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Financial summary 0305.HK 12 mthrange:  HK$0.35-1.37 m
HK$0.86 Market cap: US$101.1m =

Year to Dec 07A 08A 09F 10F 11F Target: Daily t/o, 3 mth: <US$0.1m ‘

Turnover (RMBm) 2,856 7,112 8,622 10,157 11,115 Free float %:  26.9% <

Net Profit (RMBm)  11.1 32.6 (20.0) 59.9 69.0 ; ~

EPS (RMB) 0013 0.036(0.022) 0065 0075 K€y points: N

EPS A% na 1825(161.1) 4002) 151 *k  SGMW'’s sales volume jumped 50% in 1H and 105.7% in Jul-Aug, .E

PIE (x) 604 214 na 117 101 signaling strong demand for DHWL’s products. -

PIB () 093 476 551 374 273 4 16,000 special vehicles sold in 1H and full-year target at 30,000 Q

EV/EBITDA (x) 2.4 1.0 0.8 0.6 0.6 a q

Yield (%) 16 00 00 00 00 Units, up ﬁ:om 20,000 units last year. ‘

ROE (%) 205 256 (46 382 312 *F  Gross margin narrowed O.7pcp due to overloaded operation.

ROCE (%) 283 227 160 299 27.0 Long-term trend heading up unchanged.

N. Gear. (%) (8458)(170.) 00 00 00 3k  Bottom line ruined by RMBél.4m non-cash [oss. Long-term

Source: SBI E2-Capital outlook intact.

e Strong growth of specialized vehicle division., Revenue

Price Performance increased 31.0% in IH FY12/09A to RMB4,813.9m, which is broadly

imth 3mth 12mth in line with our expectation. Segment wise,
Relative to HSI (%) B319 +39 24 Enpgine and parts (EP) — capped by both the capacity constraint

Actual price changes (%) 233 +296 303 (600,000 units) and SGMW’s intention to build up its own in-house

supply, sales edged up 9.0% to RMB1,622.4m.
09F  10F  1IF

O  Automotive components and accessories (ACA) — buoyed by the

Consensus EPS (RMB) n.a. n.a. n.a.
Previous forecasts (RMBm)  74.8 1040 1114 robust minicar market, turnover increased 51.8% to RMB2,508.5m
Previous EPS (RMB) 0082 0113 o121 (volume: ~480,000 sets).
O  Specialized vehicle (SV) — sales volume jumped from 9,000 units
Price Chart one year ago to 16,000 units in |H with corresponding value surging
87.8% to RMB490.5m. We were a bit over-cautious and have revised up
4 our full-year forecast from RMB624.8m to RMB929.2m based on the
company'’s sales target of 30,000 units (FY 12/08A: 20,000 units).
3 4
& L O  Trading of raw materials, water and power supply (trading) —
I

2 external sales dropped 29.2% to RMB191.7m, which should be maintain
\ attributed to a general decline in selling prices, in our view.
1
\) Energetic minicar market. In IH, SGMW, the sole major

0 T . 1 customers, sold 525.050 cars, up 50.0% YoY. The momentum
2004 2005 2006 2007 2008 2009 retained in Jul (87,925 units, up 90.7% YOY) and Aug (89,4|0 units,

up 123% YoY). We have penciled up our estimate on SGMW’s

Norman Zhang full-year sales from 850,000 units to 900,000 units, representing a

(852) 2533 3715 full utilization of existing capacity.

normanzhang@sbie2capital.com Unexpected margin squeeze but structural trend still

upwards. Blended gross margin narrowed unexpectedly in IH by
0.7pcp to 8.4%. The main reason was the extra cost incurred by overloaded operation in the new Qingdao
plant. Nevertheless, we reckon the blended gross margin should trend up in mid-term (2-3 years), given:

O favourable impact is anticipated from rising contribution from SP segment (gross margin: 12.7% in FY 12/08A for
the segment versus 10.9% blended). Meanwhile, the growth of SP division will also create internal demand for
both engines and components, resulting in additional profit (i.e. margin enhancement) to EP and ACA segments
on apparent basis.

O EP segment — to benefit from the decline in raw material cost (short-term factor) and technical improvement /
upgrade (mid-term factor). A cylinder production line has commenced operation. The company plans another
cylinder casting project to further enhance segmental profitability.
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O ACA segment — to improve gradually with ramping-up operation in the Qingdao plant. The company expects
segmental gross profit margin to pick up in 2H.

O SV segment — to harvest more economy of scale following expected increase in sales volume.

Delay in injecting capital into WLI. The company has postponed RMB225.9m capital injection into WLI in
exchange for the latter’s 20.6% interest. As the negotiation is still under processing and exact date for the
capital injection has not been decided yet, we adopted a simple assumption of unchanged profit sharing of
DHWL in WLI at 30.4% perpetually.

Earnings projection revised down, long-term prospect intact. The company booked RMB61.4m
non-cash loss in IH Y12/09F from change in fair value of HK$100m convertible bonds issued in Jan 09 with
initial conversion price of HK$0.74, which turned bottom line to red at RMB41.4m from a net profit of
RMB8.4m one year ago. Also considering the squeezed gross margin, we have slashed our FY12/09F earnings
forecast from RMB73.8m profit to RMB20.0m loss. Nevertheless, profit (before minority interest) for
FY12/10F and FY12/11F has been pencilled up by 1.5% and 9.9%, respectively, to reflect the encouraging
growth of SV segment.

. ____________________________________________________________________________________________________________________________________________|
Table 1. Peers comparison

Market cap Historical P/E

Company Ticker (US$m) (x)  1-YrP/IE(x) 2-Yr P/E (x) P/B (x) ROE (%)
Auto parts & components

Minth 425 HK 835.1 12.7 11.0 9.5 1.7 13.6
Xinyi Glass 868 HK 1,268.4 17.8 11.4 9.5 2.2 16.9
Weichai Power 2338 HK 5,724.1 19.9 12.4 11.1 3.1 26.8
Average 16.8 11.6 10.0 2.3 19.1
Whole car

Denway 203 HK 3,287.0 11.1 10.3 9.2 1.8 17.3
Geely Automobile 175 HK 1,670.2 8.4 10.2 8.8 2.1 26.9
Dongfeng Motor 489 HK 9,002.7 14.8 12.8 11.4 2.6 20.7
AVI China Industrial 2357 HK 1,607.4 n.a. 72.1 19.8 3.9 (39.7)
Average 11.4 26.3 12.3 2.6 6.3
DH Wuling 305 HK 101.1 21.4 n.a. 11.7 6.6 25.6

Source: Bloomberg
|

Table 2: P&L
Year to Dec (RMBm) 07A 08A 09F 10F 11F
Revenue 2,856.5 7,111.9 8,621.6 10,157.0 11,114.6
Cost of sales (2,591.9) (6,339.7) (7,728.5) (9,019.4) (9,814.4)
Gross profit 264.5 772.2 893.1 1,137.6 1,300.2
Other income 36.5 85.1 84.0 103.8 117.1
Distribution costs (51.7) (187.2) (205.1) (248.8) (277.7)
General and administrative expenses (100.6) (422.8) (463.3) (561.9) (627.3)
Research and development expenses (48.5) (40.3) (66.0) (98.1) (129.6)
Profit from operation 100.1 207.1 242.6 332.5 382.7
Net (loss) gain on held-for-trading
investment 9.0 (0.2) - - -
Change in fair value of derivative financial
instrument - - (61.4) - -
Share of results of an associate 0.2 0.8 0.8 0.9 1.0
Increase in fair value of investment
properties 5.2 2.2 0.3 - -
Finance costs (17.2) (45.0) (54.9) (60.8) (63.0)
Profit before taxation 97.2 164.8 127.4 272.6 320.7
Income tax expenses (22.6) (27.9) (32.6) (47.1) (55.8)
Profit for the period 74.6 136.9 94.7 2255 265.0
Attributable to:
Equity holders of the Company 1.1 32.6 (20.0) 59.9 69.0
Minority interests 63.5 104.2 114.7 165.6 196.0

Source: Company data, SBI E2-Capital
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SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: shie2capital.com, thomsononeanalytics.com,
factset.com and multex.com

SBI E2-Capital stock ratings:

STRONG BUY : absolute upside of >50% over the next three months

BUY : absolute upside of >10% over the next six months
HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other related businesses with the companies in this report.

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject securities and that the analyst has not received and will
not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

Disclaimer: This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to in this report may not be
eligible for sale in some jurisdictions. The information contained in this report has been compiled by the Research Department of SBI E2-Capital Securities Limited (‘SBI
E2-Capital’) from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI E2-Capital or any other person as to its accuracy
or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of SBI E2-Capital as of the date of this report only and are
subject to change without notice. Neither SBI E2-Capital nor any other person, accepts any liability whatsoever for any loss howsoever arising from any use of this report or
its contents or otherwise arising in connection therewith. Each recipient of this report shall be solely responsible for making its own independent investigation of the business,
financial condition and prospects of the companies referred to in this report. SBI E2-Capital and their respective officers, directors and employees, including persons involved
in the preparation or issuance of this report, may from time to time (1) have positions in, and buy or sell, the securities of companies referred to in this report (or related
investments); (2) have a consulting, investment banking or broking relationship with any company referred to in this report; and (3) to the extent permitted under applicable law,
have acted upon or used the information contained or referred to in this report including effecting transactions for their own account in an investment (or related investment) in
respect of any company referred to in this report, prior to or immediately following its publication. This report may not have been distributed to all recipients at the same time.
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