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Great Wall Motor (2333 HK)

Earning surprise - 3Q19 performance updates

KEY HIGHLIGHT: On 25 Oct 2019, GWM announced its 3Q19 results with an
earning surprise. Revenue achieved RMB21.2bn in 3Q19, up 18% YoY, slightly
missed consensus estimate of RMB22.4bn. Profit attributable to the equity
holders was RMB1.4bn, up 506% YoY, well above consensus estimate of
RMB330mn. The earning surprise comes from margin improvement and cost
control on S&D expense and finance expense. We upgrade our TP to HK$5.86
but maintain HOLD rating given that the upside potential was less 10% threshold.

B |n 3Q19, total sales volume of GWM was 230,575 units, an increase of 12%
YoY. The YoY increase in sales volume was partially due to the low base in
2018. GWM's cumulative sales in the first three quarters of 2019 were 724,000
units, representing nearly 68% of its revised annual targets (1.07 mn). As
entering into the 4Q19, the high base in 2018 will create more challenges in
sales volume.

B In 3Q19, GPM increased to 19% compared with 15% in 1H19 due to
production cost and VAT reduction. The retail price increase of Stage-6
vehicles also leads to margin improvement. In addition, great cost control on
S&D expense and finance expense contributes to the bottom line surprise. We
believe the margin will revert back to 16% to 17% range going forward while
the cost control measure will only be effective in short-term period.

B In Sep, GWM exported a total of 5,318 units, an increase of 20.3% YoY.
GWM's cumulative exports in the first three quarters of 2019 was a total of
50,754 units, up by 40.9% YoY. With the completion Tula factory in Russia,
GWM has sold over 1K units in the Russian market for three consecutive
months, with a growth rate of 458% YoY. However, we believe the percentage
contribution from oversea market is still limited.

B The share incentive plan was vetoed by H share shareholders on
October 25, 2019. The company launched the SIP which consists of two
components, namely sales volume performance (65%) and net profit
performance (35%). The specific sales volume targets in 2019E/20E/21E are
not less than 1.07mn, 1.15mn and 1.25mn respectively whereas net profit
targets in 2019E/20E/21E are not less than RMB4.2bn, RMB4.5bn and
RMB5.0bn respectively.

B We maintain our topline forecast and raised our earnings forecast in
2019E/20E/21E by 30%/17%/15% due to margin improvement and cost
control. Our TP is revised up from HK$4.99 to HK$5.86 (based on same 11x
2020E P/E) with an upside of 7.16%. Even though the Company has an
excellent performance in short-term, we believe the stock price has limited
upside given its current price. Reiterate HOLD.
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Earnings Summary
(YE 31 Dec)

Revenue (RMB mn)
YoY growth (%)

Net income (RMB mn)
EPS (RMB)

YoY growth (%)

P/E (x)

P/B (x)

Yield (%)

ROE (%)

Net gearing (%)

FY17A

101,170
2.59%
5,025
0.55
-52%
8.74
0.89
3.53%
10.42%
115%

FY18A

99,230
-1.92%
5,207
0.57
4%
8.44
0.84
6.02%
10.24%
98%

FY19E

94,816
-4.45%
3,942
0.43
-24%
11.14
0.81
3.62%
7.40%
96%

FY20E

97,633
2.97%
4,280
0.47
9%
10.26
0.77
3.93%
7.73%
92%

FY21E

106,807
9.40%
5,152
0.56
20%
8.53
0.73
4.73%
8.82%
96%

Source: Company data, CMBIS estimates

THIS DOCUMENT MAY NOT BE DISTRIBUTED IN THE UNITED STATES, CANADA, THE PEOPLE'S REPUBLIC OF CHINA
(THE "PRC") (EXCEPT IN COMPLIANCE WITH THE APPLICABLE LAWS AND REGULATIONS OF PRC) OR JAPAN. THIS
DOCUMENT HAS BEEN FURNISHED TO YOU SOLELY FOR YOUR INFORMATION AND MAY NOT BE REPRODUCED OR
REDISTRIBUTED TO ANY OTHER PERSON.
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Focus Charts

Figure 1. GWM'’s quarterly sales volume

Sep 2019  Crowth :fc‘)t\? Jan-Sep 2019  Crowth :{%t{i
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WEY 8701 -18% 69,835 -34%
Ora 1877 165% 32,186 Na
GW pickup 13.680 3% 98.270 0%
Export 5318 20% 50,754 41%

Source: Company, CMBIS

Figure 2: Earning revision

old New Change (%)

2020E 2019E 2020E 2021E 2019E 2020E 2021E
Revenue 94,816 97,633 106,807| 94,816 97,633 106,807| 0.0% 0.0%  0.0%
Net income 3,024 3,646 4,482 3,942 4,280 5152 30.4% 17.4% 15.0%
EPS 33% 40% 49% 43% 47% 56%| 30.4% 17.4% 15.0%
GPM 16.0%  16.5%  17.0%| 16.2% 16.5% 17.0%| 09% 0.0%  0.0%
OPM 3.8% 4.4% 5.0% 4.2% 4.4% 48%| 10.7% -0.9% -3.0%
NPM 3.2% 3.7% 4.2% 4.2% 4.4% 4.8%| 30.4% 17.4% 15.0%

Source: Company, CMBIS

Figure 3: Quarterly sales volume Figure 4. Sales volume by vehicle category
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Figure 5: Revised margin trends Figure 6: P/E Band
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Financial Summary
Income statement Cash flow
YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 101,170 99,230 94,816 97,633 106,807 Netincome 5,025 5,207 3,942 4,280 5,152
Cost of sales (82,047) (81,864) (79,503) (81,524) (88,650) D&A 3,548 4,227 4,675 4,795 5,121
Gross profit 19,123 17,366 15,313 16,110 18,157 Change in working capital (3,064) (7,067) 46,994 1,424 (1,935)
Taxes and levies (3,906) (3,627) (3,570) (3,622) (3,963) Others (6,568) 17,331 (48,646) 2,185 (1,638)
Selling and distribution (4,406) (4,575) (3,793) (4,203) (4,607) Net cash from operating (1,059) 19,698 6,965 12,684 6,700
Administrative expenses (1,598) (1,676) (1,896) (1,774) (1,956)
Research and development (3,365) (1,743) (2,386) (2,086) (2,282) Capex & investments (10,280) (11,044) (5,689) (5,467) (5,340)
Finance expenses (139) 494 407 71 58 Associated companies - - - - -
Impairment losses on (317) (318) (230) (239) (257) Others 7,207 1,004 - - -
Other income 166 176 284 233 255 Net cash from investing (3,073) (10,040) (5,689) (5,467) (5,340)
Share of profits and losses 0 0 0 0 0
Investment income 124 219 263 342 445 Equity raised - - - - -
G/L from changes in fair 171 (82) 242 251 270 Change of Debts (50) 13,162 1,496 (4,079) 343
Non-operating income 391 253 232 230 274 Dividend paid (1,552) (2,647) (1,591) (1,728) (2,080)
Non-operating expenses (12) 8) () @) (10) Others 7,691 (17,016)
Profit before income tax 6,232 6,477 4,859 5,305 6,385 Net cash from financing 6,089 (6,501) (95) (5,807) (1,736)
Income tax expense (1,190) (1,229) (881) (986) (1,186)
Profit for the year 5,042 5248 3,978 4,319 5,199 Netchangein cash 1,957 3,157 1,181 1,409 (376)
Cash at the beginning 2,874 4,831 7,682 8,863 10,272
Less: MI 16 40 36 39 47 Exchange difference - (306) - - -
Cash at the end 4,831 7,682 8,863 10,272 9,896
Net Profit 5025 5,207 3,942 4,280 5,152 Less: pledged cash - - - - -
Balance sheet Key ratios
YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E YE Dec 31 FY17A FY18A FY19E FY20E FY21E
Non-current assets 41,253 45,674 44,628 43,455 43,351 Sales mix
Fixed asset 27,718 28,993 28,023 26,529 24,881 Sales of automobiles 95% 92% 91% 90% 89%
Intangible assets 3,268 3,391 3,223 2,985 2,799 Sales of automobile 4% 6% 7% 8% 8%
Interest in joint - - - - - 1% 1% 2% 2% 3%
Other non-current assets 10,267 13,290 13,382 13,941 15,671 Total 100% 100% 100% 100% 100%
Current assets 69,294 66,126 70,373 75,956 85,050 P&L ratios (%)
Cash 4831 7,682 8,863 10,272 9,896 Gross profit margin 19% 18% 16% 17% 17%
Account receivable 49,949 3,343 7,950 10,190 14,775 Pre-tax margin 6% 7% 5% 5% 6%
Inventory 5,575 4,445 3,975 4,529 4,925 Net margin 5% 5% 4% 4% 5%
Other current assets 8,939 50,656 49,585 50,964 55,454 Effective tax rate 19% 19% 18% 19% 19%
Balance sheet ratios
Current liabilities 58,882 54,618 56,517 58,056 63,295 Current ratio (x) 1.18 121 1.25 1.31 1.34
Borrowings 13,038 12,800 8,533 8,787 9,613 Quick ratio (x) 0.94 0.26 0.35 0.41 0.44
Account payables 31,842 29,401 39,752 40,762 44,325 Cash ratio (x) 0.08 0.14 0.16 0.18 0.16
Other payables 11,694 9,866 6,753 6,851 7,172 Debtors turnover days 180 12 37 46 61
Tax payables 2,308 2,551 1,480 1,656 2,186 Debt /equity ratio 124% 112% 112% 110% 113%
Net debt / equity ratio 115% 98% 96% 92% 96%
Non-current liabilities 2,408 4,493 4,307 4,461 4,766 Returns (%)
Borrowings 424 2158 2345 2435 2520 ROE 10% 10% 7% 8% 9%
Provisions 0 0 0 0 0 ROA 6% 5% 4% 4% 5%
Deferred income tax 21 253 66 74 111 Per share
Others 1,963 2,082 1,896 1,953 2,136 EPS (RMB) 0.55 0.57 0.43 0.47 0.56
DPS (RMB) 0.17 0.29 0.17 0.19 0.23
Minority Interest 123 164 167 176 186 BVPS (RMB) 5.38 5.75 5.92 6.21 6.59
Total net assets 49,134 52,525 54,009 56,717 60,153
Shareholders' equity 49,134 52,525 54,009 56,717 60,153
Source: Company data, CMBIS
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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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
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in this report.
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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
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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
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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
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or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in
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and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.
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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.
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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.
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