29 Apr 2022

CMB International Global Markets | Equity Research | Company Update

GAC Group (2238 HK)

1Q22 earnings beat on joint ventures

We are of the view that our FY22E net profit estimates of RMB 8.8bn is on track
with 1Q22 results beat, solid demand for Aion and strong earnings from GAC
Toyota and GAC Honda. We maintain BUY rating and our target price.

Earnings Summary

1Q22 earnings review. GAC’s 1Q22 net profit of RMB 3.0bn was 6% higher
than our prior estimates in our report published on 8 Apr 2022. The positive
surprise mainly came from equity income from joint ventures (JVs) and
associates, or more specifically from GAC Toyota and GAC Honda. GAC'’s
gross margin, which reflects the profitability for Trumpchi and Aion, was 1.9
ppts lower than our expectation. SG&A expenses were lower than our
estimates.

2Q22 and FY22 outlook. According to management during the earnings call,
Aion currently has orders backlog of almost 70,000 units, about 20,000 of
which came from this month, showcasing its resilient demand. We estimate
Aion starts to deliver vehicles with higher prices in Jun 2022, as it raised prices
twice (at the beginning of Mar and Apr 2022, respectively), should the supply
chain recovery be on track. Therefore, we expect slightly higher average
selling prices for 2Q22E but similar gross margin amid rising battery costs.

We are of the view that our FY22E net profit estimates of RMB 8.8bn is on
track with 1Q22 results, solid demand for Aion and strong earnings from GAC
Toyota and GAC Honda. Therefore, we maintain our earnings forecasts during
FY22-24E.

Stimulus measures in Guangdong province to benefit GAC’s sales. We
are of the view that GAC should be one of the automakers that could benefit
the most from the recent stimulus measures in Guangdong. Retail sales
volumes in Guangdong province in 1Q22 accounted for 46%/21%/20%/21%
for Aion/Trumpchi/GAC Honda/GAC Toyota.

Valuation/Key risks. We use sum-of-the-parts (SOTP) valuation to factor in
Aion’s planned spin-off. We value HK$ 6.0 per share for 75% of Aion based
on 2.5x our FY22E P/S, HK$ 6.0 per share for JVs and associates based on
4.0x our FY22E P/E. We value 0 for Trumpchi. Accordingly, we maintain our
BUY rating and our target price of HK$ 12.00. Key risks to our rating and target
price include lower sales volume and margins at GAC especially for Aion and
slower spin-off progress than we expect, as well as a sector de-rating.

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Revenue (RMB mn) 63,157 75,676 98,912 116,448 118,422
YoY growth (%) 5.8 19.8 30.7 17.7 1.7
Net income (RMB mn) 5,964 7,511 8,827 10,514 11,759
EPS (RMB) 0.58 0.73 0.85 1.00 1.12
YoY growth (%) (9.9) 25.9 17.5 19.1 11.8
P/E (x) 10.1 7.5 6.3 5.3 4.8
P/B (x) 0.7 0.6 0.6 0.5 0.5
Yield (%) 2.7 3.6 2.7 3.2 3.6
ROE (%) 7.2 8.6 9.3 10.1 10.5
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIGM estimate
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Stock Data
Mkt Cap (HK$ mn) 65,295
Avg 3 mths t/o (HK$ mn) 156
52w High/Low (HK$) 9.25/5.50
Total Issued Shares (mn) 10,464
Source: Bloomberg
Shareholding Structure
Guangzhou Automobile 53.1%
Industry
Others 46.9%
Source: HKEx
Share Performance

Absolute Relative
1-mth -1.6% 7.5%
3-mth -17.5% -2.2%
6-mth -15.2% 6.2%
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A Wholly Owned Subsidiary Of China Merchants Bank

Figure 1. Quarterly results (based on PRC GAAP

RMB mn 1021 2Q21 3Q21 4Q21 1Q22 YoY (0]e]0)

Sales volume (units) 496,560 529,945 467,221 650,661 608,167 22.5% -6.5%

Revenue 16,024 18,548 20,941 20,163 23,268 45.2% 15.4%
Gross profit 600 1,030 1,327 1,631 1,025 70.7% -37.2%
R&D expenses (260) (263) (237) (228) (241) -7.5% 5.6%

SG&A expenses (1,518) (2,154) (2,185) (2,417) (2,110) 39.0% -12.7%
Investment Income 3,443 3,060 1,781 3,530 4,227 22.8% 19.7%
Operating profit 2,279 1,937 978 1,951 2,854 25.2% 46.3%
Net profit 2,366 1,971 947 2,051 3,009 27.2% 46.7%
Gross margin 3.7% 5.6% 6.3% 8.1% 4.4% 0.7 ppt -3.7 ppt
Operating margin 14.2% 10.4% 4.7% 9.7% 12.3% -2.0 ppt 2.6 ppt
Net margin 14.8% 10.6% 4.5% 10.2% 12.9% -1.8 ppt 2.8 ppt

Source: Company data, CMBIGM

Figure 2: SOTP valuation
GAC (2238 HK)

FY22E Target P/E
(RMB mn) Multiple

Target P/S Est. Target Market
Multiple Shareholding Cap (RMB mn)

Target Price
(GLE))

Estimated Share of Profits of Joint

Ventures & Associates 12,823 4.0x i ) 51,292 6.00
Estimated NEV Revenue 26,705 - 2.5x 75% 50,072 6.00
SOTP 101,364 12.00

Source: 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 63,157 75,676 98,912 116,448 118,422 Profit before taxation 5,692 7,412 8,804 10,527 11,801
Cost of sales (60,861) (71,777) (92,397) (106,663) (107,806) Depreciation/amortization 5,110 5,719 6,644 7,516 8,449
Gross profit 2,296 3,899 6,516 9,784 10,616 Change in working capital (4,168) (5,784) 2,450 (1,922) (2,946)
Others (10,305) (11,221) (11,601) (12,339) (13,495)
Selling exp. (3,641) (4,340) (5,187) (6,089) (6,786) Net cash from operating (3,671) (5,589) 6,297 3,782 3,809
Admin exp. (3,850) (4,556) (6,190) (7,584) (7,700)
Other gains 1,629 1,371 1,255 1,255 1,255 Capex (6,586) (6,243) (8,100) (9,100) (9,200)
Operating profit (3,567) (3,626) (3,606) (2,633) (2,614) Others 3,647 7,308 10,692 12,736 12,631
Net cash from investing (2,938) 1,065 2,592 3,636 3,431
Net finance costs (312) (367) (413) (273) (181)
Profit share of ass0.&JVs 9,571 11,404 12,823 13,433 14,596 Net borrowings 1,105 (657) (2,661 (2,216 (1,555)
Pre-tax profit 5,692 7,412 8,804 10,527 11,801 Dividend paid (1,936) (2,135) (2,551) (2,935) (3,417)
Others (347) 8,760 (243) (266) (259)
Tax 356 154 121 58 28 Net cash from financing (1,178) 5968 (5,454) (5,417) (5,231)
Minority interests (84) (55) 97) (71) (69)
Net profit 5,964 7,511 8,827 10,514 11,759 Net changein cash (7,787) 1,444 3,434 2,001 2,009
Cash at beginning of the year 23,605 15,791 17,235 20,669 22,670
Exchange difference 27) - - - -
Cash at the end of the year 15,791 17,235 20,669 22,670 24,679
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Current assets 56,643 61,192 74,050 84,017 87,784 Sales mix (%)
Cash & equivalents 15,791 17,235 20,669 22,670 24,679 Automobile 60.1 65.0 69.7 71.5 71.1
Account receivables 19,616 25,110 32,519 38,922 40,555 Parts and services 35.9 32.1 28.0 26.5 26.8
Inventories 6,622 8,111 10,126 11,689 11,814 Finance and others 4.0 2.9 2.3 2.0 2.1
Other current assets 14,614 10,736 10,736 10,736 10,736
Growth (%)
Non-current assets 86,218 93,059 96,569 98,646 101,016 Revenue 5.8 19.8 30.7 17.7 1.7
PP&E 20,073 19,476 18,761 17,736 16,558 Gross profit (9.0) 69.8 67.1 50.2 8.5
Intangibles 12,259 13,581 15,264 17,360 18,687 Operating profit 29.1 1.6 (0.5) (27.0) (0.7)
Deferred income tax 2,124 2,834 2,834 2,834 2,834 Net profit (9.9) 25.9 17.5 19.1 11.8
Other non-current assets 51,762 57,168 59,710 60,716 62,937
Total assets 142,861 154,251 170,619 182,664 188,801 Profit & loss ratio (%)
Gross margin 3.6 5.2 6.6 8.4 9.0
Current liabilities 42,543 49,133 59,074 63,461 60,499 Operating margin (5.6) (4.8) (3.6) (2.3) (2.2)
Bank borrowings 6,504 9,889 7,675 5,688 3,574 Net profit margin 9.4 9.9 8.9 9.0 9.9
Account payables 35,464 38,490 50,628 56,984 56,118
Tax payable 103 202 202 202 202 Balance sheet ratio
Other current liabilities 472 551 569 586 604 Net cash/total equity (x) 0.1 0.1 0.1 0.2 0.2
Current ratio (x) 1.3 1.2 1.3 1.3 15
Non-current liabilities 13,604 12,469 9,880 8,887 8,916 Receivable turnover days 113 121 120 122 125
Bank borrowings 8,473 7,527 4,927 3,927 3,927 Inventory turnover days 40 41 40 40 40
Government Grants 2,556 2,196 2,066 1,956 1,863 Payable turnover days 213 196 200 195 190
Other non-current liabilities 2,575 2,747 2,887 3,004 3,127
Total liabilities 56,147 61,602 68,954 72,348 69,415 Profitability (%)
ROE 7.2 8.6 9.3 10.1 10.5
Share capital 10,350 10,371 10,371 10,452 10,514 ROA 4.3 5.1 5.4 6.0 6.3
Reserves 74,025 79,943 88,950 97,511 106,513
Non-controlling interests 2,339 2,335 2,345 2,352 2,359 Pershare data (RMB)
Shareholders' equity 84,375 90,313 99,320 107,964 117,027 EPS 0.58 0.73 0.85 1.00 1.12
Total equity and liabilities 142,861 154,251 170,619 182,664 188,801 DPS 0.18 0.22 0.26 0.31 0.35
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.

For recipients of this document in the United Kingdom

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
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 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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