales of motor vehicle 9,775 14,384 18,142 22,330 26,609
...YoY 44% 47% 26% 23% 19%
Luxury and ultra-luxury brands 7,437 11,693 15,115 18,961 22,895
...YoY 55% 57% 29% 25% 21%
Mid- to high-end brands 2,338 2,691 3,027 3,369 3,714
...YoY 17% 15% 12% 11% 10%
After-sales services 1,292 1,826 2,449 3,037 3,619
...YoY 43% 41% 34% 24% 19%
Total 11,067 16,210 20,591 25,367 30,228
...YoY 44% 46% 27% 23% 19%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 5: P&L forecast

RMB mn FY18 FY19 FY20E FY21E FY22E
Revenue 11,067 16,210 20,591 25,367 30,228
...YoY 44.05% 46.47% 27.03% 23.19% 19.16%
Cost of sales -9,994 -14,652 -18,521 -22,835 -27,190
Gross profit 1,073 1,558 2,070 2,532 3,038
GPM (%) 9.70% 9.61% 10.05% 9.98% 10.05%
...YoY 31.02% 45.82% 32.62% 22.31% 19.97%
Selling Exp -391 -493 -643 -807 -969
...% of rev -3.53% -3.04% -3.12% -3.18% -3.21%
Admin Exp -313 -382 -506 -639 -768
...% of rev -2.83% -2.36% -2.46% -2.52% -2.54%
EBIT 554 880 1,147 1,362 1,617
EBIT Margin (%) 5.01% 5.43% 5.57% 5.37% 5.35%
...YoY 5.01% 5.43% 5.57% 5.37% 5.35%
Net profit 363 551 729 860 1,022
NPM (%) 3.28% 3.40% 3.54% 3.39% 3.38%
...YoY 31.52% 51.79% 32.37% 17.88% 18.85%

Source: Company data, CMBIS estimates

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

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 11,067 16,210 20,591 25,367 30,228 Netincome 363 551 729 860 1,022
Sales of motor vehicle 9,775 14,384 18,142 22,330 26,609 D&A 67 - 111 141 177
After-sales services 1,292 1,826 2,449 3,037 3,619 Change in working capital (1,043) (1,118) (537) (1,134) (1,207)
Cost of sales (9,994) (14,652) (18,521) (22,835) (27,190) Others 901 1,498 1,204 1,521 1,714
Gross profit 1,073 1,558 2,070 2,532 3,038 Net cash from operating 288 931 1,508 1,388 1,706
Selling and distribution expenses (391) (493) (643) (807) (969) Capex & investments (385) - (560) (686) (860)
Administrative expenses (313) (382) (506) (639) (768) Associated companies 19 - - - -
Net impairment losses on 0 0 0 0 0 Others 158 (283) - - 1
Other income 154 154 190 234 271 Net cash from investing (208) (283) (560) (686) (859)
Other expenses 0 0 0 0 0
Finance expenses (63) (123) (143) (179) (212) Equity raised 4 - - - -
Share of profits and losses of: 31 44 37 42 46 Change of Debts 356 431 700 611 566
Associates 0 0 0 0 0 Dividend paid (149) (145) (211) (328) (389)
Profit before income tax 491 757 1,005 1,183 1,405 Others 31 (676) - - 1
Income tax expense (128) (200) (265) (311) (370) Net cash from financing 242 (390) 490 283 177
Profit for the year 363 558 740 872 1,035
Net change in cash 322 258 1,438 985 1,024
Cash at the beginning 811 1,284 2,086 3,524 4,509
Less: Ml 1 7 10 12 14 Exchange difference 151 544 - - -
Net Profit 363 551 729 860 1,022 Cash at the end 1,284 2,086 3,524 4,509 5,533
Less: pledged cash 417 962 417 417 417
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 1,163 2,139 1,831 2,278 2,841 Profit mix (%)
Fixed asset 858 1,035 1,310 1,604 1,976 Sales of motor vehicle 88% 89% 88% 88% 88%
Intangible assets 69 65 220 313 429 After-sales services 12% 11% 12% 12% 12%
Interest in JV/associate 44 55 55 61 68 Total 100% 100% 100% 100% 100%
Other non-current assets 192 984 246 299 367
P&L ratios (%)
Current assets 3,012 3,786 5,659 7,128 8,644 Gross profit margin 10% 10% 10% 10% 10%
Cash 1,284 2,086 3,524 4,509 5,533 Pre-tax margin 4% 5% 5% 5% 5%
Account receivable 889 1,159 1,473 1,803 2,140 Net margin 3% 3% 4% 3% 3%
Inventory 839 541 661 816 971 Effective tax rate 26% 26% 26% 26% 26%
Other current assets - - - - - Balance sheet ratios
Current ratio (x) 1.15 1.19 1.18 1.20 1.22
Current liabilities 2,616 3,180 4,807 5,958 7,100 Quick ratio (x) 0.83 1.02 1.04 1.06 1.08
Borrowings 1,029 871 2,042 2,602 3,105 Cash ratio (x) 0.49 0.66 0.73 0.76 0.78
Account payables 1,550 2,132 2,684 3,262 3,884 Inventory days 31 13 13 13 13
Other payables 0 85 (0) 0 (0) Account payable days 57 53 53 52 52
Tax payables 37 92 80 94 112 Account receivable days 29 26 29 29 29
Total debt / total equity 198% 235% 214% 204% 190%
Non-current liabilities 159 975 204 351 421 Net debt / equity ratio 107% 117% 66% 58% 50%
Borrowings 144 240 262 314 377 Returns (%)
Provisions - - - - - ROE 30% 36% 36% 32% 30%
Deferred income tax 15 9 32 37 44 ROA 15% 17% 17% 16% 15%
Others - 726 - - - Per share
EPS (Rmb) 0.32 0.48 0.63 0.74 0.88
Total net assets 1,400 1,770 2,389 3,096 3,963 DPS (Rmb) 0.13 0.26 0.28 0.34 0.40
Minority Interest 21 58 52 70 89 BVPS (Rmb) 1.20 1.48 2.02 2.62 3.35
Shareholders' equity 1,379 1,711 2,337 3,026 3,874

Source: Company data, CMBIS Estimate

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



14 H R

CMB INTERNATIONAL

31 Mar 2020

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.

CMBIS 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 CMBIS

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 Securities Limited

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

CMB International Securities Limited (“CMBIS”) 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. CMBIS
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. CMBIS 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 CMBIS, solely for the purpose of supplying information to the clients of CMBIS 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 CMBIS 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.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS 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. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS 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 CMBIS 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 CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS 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 CMBIS.

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 (Il) 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 CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange
Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this research
report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

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.
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