16 Aug 2022

MEEi1=E S

CMB INTERNATIONAL

CMB International Global Markets | Equity Research | Company Update

If W7 = @ W WooEL #

BUY (Maintain)

Target Price US$ 48.00
Up/Downside +47.7%

Poised to make profit from 4Q22

o ) ) ) ) ] Current Price US$ 32.49
Maintain BUY. Solid 2Q22 earnings with gross margin beat have made us project
a narrowing net loss in 3Q22. We expect sustainable net profit at Li Auto to start
in 4Q22, with the ramp-up of L9 and the debut of the L8. China Auto Sector
B Gross margin beat, net profitin line. Li Auto’s gross margin of 21.5% beat SHI Ji, CFA
our prior estimates of 19-20% made on 11 May 2022. Cost of goods sold per g?%iz% ngznshk
vehicle only rose RMB 5,500, as the company managed to absorb part of the ) T
heightened battery costs. The automaker started to deliver vehicles with hiked Stock Data
price only from Jun 2022. Net loss of RMB 641mn in 2Q22 was in line with our MKt Cap (USS$ mn) 33,864
forecast of RMB 500-800mn range made in May 2022. Avg 3 mths t/o (US$ mn) 409
52w High/Low (US$) 41.49/16.86
B We expect narrowing net loss despite transitioning 3Q22. The company’s Total Issued Shares (mn) 2,066
sales guidance of 27,000-29,000 units in 3Q22, along with a delivery target of Source: Bloomberg
10,000 units' for the L9 in Sep implies an average monthly volume of 3,500- el STEE
4,500 units in Aug-Sep 2022 for the Li One. The company attributes such 0 Xiang 22 50
guidance to the cannibalization from the L9 and customers’ delayed Wang Xing 18.9%
purchases in anticipation of the upcoming L8 to replace the Li One. We expect gg{]:’c’: SioomeTs D860
the L8 to start deliveries in Oct-Nov 2022, which makes 3Q22 a transitioning '
quarter for Li Auto with priorities on the production ramp-up of two new models. Share Performance
Despite possible lower gross margin in 3Q22 than 2Q22 as the Li One winds - Abfg'gg/e Rg?t;\;/e
down and L9 ramps up, we still .prOJect narrowing net loss in 3Q22 versus it 61:50/‘; _30:90/‘;
2Q22, as revenue grows sequentially. 6-mth 15.5% -20.6%

B Sustainable net profit could start in 4Q22. Although Li Auto made profits in
both 4Q20 and 4Q21, we are of the view that 4Q22 could mark a start of Li
Auto’s sustainable net profits, as the L9’s production ramps up. With two more
new-model launches next year, we project Li Auto to turn profitable in FY23E
despite slightly lower gross margin on our estimates, amid a new BEV and a
possible EREV priced between RMB 200,000-300,000.

B We raise our FY22-24E revenue forecasts by 1-2%. We cut our FY22E
sales-volume forecast by 10,000 units to 145,000 units but raise our projection
for the L9 from 25,000 units to 40,000 units, which lifts our FY22E revenue
forecast by 1%. We maintain our BUY rating and target price of US$ 48.00.
We roll over our valuation to FY23E, with 3.3x our P/S estimates, a lower
valuation to account for more challenging industry landscape next year. Key
risks to our rating and target price include slower autonomous driving
development and lower sales volume than our expectation.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Revenue (RMB mn) 9,457 27,010 48,903 91,831 144,577
YoY growth (%) 3,225.5 185.6 81.1 87.8 57.4
Net income (RMB mn) (792) (321) (485) 983 2,163
EPS (RMB) (0.91) 0.17) (0.25) 0.50 1.10
YoY growth (%) N/A N/A N/A N/A 120.0
P/S (x) 9.9 7.2 4.1 2.2 14
P/B (x) 3.1 4.7 4.9 4.8 4.6
Yield (%) N/A N/A N/A N/A N/A
ROE (%) (6.6) (0.9) 1.2) 2.3 4.9
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Bloomberg
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Related Reports
“Li_ Auto Inc. - 2Q22 could be resilient
after solid 1Q22” — 11 May 2022

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

RMB mn 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 YoY QoQ
Sales volume (units) 8,660 14,464 12,579 17,575 25,116 35,221 31,716 28,687 63.2% -9.6%
ASP (RMB) 289,931 286,705 284,220 286,711 309,571 301,537 301,489 304,410 6.2% 1.0%
Revenue 2,511 4,147 3,575 5,039 7,775 10,620 9,562 8,733 73.3% -8.7%
Gross profit 497 725 617 953 1,812 2,380 2,164 1,878 97.1% -13.2%
R&D expenses (335) (374) (515) (653) (888) (1,230) (1,374) (1,532) 134.4% 11.5%
SG&A expenses (342) (429) (510) (835) (1,021) (1,126) (2,203) (1,325) 58.6% 10.2%
Operating profit (180) (79) (408) (536) (98) 24 (413) (978) N/A N/A
Net profit (321) 108 (360) (235) (22) 296 (11) (641) N/A N/A
Gross margin 19.8% 17.5% 17.3% 18.9% 23.3% 22.4% 22.6% 21.5% 2.6ppt -1.1 ppt
Operating margin -7.2% -1.9% -11.4% -10.6% -1.3% 0.2% -4.3% -11.2%  -0.6 ppt  -6.9 ppt
Net margin -12.8% 2.6% -10.1% -4.7% -0.3% 2.8% -0.1% -7.3%  -2.7ppt -7.2 ppt
Source: Company data, CMBIGM estimates

Figure 2: Earnings revision

New Old Diff (%)

RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 48,903 91,831 144,577 48,502 90,324 142,805 0.8% 1.7% 1.2%
Gross profit 10,690 19,446 29,918 10,417 18,735 28,314 2.6% 3.8% 5.7%
Operating profit (1,927) (128) 1,186 (2,050) (538) 983 N/A N/A 20.7%
Net profit (485) 983 2,163 (596) 332 1,726 N/A 196.2% 25.3%
Gross margin 21.9% 21.2% 20.7% 21.5% 20.7% 19.8% 0.4 ppt 0.4 ppt 0.9 ppt
Operating margin -3.9% -0.1% 0.8% -4.2% -0.6% 0.7% 0.3 ppt 0.5 ppt 0.1 ppt
Net margin -1.0% 1.1% 1.5% -1.2% 0.4% 1.2% 0.2 ppt 0.7 ppt 0.3 ppt

Source: CMBIGM estimates

Figure 3: CMBI estimates vs consensus

CMBIGM Consensus Diff (%)

RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 48,903 91,831 144,577 51,507 95,291 135,553 -5.1% -3.6% 6.7%
Gross profit 10,690 19,446 29,918 11,326 21,373 30,516 -5.6% -9.0% -2.0%
Operating profit (1,927) (128) 1,186 (1,472) 1,443 4,836 N/A -108.8% -75.5%
Net profit (485) 983 2,163 176 3,056 6,615 -376.3% -67.8% -67.3%
Gross margin 21.9% 21.2% 20.7% 22.0% 22.4% 22.5% -0.1 ppt -1.3 ppt -1.8 ppt
Operating margin -3.9% -0.1% 0.8% -2.9% 1.5% 3.6% -1.1 ppt -1.7 ppt -2.7 ppt
Net margin -1.0% 1.1% 1.5% 0.3% 3.2% 4.9% -1.3 ppt -2.1 ppt -3.4 ppt

Source: Bloomberg, CMBIGM estimates
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E

Revenue 9,457 27,010 48,903 91,831 144,577 Profit before taxation (189) (153) (571) 1,157 2,545

Cost of sales (7,907) (21,248) (38,213) (72,385) (114,659) Depreciation/amortization 321 590 1,255 2,303 3,942

Gross profit 1,549 5,761 10,690 19,446 29,918 Change in working capital 3,068 6,616 5,760 11,897 7,616
Others (60) 1,287 1,032 564 279

R&D exp. (1,100) (3,286) (6,106) (9,652) (14,522) Net cash from operating 3,140 8340 7,476 15,921 14,381

SG&A exp. (1,119) (3,492) (6,512) (9,921) (14,210)

Operating profit (669) (1,017) (1,927) (128) 1,186 Capex (675) (3,445) (7,100) (9,650) (11,200)
Others (18,063) (813) (2,100) 1,000 (3,600)

Net finance costs (26) 150 243 255 295 Net cash from investing (18,738) (4,257) (9,200) (8,650) (14,800)

Investment income 214 527 568 559 574

Other non-oper exp. 20 (0) 545 470 490 Share issuance 21,026 11,006 6 13 19

Pre-tax profit (189) (153) (571) 1,157 2,545 Net borrowings (145) 170 408 (73) (365)
Others 3,830 5,533 - - -

Tax 23 (169) 86 (174) (382) Net cash from financing 24,711 16,710 414 (60) (346)

Discontinued operations 14 - - - -

Accr. on preferred shares (640) - - - - Net change in cash 9,113 20,793 (1,309) 7,211 (765)

Net profit (792) (321) (485) 983 2,163 Cash at beginning of the year 1,436 10,173 30,493 29,184 36,395
FX & discontinued operations 377) (472) - - -
Cash at the end of the year 10,173 30,493 29,184 36,395 35,630

Balance sheet Key ratios

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E

Current assets 31,391 52,380 54,119 62,544 68,262 Sales mix (%)

Cash & equivalents 8,938 27,854 26,184 33,395 32,130 Vehicle sales 98.2 96.7 97.3 97.4 97.3

Account receivables 116 121 402 1,006 1,584 Other sales & services 1.8 3.3 2.7 2.6 2.7

Inventories 1,048 1,618 2,931 5,156 8,167

Other current assets 21,289 22,788 24,602 22,987 26,380 Growth (%)
Revenue 3,225.5 185.6 81.1 87.8 57.4

Non-current assets 4,982 9,468 18,796 29,576 39,359 Gross profit N/A 271.9 85.5 81.9 53.9

PP&E 2,479 4,498 10,203 17,372 24,374 Operating profit N/A N/A N/A N/A N/A

Intangibles 683 751 823 926 1,053 Net profit N/A N/A N/A N/A  120.0

Right-of-use assets 1,277 2,061 4,657 6,607 7,616

Other non-current assets 543 2,157 3,112 4,671 6,316 Profit & loss ratio (%)

Total assets 36,373 61,849 72,915 92,120 107,621 Gross margin 16.4 21.3 21.9 21.2 20.7
Operating margin (7.2) (3.8) (3.9) (0.1) 0.8

Current liabilities 4,309 12,108 20,326 36,952 49,696 Net profit margin (8.4) (1.2) (1.0) 1.1 1.5

Bank borrowings - 37 - 300 200

Account payables 3,161 9,376 15,704 29,747 40,837 Balance sheet ratio

Current deferred revenue 272 305 1,240 1,994 3,100 Net cash (debt)/total equity (x) 1.0 1.1 1.1 1.1 1.1

Other current liabilities 877 2,390 3,382 4,911 5,559 Current ratio (x) 7.3 4.3 2.7 1.7 1.4
Receivable turnover days 4 2 3 4 4

Non-current liabilities 2,260 8,676 11,290 12,364 12,583 Inventory turnover days 48 28 28 26 26

Bank borrowings 512 563 1,063 763 563 Payable turnover days 146 161 150 150 130

Lease liabilities 1,392 1,370 3,000 3,870 3,619

Other non-current liabilities 357 6,744 7,226 7,730 8,401 Profitability (%)

Total liabilities 6,570 20,785 31,615 49,315 62,279 ROE (6.6) (0.9) (1.2) 2.3 4.9
ROA (3.5) 0.7) 0.7) 1.2 2.2

Mezzanine equity - - - - -

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

Reserves 29,802 41,063 41,298 42,803 45,340 EPS -0.91 -0.17 -0.25 0.50 1.10

Shareholders' equity 29,804 41,064 41,299 42,805 45,342 DPS N/A N/A N/A N/A N/A

Total equity and liabilities 36,373 61,849 72,915 92,120 107,621

Source: Company data, CMBIGM estimates
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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 or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

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.
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