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Proven resilience gives us confidence in BEVs

Li Auto’s 2Q24 operating expenses beat our forecast and such cost control
could extend into 2H24. We are of the view that Li Auto has made a comeback
on sales volume with resilient pricing and margins. Although some investors
may wait for more details of its new BEVs, we think it could be oversold now.

B 2Q24 beat on tightened operating expenses. Li Auto’s revenue in 2Q24
was 1% higher than our prior forecast and GPM was 0.1ppt higher than our
estimates. Operating profit beat of RMB600mn mainly came from SG&A
and R&D expenses. Investment income in 2Q24 fell by RMB700mn QoQ
mainly due to share price drop of a listed company that Li Auto holds. Net
profitin 2Q24 of RMB1.1bn was about 7% higher than our prior estimates.

B Resilient sales volume and pricing give us more confidence in its
upcoming BEVs. Average selling prices (ASPs) for the L9, L8 and L7 in
2Q24 rose 3% QoQ based on our estimates despite stiffer competition. We
are of the view that Li Auto has made a comeback after its gloomy 1Q24
with 3Q24 sales volume set to hit an all-time high. Management guided
3Q24 GPM as 20%, the same as that in 1H24. Its proven resilience has
given us more confidence in its new BEV models in FY25. We maintain our
FY24E sales volume forecast of 0.51mn units, with 0.5mn units from
EREVs. We forecast FY25E sales volume to be 0.65mn units, with BEVs
contributing 0.13mn units (assuming 18% market share in the BEV segment
priced above RMB300,000).

B Higher operational efficiency to lower opex. We cut our FY24E R&D by
RMB1bn to RMB12bn, as the company guided down such expenses by
RMB3bn from RMB15bn at the beginning of 2024. We think it is feasible as
Al-powered end-to-end autonomous driving (AD) training requires much
fewer personnel than rule-based AD programming. We are of the view that
Li Auto’s AD capability has been narrowing the gap with the market leaders.
Although we cut our FY24E gross profit by 4% due to product mix changes,
we keep our FY24E net profit unchanged, as the R&D expense cuts could
offset the gross profit decline. We revise down our FY25E net profit by 3%
amid our 5% revenue cut (2% on volume and 3% on ASP).

M Valuation/Key risks. We maintain our BUY rating but cut our target price
slightly from US$26.00 to US$25.00, still based on 15x our revised FY25E
EPS. Key risks to our rating and target price include lower sales and/or
gross margin than our expectation, as well as a sector-derating.

Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E
Revenue (RMB mn) 45,287 123,851 145,604 184,278 220,498
YoY growth (%) 67.7 1735 17.6 26.6 19.7
Gross margin (%) 19.4 22.2 19.8 20.1 20.0
Operating profit (RMB mn) (3,654.9) 7,142.7 3,700.8 7,947.4 12,125.1
Net profit (RMB mn) (2,012.2) 11,704.1 7,249.1 11,940.8 15,768.3
YoY growth (%) na na (38.1) 64.7 32.1
Adjusted net profit (RMB mn) 41.0 12,092.6 8,961.8 13,195.0 17,009.5
EPS (Reported) (RMB) (1.04) 5.95 3.63 5.93 7.74
P/S (x) 3.0 11 0.9 0.7 0.6
P/E (x) ns 10.7 17.5 10.7 8.2
P/B (x) 2.7 21 1.8 1.6 1.3

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

RMB mn 1Q23 2Q23 3Q23 4Q23 1Q24 2Q24 YoY QoQ
Sales volume (units) 52,584 86,533 105,108 131,805 80,400 108,581 25.5% 35.1%
ASP (RMB) 357,277 331,119 329,941 316,620 318,827 291,749 -11.9% -8.5%
Revenue 18,787 28,653 34,679 41,732 25,634 31,678 10.6% 23.6%
Gross profit 3,830 6,235 7,644 9,787 5,284 6,177 -0.9% 16.9%
R&D expenses (1,852) (2,426) (2,817) (3,491) (3,049) (3,028) 24.8% -0.7%
SG&A expenses (1,645) (2,309) (2,544) (3,270) (2,978) (2,815) 21.9% -5.5%
Operating profit 405 1,626 2,339 3,036 (585) 468 -71.2% N/A
Net profit 930 2,293 2,823 5,658 593 1,103 -51.9% 86.1%
Gross margin 20.4% 21.8% 22.0% 23.5% 20.6% 19.5% -2.3 ppt -1.1 ppt
Operating margin 2.2% 5.7% 6.7% 7.3% -2.3% 1.5% -4.2 ppt 3.8 ppt
Net margin 4.9% 8.0% 8.1% 13.6% 2.3% 3.5% -4.5 ppt 1.2 ppt
Source: Company data, CMBIGM
Figure 2: Earnings revision
New (o][] Diff (%)
RMB mn FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 145,604 184,278 220,498 149,240 193,270 234,100 -2.4% -4.7% -5.8%
Gross profit 28,888 37,106 44,179 29,952 39,210 47,580 -3.6% -5.4% -7.1%
Operating profit 4,201 8,647 12,925 4,061 9,620 15,109 3.4% -10.1% -14.5%
Net profit 7,249 11,941 15,768 7,228 12,268 17,326 0.3% -2.7% -9.0%
Gross margin 19.8% 20.1% 20.0% 20.1% 20.3% 20.3% -0.2ppt  -0.2ppt -0.3 ppt
Operating margin 2.9% 4.7% 5.9% 2.7% 5.0% 6.5% 0.2 ppt -0.3ppt  -0.6 ppt
Net margin 5.0% 6.5% 7.2% 4.8% 6.3% 7.4% 0.1 ppt 0.1 ppt -0.2 ppt

Source: CMBIGM estimates

Figure 3: CMBI estimates vs consensus

CMBIGM Consensus Diff (%)

RMB mn FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
145,604 184,278 220,498 147,608 200,984 247,205 -1.4% -8.3% -10.8%

Revenue

Gross profit 28,888 37,106 44,179 29,575 41,011 51,604 -2.3% -9.5% -14.4%
Operating profit 4,201 8,647 12,925 5,214 10,493 15,771 -19.4% -17.6% -18.0%
Net profit 7,249 11,941 15,768 8,968 13,808 18,949  -19.2% -13.5% -16.8%
Gross margin 19.8% 20.1% 20.0% 20.0% 20.4% 20.9% -0.2ppt -0.3ppt -0.8 ppt
Operating margin 2.9% 4.7% 5.9% 3.5% 5.2% 6.4% -0.6 ppt -05ppt -0.5ppt
Net margin 5.0% 6.5% 7.2% 6.1% 6.9% 7.7% -1.1ppt -04ppt -0.5ppt

Source: Bloomberg, CMBIGM estimates
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Financial Summary

INCOME STATEMENT

YE 31 Dec (RMB mn)

Revenue 27,010 45,287 123,851 145,604 184,278 220,498
Cost of goods sold (21,248) (36,496) (96,355) (116,716) (147,172) (176,319)
Gross profit 5,761 8,790 27,497 28,888 37,106 44,179
Operating expenses (6,779) (12,445) (20,354) (25,187) (29,158) (32,054)
SG&A expense (3,492) (5,665) (9,768) (13,161) (14,757) (16,278)
R&D expense (3,286) (6,780) (10,586) (12,026) (14,401) (15,776)
Operating profit (1,017) (3,655) 7,143 3,701 7,947 12,125
Gain/loss on financial assets at FVTPL 0 0 0 0 0 0
Investment gain/loss 527 376 783 745 1,497 2,111
Other gains/(losses) 187 626 1,048 1,115 1,220 1,220
EBITDA 501 (839) 12,343 11,015 18,102 24,703
Depreciation 590 1,214 1,805 2,953 4,679 6,399
EBIT (90) (2,053) 10,538 8,061 13,423 18,304
Interest income 213 600 1,300 2,000 2,058 2,047
Interest expense (63) (106) (86) (117) 77) (64)
Pre-tax profit (153) (2,159) 10,452 7,945 13,345 18,239
Income tax (169) 127 1,357 (636) (1,335) (2,371)
After tax profit (321) (2,032) 11,809 7,309 12,011 15,868
Minority interest 0 20 (105) (60) (70) (100)
Discontinued operations 0 0 0 0 0 0
Others 0 0 0 0 0 0
Net profit (321) (2,012) 11,704 7,249 11,941 15,768
Adjusted net profit 780 41 12,093 8,962 13,195 17,010
BALANCE SHEET 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Current assets 52,380 66,992 114,526 128,317 154,535 185,822
Cash & equivalents 27,854 38,478 91,329 90,010 96,083 107,642
Restricted cash 2,639 1,940 0 500 500 500
Account receivables 121 48 144 239 252 362
Inventories 1,618 6,805 6,872 7,994 10,080 12,077
ST bank deposits 19,668 18,031 11,933 25,933 43,933 61,933
Other current assets 481 1,690 4,247 3,640 3,686 3,307
Non-current assets 9,468 19,545 28,942 41,046 50,658 56,606
PP&E 4,498 11,188 15,745 23,804 31,134 36,743
Right-of-use assets 2,061 3,539 5,939 9,525 9,963 8,929
Deferred income tax 20 75 1,990 1,200 1,500 1,500
Investment in JVs & assos 156 1,484 1,595 1,960 2,480 2,900
Intangibles 751 833 864 911 968 1,016
Other non-current assets 1,981 2,427 2,808 3,646 4,612 5,518
Total assets 61,849 86,538 143,467 169,363 205,193 242,427
Current liabilities 12,108 27,373 72,743 79,614 100,343 119,722
Short-term borrowings 0 0 688 0 0 0
Account payables 9,376 20,024 51,870 63,954 80,642 96,613
Other current liabilities 2,259 6,652 19,038 13,530 17,448 21,101
Lease liabilities 473 696 1,146 2,130 2,253 2,008
Non-current liabilities 8,676 13,979 10,150 20,139 21,960 22,690
Long-term borrowings 563 3,317 1,747 1,513 1,213 713
Convertible bonds 5,398 5,914 0 6,032 6,032 6,032
Obligations under finance leases 0 0 0 0 0 0
Deferred income 390 582 812 1,520 2,261 3,148
Other non-current liabilities 2,326 4,167 7,590 11,075 12,454 12,798
Total liabilities 20,785 41,352 82,892 99,753 122,303 142,412
Share capital 1 1 1 1 1 1
Capital surplus 49,390 53,869 57,480 59,205 60,475 61,732
Retained earnings (8,328) (9,012) 2,661 9,910 21,851 37,620
Other reserves 0) 0) (0) 0) 0) 0)
Total shareholders equity 41,064 44,859 60,143 69,117 82,328 99,353
Total equity and liabilities 61,849 86,210 143,035 168,870 204,631 241,765
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CASH FLOW 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Operating

Profit before taxation (153) (2,159) 10,452 7,945 13,345 18,239
Depreciation & amortization 590 1,214 1,805 2,953 4,679 6,399
Change in working capital 6,565 5,035 36,612 12,043 19,081 19,185
Others 1,338 3,290 1,825 2,267 (235) (1,015)
Net cash from operations 8,340 7,380 50,694 25,208 36,870 42,808
Investing

Capital expenditure (3,445) (5,128) (6,507) (11,080) (12,100) (12,100)
Acquisition of subsidiaries/ investments (631) (762) (198) (400) (400) (300)
_Net proceeds from disposal of short-term (504) 1,686 16,316 (9,000) (8,000) (8,000)
investments

Others 323 (161) (9,622) (5,000) (10,000) (10,000)
Net cash from investing (4,257) (4,365) (12) (25,480) (30,500) (30,400)
Financing

Net borrowings 170 3,080 (1,001) (560) (312) (864)
Proceeds from share issues 11,006 2,469 1,186 13 15 15
Others 5,533 90 0 0 0 0
Net cash from financing 16,710 5,639 185 (548) (296) (849)
Net change in cash

Cash at the beginning of the year 10,173 30,493 40,418 91,330 90,510 96,583
Exchange difference (472) 1,270 45 0 0 0
Others 0 0 0 0 0 0
Cash at the end of the year 30,493 40,418 91,330 90,510 96,583 108,142
GROWTH 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Revenue 185.6% 67.7% 173.5% 17.6% 26.6% 19.7%
Gross profit 271.9% 52.6% 212.8% 5.1% 28.4% 19.1%
Operating profit na na na (48.2%) 114.7% 52.6%
EBITDA 151.6% na na (10.8%) 64.3% 36.5%
EBIT na na na (23.5%) 66.5% 36.4%
Net profit na na na (38.1%) 64.7% 32.1%
Adj. net profit na (94.7%) 29,430.1% (25.9%) 47.2% 28.9%
PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Gross profit margin 21.3% 19.4% 22.2% 19.8% 20.1% 20.0%
Operating margin (3.8%) (8.1%) 5.8% 2.5% 4.3% 5.5%
EBITDA margin 1.9% (1.9%) 10.0% 7.6% 9.8% 11.2%
Adj. net profit margin 2.9% 0.1% 9.8% 6.2% 7.2% 7.7%
Return on equity (ROE) (0.9%) (4.7%) 22.3% 11.2% 15.8% 17.4%
GEARING/LIQUIDITY/ACTIVITIES 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Current ratio (x) 4.3 2.4 1.6 1.6 15 1.6
Receivable turnover days 1.6 0.4 0.4 0.6 0.5 0.6
Inventory turnover days 27.8 68.1 26.0 25.0 25.0 25.0
Payable turnover days 161.1 200.3 196.5 200.0 200.0 200.0
VALUATION 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

P/E ns ns 10.7 175 10.7 8.2
P/E (diluted) ns ns 11.5 18.7 11.4 8.8
P/B 2.9 2.7 2.1 1.8 1.6 13
P/CFPS 14.1 16.7 25 5.0 35 3.0
Div yield (%) 0.0 0.0 0.0 0.0 0.0 0.0

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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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
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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
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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 the
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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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