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A turnaround story

Sector Technology
» Lackluster FYO05 result has been priced in: BYD’s share price has
been under pressure for most part of 2005, reflecting market
concerns over its auto business and the disappointing 1HO5 results. ‘
We believe most of the bad news have been priced in and we are Share price HK$16.6
seeing earnings recovery in FY06. Target price n.a

» Battery business recovers to FY04's level: The sluggish sales to
domestic handset players were the main culprits of BYD’'s
disappointing 1HO5 results. However, we noted that sales to
domestic clients declined from about 30% of BYD's total Li-ion
battery shipment in FY04 to around 5% by the end of FYO5. We  Ticker 1211
consider this a positive sign as the cloudy prospect of domestic
handset vendors will have minimal impact on BYD. We expect

BYD’s Li-ion battery shipment to recover to about 200mn units in Market cap HK$8,956mn
FYO06, given that 1) global handset vendors, of which most of the
them are BYD’s core customers, are gaining market share  Shares O/S 539.5mn

worldwide; 2) BYD is allocating more resources to its global clients,
and is expected to receive more orders from them in FY06; 3) BYD
plans to expand its product line into batteries for digital cameras.

52 wks high/low HK$25.5-9.7

NAV per share Rmb7.39

» One-stop shop strategy boosts handset components sales: In
addition to batteries, BYD is also providing handset cases, keypads,
displays and mechanical parts for mobile phones. Given its cost Major shareholder Wang Chuan-fu (27.8%)
advantages, strict quality control and good relationships with its Lu Xiangyang (11.7%)
clients, we believe these are BYD’s competitive edges for winning
more contract from global clients. We expect handset components
to contribute about 30% of BYD's total turnover in FYO6.

» Auto business to breakeven: BYD introduced F3, its new car
model equipped with a 1.6L engine in 4Q05. Priced at a
competitive RMB 80,000 each, F3 receives warm welcome from the
market and sold about 3500 units in the month of Jan 06 alone.
For the whole FY06, BYD targets to sell 10k and 40k of Flyer and F3,
respectively. With such sales volume, the business is expected to
breakeven in 2006. The division reported an operating loss of
RMB72mn during 1HO5 from selling only 4800 units of Flyer.

» 50% growth in total revenue and net profit in FY06: We project
BYD’s total revenue to reach Rmb6.5bn and 10.2bn, and net profit
of 526mn and 796mn for FY05 and FYQ6, representing about 50%
yoy growth for both revenue and net profit in FY06. Currently, the
counter is trading at 15.5x FY05 EPS or 10.2x FY06 EPS.
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