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China Meidong Auto (1268 HK)

Resilient amid tough macro after in-line FY21

China Meidong Auto’s both top- and bottom-line earnings in FY21 were in line
with our prior expectation. We hosted a non-deal roadshow (NDR) after the
earnings call. The CEO elaborated the company’s operational efficiency during
the call and how such culture has been built in the letter to shareholders, which
is consistent with our initiation report published on 8 Mar 2022. We are of the
view that Meidong should be the top-pick dealer during tough time given its
operational efficiency and cautious approach.

B In-line FY21 results. Meidong’'s FY21 revenue and net profit both were 1.5%
below our estimates. Inventory days of 5.8 and dividend payout ratio of 90%
are impressive. After-sales gross margin of 52% in 2H21 was the highest
since FY14. New-car gross margin of 7.1% in 2H21 was the highest in history.

B Meidong’s efficiency and conservative approach could make it resilient
in tough environment. CEO puts the macro uncertainty as his top concern
this year and is still conservative about potential profit lift from the customer
return ratio (CRR) program, which could make investors turn a bit pessimistic
about its outlook. We hold a different view: First-mover advantage from
product or technological innovation is crucial to automakers, but is of little use
for dealers. It is apparent that Meidong has been thinking about or even trying
new initiatives in a bid to cope with industry development, e.g. new EV brands
with different sales approach and used car business. ‘Think twice before you
act’ should be a right approach now given the current extremely complex
situation, in our view.

B Prioritize tasks with lower uncertainty. The company prioritizes efficiency
improvement for stores from the StarChase acquisition and optimizes CRR
this year, which sounds unexciting but should be the right thing to do during
such environment, in our view. As we noted earlier, our channel checks show
that potential M&A opportunities have been rising faster than some investors
had thought. Meidong’s mentality to make its balance sheet as healthy as
possible would help it ride on the wave of M&As.

B Valuation/Key risks. We cut our FY22E net profit estimates by 2% mainly to
reflect one-month delay of the StarChase consolidation. We maintain our BUY
rating and target price of HK$ 48.00, still based on our 20x FY23E P/E. Key
risks to our rating and target price include lower sales and/or margins, slower
store expansion than our expectation, as well as a sector de-rating.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21A FY22E FY23E
Revenue (RMB mn) 16,210 20,207 23,577 34,975 45,001
YoY growth (%) 45.2 30.7 36.1 55.7 26.5
Net income (RMB mn) 551 751 1,166 1,912 2,501
EPS (RMB) 0.47 0.61 0.92 1.50 1.93
YoY growth (%) 51.8 36.3 55.3 64.0 30.8
P/E (x) 56.3 40.6 26.1 16.1 12.5
P/B (x) 18.1 9.7 7.7 5.9 4.4
Yield (%) 5.3 2.1 2.7 3.4 4.4
ROE (%) 35.6 30.4 325 41.3 40.3
Net gearing (%) Net cash Net cash Net cash 42.2 15.7

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

RMB mn 1H19 2H19 1H20 2H20 1H21 2H21 YoY HoH

New-car sales volume (units) 21,966 27,393 23,691 33,509 32,221 29,374 -12.3% -8.8%
Total revenue 6,843 9,367 8,448 11,760 11,808 11,769 0.1% -0.3%
Gross profit 693 865 819 1,216 1,274 1,497 23.1% 17.5%
Selling exp. (214) (279) (238) (308) (348) (393) 27.7% 13.2%
Admin exp. (185) (197) (216) (223) (278) (301) 35.0% 8.2%

Operating profit 358 479 453 693 771 927 33.7% 20.3%
Net profit 236 315 301 450 537 629 39.9% 17.3%
Gross margin 10.1% 9.2% 9.7% 10.3% 10.8% 12.7% 2.4 ppt 1.9 ppt
Operating margin 5.2% 5.1% 5.4% 5.9% 6.5% 7.9% 2.0 ppt 1.4 ppt
Net margin 3.4% 3.4% 3.6% 3.8% 4.5% 5.3% 1.5 ppt 0.8 ppt

Source: Company data, CMBIGM

Figure 2: Earnings revision

New Old Diff (%)
RMB mn FY22E FY23E FY22E FY23E FY22E FY23E
Revenue 34,975 45,001 35,367 44,084 -1.1% 0.0%
Gross profit 4,315 5,457 4,347 5,459 -0.8% 0.0%
Operating profit 2,906 3,761 2,962 3,794 -1.9% -0.9%
Net profit 1,912 2,501 1,949 2,525 -1.9% -1.0%
Gross margin 12.3% 12.1% 12.3% 12.1% 0.0 ppt 0.0 ppt
Operating margin 8.3% 8.4% 8.4% 8.4% -0.1 ppt -0.1 ppt
Net margin 5.5% 5.6% 5.5% 5.6% 0.0 ppt -0.1 ppt

Source: CMBIGM estimates

Figure 3. CMBI estimates vs consensus

CMBIGM Consensus Diff (%)
RMB mn FY22E FY23E FY22E FY23E FY22E FY23E
Revenue 34,975 45,001 36,419 45,237 -4.0% -0.5%
Gross profit 4,315 5,457 3,930 4,952 9.8% 10.2%
Operating profit 2,906 3,761 2,539 3,275 14.4% 14.8%
Net profit 1,912 2,501 1,734 2,301 10.2% 8.7%
Gross margin 12.3% 12.1% 10.8% 10.9% 1.5 ppt 1.2 ppt
Operating margin 8.3% 8.4% 7.0% 7.2% 1.3 ppt 1.1 ppt
Net margin 5.5% 5.6% 4.8% 5.1% 0.7 ppt 0.5 ppt

Source: Bloomberg, CMBIGM estimates
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21A FY22E FY23E

YE 31 Dec (RMB mn)

FY19A FY20A

FY21A FY22E FY23E

Revenue 16,210 20,207 23,577 34,975 45,001 Profit before taxation 757 1,052 1,613 2,696 3,525
Cost of sales (14,652) (18,172) (20,806) (30,661) (39,543) Depreciation/amortization 182 229 287 540 789
Gross profit 1558 2,035 2,771 4,315 5,457 Change in working capital 7 35 336 (335) 399
Others (86) (125) (424) (554) (766)
Other income 154 96 247 324 442 Net cash from operating 931 1,191 1,812 2,347 3,947
Distribution expenses (493) (546) (741) (939) (1,155)
Administrative expenses (382) (439) (578) (794) (983) Capex (429) (336) (363) (635) (641)
Operating profit 837 1,146 1,698 2,906 3,761 Others 145 190 (1,019) (4,409) (948)
Net cash from investing (283) (145) (1,382) (5,044) (1,589)
Finance costs (123) (137) (133) (269) (298)
Share of profits of assos - - - - - Share issuance 9 1,166 11 669 36
Share of profits of JVs 44 43 48 59 62 Dividend paid (175) (420) (475) (1,281) (1,222)
Profit before tax 757 1,052 1,613 2,696 3,525 Others (224)  (298) 146 2,678 (839)
Net cash from financing (390) 449 (317) 2,067 (2,025)
Taxation (200) (282) (399) (714) (934)
Minority interests () (20) (48) (70) (90) Net change in cash 257 1,494 112 (630) 333
Net profit 551 751 1,166 1,912 2,501 Cash at beginning of the year 867 1,124 2538 2,622 1,992
Exchange difference - (80) (29) - -
Cash at the end of the year 1,124 2,538 2,622 1,992 2,324
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21A FY22E FY23E YE 31 Dec FY19A FY20A FY21A FY22E FY23E
Current assets 3,785 5,110 5,563 6,089 7,173 Sales mix (%)
Cash and equivalents 1,124 2,538 2,622 1,992 2,324 Sales of new vehicles 88.7 88.9 88.3 87.0 86.7
Accounts receivables 1,159 1,518 1,817 2,491 3,082 After-sales services 11.3 111 117 13.0 133
Inventories 541 495 355 756 867
Other current assets 962 559 769 850 900 Growth (%)
Revenue 465 247 167 483 287
Non-current assets 2,140 2,661 4,240 9,513 10,834 Gross profit 45.2 30.7 36.1 55.7 26.5
PP&E 1,035 1,120 1,381 4,206 4,900 Operating profit 50.8 369 482 711 294
Intangibles 65 61 546 1,962 2,359 Net profit 518 363 553 640 308
Interests in JVs and assos 55 56 62 68 74
Other non-current assets 984 1,423 2,250 3,277 3,502 Profit & loss ratio (%)
Total assets 5925 7,770 9,803 15,602 18,008 Gross margin 9.6 10.1 11.8 12.3 121
Operating margin 5.2 5.7 7.2 8.3 8.4
Current liabilities 3,180 3,061 4,089 5,777 6,508 Net profit margin 34 3.7 4.9 5.5 5.6
Short-term debt 871 729 989 1,800 1,348
Accounts payable 2,132 2,082 2,788 3,612 4,767 Balance sheet ratio
Other current liabilities 177 250 312 365 393 Net cash/total equity () 0.0 0.5 0.3 (04) (0.2
Current ratio (x) 1.2 1.7 1.4 1.1 1.1
Non-current liabilities 975 1,365 1,597 4,314 4,180 Receivable turnover days 26.1 27.4 28.1 26.0 25.0
Long-term debt 240 222 299 2,515 2,125 Inventory turnover days 135 9.9 6.2 9.0 8.0
Other non-current liabilities 735 1,143 1,297 1,799 2,055 Payable turnover days 53.1 418 489 430 440
Total liabilities 4,156 4,426 5,686 10,091 10,688
Profitability (%)
Share capital 91 99 100 103 104 ROE 356 304 325 413 403
Reserves 1,620 3,127 3,847 5,211 6,991 ROA 109 11.0 133 150 149
Minority interests 58 118 170 198 225
Shareholders' equity 1,712 3,227 3,947 5,313 7,095 Per share data (RMB)
Total equity and liabilities 5,925 7,770 9,803 15,602 18,008 EPS 047 061 092 150 1.93
DPS 026 039 084 082 1.06
Source: Company data, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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 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.
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This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
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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
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