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Market leader triumphing

e Yedea has become the market leader in electric two-wheeled
vehicles in China in terms of sales volume, revenue and profit since
2016, and is poised to widen its gap with its closest competitors.

e Having acquired a 17.4% stake in US-based Lightning Motors, Yadea
is well positioned to tap into the global electric motorcycle market.

e We initiate coverage of Yadea with a DCF-based target price of HKD

2.35, representing 2017E PER of 11.6x, PBR of 2.3x and 39.9%
potential upside.

China leads the global electric two-wheeled vehicle market. China is the
largest market in terms of retail sales volume and manufacturing capacity
of electric two-wheeled vehicles, accounting for 86.8% and 84.9% of total
retail sales and PARC (the number of vehicles on road) in the world in
2015, according to Frost & Sullivan. While an industry-wide consumption
upgrade has started two years ago, we foresee an industry consolidation
that would see the top two or three players’ market share by volume
increasing from around 30% to over 50%, in our estimates. With the
growing popularity of electric cars, China also has a huge potential
demand for electric motorcycles, in substitution for traditional diesel
motorcycles.

Yadea set to widen gap with closest competitors, entering a ‘Blue Ocean’
market. In our view, Yadea has played a critical role in the transition of the
electric two-wheeled vehicle market from an assembly industry to a
consumer market. Yadea is superior to the industry and even its closest
competitors in many aspects spanning from design (using professional
design houses), manufacturing (automotive assemble line), R&D (in-house
developed motor), innovation and branding, growth, profitability and
financial strength. Moreover, its strategic collaboration (with 17.4% stake)
with Lightning Motors makes it potentially the best candidate for making
inroads into the electric motorcycle market that is still untapped in China.

Hoarding cash position. As of end-16, Yadea boasts a net cash position of
RMB4bn, which provides substantial financial leeway to either commit to
a more sustainable dividend policy or execute acquisitions going forward,
in our view.

Key risks. Besides the sluggish domestic economic environment, we see
the major risks to our forecasts and valuation lie in competition and the
company’s approach in executing its strategy for high-end electric
two-wheeled product sales.

A cash-rich bargain. We initiate coverage on Yadea with a Buy rating,
with a DCF-based price target of HKD2.35 implying 39.9% potential
upside. Trading at FY17E 8.3x PER, 1.6x PBR and 3.1% yield, the
company’s current valuation is least reflective of its solid growth,
superior earnings capability and abundant cash position in our view.
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Valuation

As Yadea has a well established business model with strong cash generating capability,
we believe DCF is the best method to value the company. Assuming a WACC of 14.1%
(3.0% risk free rate, 8.50% equity risk premium and 1.30x beta), our DCF generated a
price target of HKD2.35, representing an adjusted 2017E PER of 11.6x and PBR of 2.3x.

Figure 1: Yadea: DCF valuation

FY ended: Dec (RMB mn) 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Revenue 7,454 8,226 8,900 9,478 10,000 10,400 10,712 10,872 10,981
Revenue growth 11.9% 10.4% 8.2% 6.5% 5.5% 4.0% 3.0% 1.5% 1.0%

EBITDA 732 835 923 926 917 881 833 769 700
EBITDA margin 9.8% 10.2% 10.4% 9.8% 9.2% 8.5% 7.8% 7.1% 6.4%

Depr and amort 80 89 98 99 100 95 90 86 82

EBIT 652 747 825 827 817 786 742 683 618

Tax rate 22.9% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0%

NOPAT 503 560 619 620 613 590 557 512 464

Capex (138) (154) (173) (250) (250) (250) (250) (250) (250)
As % of revenue -1.8% -1.9% -1.9% -2.6% -2.5% -2.4% -2.3% -2.3% -2.3%

Change in WC 92 39 27 22 17 16 14 13 11

FCF 537 533 572 491 480 450 411 361 307

Year of projection 0 1 2 3 4 5 6 7 8

Discount factor 1.000 0.876 0.768 0.673 0.590 0.517 0.453 0.397 0.348

PV of FCF 537 468 439 331 283 233 186 143 107

Sum of PV of FCF 2,190.0

Terminal value 788.9

Debt -

Cash 2,907.1

Net debt (2,907.1)

Enterprise value 5,886.0

Weighted number of shares 2,803.5

CNY / HKD 1.12

Intrinsic value per share (HKD) 2.35

Source: CSCI Research estimates

Valuation versus closest industry peers

As there is no listed electric two-wheeled company in the H or A share market, we
compare our valuation with its closest industry groups, namely traditional motorcycle
manufacturers and Telsa as a typical electric automotive company.

Traditional diesel motorcycle

Major A share and US-listed diesel motorcycle companies trade at 2017E PER of
14.7x-16.8x and 2018E PER of 12.8x-14.7x. We regard those figures as decent valuation
mulitples, in spite of China’s declining sales volumes of diesel motorcycles in the past

three years.

Compared with the traditional diesel motorcycle industry which is restricted by
increasing environmental protection related regulations, we see a brighter growth
outlook for the electric two-wheeled vehicle industry. Given that an increasing number
of high-end electric two-wheeled vehicle models will be available on the market, we
expect to see the pace of substitution for traditional diesel motorcycles to mitigate

going forward.

Our price target of HKD2.35 for Yadea implies an adjusted 2017E PER of 11.6x and PBR
of 2.3x, which looks undemanding compared with major A share and US-listed diesel
motorcycle companies, in our view.

Valuation premium for ‘Electric’ feature

To gain a further look at market perception of electric vehicles versus traditional
vehicles, we use Tesla as an example. According to Bloomberg consensus, Tesla is not
expected to make a profit untill FY18. Per Bloomberg consensus, Telsa currently trades
at over 11.2x FY17E PBR (versus traditional automotive companies’ valuations of
typically below 2.0x forward PBR), which not only reflects its potential high growth but
also a sizeable market valuation premium for its electric feature, in our view.

Please read the disclaimer on the last page. 3 16 May 2017
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Figure 2: Major A share and US-listed motorcycle companies

Close Mktcap Fiscal Rept'g ROE (%) PER (x) PBR (x) Grs mrgn (%)
Company Ticker Ccy (Local$) (USSm) Y/E Ccy FYO FY1 FYO FY1 FY2 FYO FY1 FYO FY1
Motorcycle
HARLEY-DAVIDSON HOG US UsD 55.21 97 Dec USD 368 329 152 147 133 5.3 49 378 352
LONCIN MOTOR C-A 603766 CH CNY 19.36 24 Dec CNY 154 148 200 16.8 147 2.9 24 203 213

LIFAN INDUSTRY-A 601777 CH CNY 7.94 15 Dec CNY 1.2 na. 136.6 n.a. n.a. 1.8 n.a. 9.9 n.a.
CHONGQING ZONG-A 001696 CH CNY 7.14 12 Dec CNY 8.1 na. 370 152 128 3.1 na. 207 n.a.
FDG EVEHICLES 729 HK HKD  0.345 10 Mar HKD (8.4) (27.3) n.a. n.a. n.a. 2.8 na. 397 4.1
CHINA JIALING-A 600877 CH CNY 5.75 0.6 Dec CNY n.a. n.a. n.a. n.a. n.a. n.a. n.a. 1.9 n.a.
Other industry plays

TESLA MOTORS TSLAUS USD 324.81 534 Dec USD (22.9) (18.6) n.a. n.a. n.a. 7.3 112 228 237
TIANNENG POWER 819 HK HKD 7.00 10 Dec CNY 235 241 8.4 6.6 54 1.8 14 138 143
ZHEJIANG QIAN -A 000913 CH CNY 15.67 1.1 Dec CNY 15.1 n.a. 23.1 n.a. n.a. 3.2 n.a. 17.8 n.a.
CHAOWEI POWER 951 HK HKD 4.65 0.7 Dec CNY 171 197 124 5.9 4.7 2.0 11 144 149

CHONGQING JIAN-B 200054 CH  HKD 9.98 01 Dec CNY na na 1114 na na na na 178, na
Source: Bloomberg, prices as of 15 May 2017
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Electric two-wheeled vehicle market overview

China is the largest market in terms of retail sales volume and manufacturing capacities
for electric vehicles, accounting for 86.8% and 84.9% of total retails sales and PARC (the
number of vehicles on road) globally in 2015, according to Frost & Sullivan. According
to NBSC, electric two-wheeled vehicles production in the PRC reached 32.15mn units in
2016, representing 4.4% YoY growth. The total revenue of electric two-wheeled
vehicles grew 9.2% YoY to RMB100.2bn in the year. Leveraging on a comprehensive
supply chain and advanced technologies, China will continue to be the leader in the
global electric two-wheeled vehicle market, with exports growing rapidly over the
coming three to five years, in our view.

Consumption - the pillar in China’s economic ‘new normal’

China has seen a weakening economic growth since 2014. According to the IMF, the
World Bank and Bloomberg consensus of economist forecasts, China’s annual GDP
growth will be in the range of 6.0-6.5% over the coming three years.

In spite of the slowing economic growth in China, we believe domestic consumption
might grow at a faster pace, given the government’s efforts to shift economic growth
towards a consumption-driven model. According to Frost & Sullivan, the per capita
disposable income of urban and rural households in China have grown at a CAGR of
10.3% and 14.0% from 2010 to 2015 and will grow at a CAGR of 9.7% and 15.6% from
2015 to 2020, respectively.

Figure 3: China’s GDP growth Figure 4: PRC per capita disposable income of households
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Source: IMF, the World Bank, Bloomberg, CSCI Research Source: Frost & Sullivan, NBSC, CSCI Research

Moving to high-end is the key trend in China

In general, the electric powered two-wheeled vehicle market primarily consists of two
categories: electric scooters and electric bicycles. Due to rising penetration (over 14.5%
population penetration and over 40% household penetration as of end-2015 in our
estimates), sales volume growth of electric two-wheeled vehicles in China will remain
sluggish over the coming four years, according to Frost & Sullivan. However, we see
great growth potential in the high-end electric scooter market in China, which could
become a ‘Blue Ocean’ market for front runners like Yadea, in our view.

Rising prices to drive sales value of electric two- wheeled vehicles in China

China is the largest consumer market of electric two-wheeled vehicles in the world.
According to Frost & Sullivan, China’s retail sales volumes and PARC accounted for
86.0% and 84.9% of the world’s total by end-2015, respectively.

Please read the disclaimer on the last page. 5 16 May 2017
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Figure 5: PARC of electric two-wheeled vehicles Figure 6: Retail sales of electric two-wheeled vehicles
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China’s PARC of electric two-wheeled vehicles (including both electric scooters and
electric bicycles) reached 199.8mn units as of end-2015 and is estimated to climb to
276.3mn units in 2020, according to Frost & Sullivan. In addition, China’s aggregate retail
sales volume of electric scooters and electric bicycles increased from 25.9mn units in
2010 to 34.0mn units in 2015, representing a CAGR of 5.6%. According to Frost &
Sullivan, retail sales will reach 44.0mn units in China by 2020, representing a CAGR of
5.3%. Along with increasing demand and rising retail prices, the sales value is expected to
grow at a CAGR of 8.7% from RMB82.2bn in 2015 to RMB124.7bn in 2020, according to
Frost & Sullivan.

Specifically, the total retail sales volume of electric scooters is expected to reach
28.2mn units while the total retail sales value is expected to reach RMB88.9bn in 2020,
representing a CAGR of 7.5% and 10.8% respectively from 2015 to 2020, according to
Frost & Sullivan. As for electric bicycles, Frost & Sullivan expects the retail sales volume
and value to grow at a CAGR of 2.0% and 4.3%, respectively from 2015 to 2020.

Figure 7: Electric scooter market in China Figure 8: Electric bicycle market in China
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Luxury electric two-wheeled vehicles an untapped market in
China

Retail sales prices of electric scooters and bicycles have risen from RMB2,544 and
RMB1,903 in 2010 to RMB2,708 and RMB2,023 in 2015, and are expected to rise at
annual growth rates of 3.4% and 2.5% to RMB3,157 and RMB2,265 in 2020
respectively, according to Frost & Sullivan. The hike in retail selling prices has been
primarily driven by the improvement in quality and enhancement of functionality.

However, the high-end electric two-wheeled vehicle market in China remains untapped
as the retail sales prices of electric two-wheeled vehicles are mostly below RMB4,000.
By high-end vehicles, we refer to those with retail prices above RMB5,000/RMB10,000
per unit. Meanwhile, we expect the high-end scooter market to develop rapidly in the
coming three years.

Please read the disclaimer on the last page. 6 16 May 2017
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e Subsititute for traditional motocycles. Due to environmental concerns, a rising
number of countries, including China, have tightened regulatory restrictions on
diesel motocycles. Currently, the maximum speed of electric scooters and bicyles
are 20km/h. Powered with electric engines, electric motocycles with speed up to

over 300km/h can substitute for traditional diesel motocycles, in our view.

e Supplement to family car market. Currently, over 60% of the electric scooters and
bicycles are sold to female consumers in China, according to our survey. As a result,
most electric scooters and bicycles are targeted at female consumers. However, we
see a potentially immense demand for high-end electric scooters to be used as

family cars for those female consumers.

Figure 9: Average retail selling prices of electric scooters and bicycles in China
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Competitive landscape

The electric two-wheeled vehicle industry in China has experienced integration and
consolidation during the past few years. In 2010, there were over 2,500 electric
two-wheeled vehicle brands in China. By the end 2015, there were about 250
manufacturers above the designated scale (which refers to manufacturers with an
annual revenue of not less than RMB200mn). Among all players in the electric scooter
and bicycle market, Yadea ranks number one in terms of revenue and net profit,
accounting for 10.5% and 24.0% of the total market in 2015 respectively, according to

Frost & Sullivan.

Figure 10: China’s electric scooter by revenue, 2015

Figure 11: China’s electric bicycle by revenue, 2015
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Source: Frost & Sullivan, CSCI Research estimates
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‘Survival of the fittest’

Instead of industry consolidation, we see the ‘Survival of the Fittest’ rule to cause
smaller players to become increasingly difficult to survive amid rising market demand
for higher quality and more sophisticated products.

e Oversupply in low-end. In the low-end markets (priced below RMB1,000),
oversupply and intensifying price pressure would squeeze profit margins.

e Entry barrier in high-end. In contrast, the high-end market could be a ‘Blue Ocean’
for front runners, in our view.

Please read the disclaimer on the last page. 8 16 May 2017
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Front runner in a ‘Blue Ocean’ market

Yadea is a leading green-energy, electric two-wheeled vehicle brand in China. It is
mainly engaged in the design, R&D, manufacture and sale of electric two-wheeled
vehicles. Its market shares were 11.2% in the electric scooter market and 9.2% in the
electric bicycle market in terms of revenue in China in 2015. It has become the market
leader in electric two-wheeled vehicles in China in terms of sales volume, revenue and
profit since 2016, and is poised to widen its gap with its closest competitors.

Looking forward, the company intends to continue further strengthen its leading position
in the electric bicycle and scooter markets in China and also to tap into the high-end
electric two-wheeled vehicle market through the strategic cooperation with Lightning.

“Yadea” a leading electric two-wheeled vehicle brand in China
Yadea’s main products include electric scooters and electric bicycles, which accounted for
53.8% and 22.9% of its total revenue in 2016, respectively. In addition, the company sells
bateries and battery chargers (accounting for 22.5% of its total revenue in 2016) and
certain electric two-wheeled vehicle parts (accounting for 0.8% of its total revenue in
2016). It previously produced certain electric specialty vehicles, including golf and
cleaning vehicles, and related parts, but discontinued production in 3Q14 so as to focus
exclusively on its core products (electric scooters and electric bicycles). In addition, Yadea
has sold its products to consumers in more than 65 countreis.

Figure 12: Yadea summary details of its electric scooters and electric bicycles

Product Electric Scooters Electric Bicycles
Electric Motorcycles Electric Mopeds

Motor Maximum continuous rated power >4KW <240W <240W

Speed Maximum speed >50km/h <20km/h <20km/h

Load Capacity 150kg 75kg 75kg

Cruising Range ~ 60—-80km 50-80km 50km

Source: Company

e Electric Scooters. Powered by electric motors, the company’s electric scooters
generally have more advanced motors, batteries and designs than its electric
bicycles. In particular, more molded plastics are incorporated into the frames of
electric scooters, bringing greater power-use efficiency and better riding
experiences than its electric bicycles. In 2016, the Company introduce 45 new
electric scooter models for various consumer preferences. The company categorizes
its electric scooters into electric mopeds and electric motorcycles. Besides, a special
qualification is required for manufacturing electric motorcycles in the PRC and,
according to Frost & Sullivan, the company was China’s first manufactuer who
obtained this qualification.

e Electric Bicycles. Also powered by electric motors, Yadea’s electric bicycles look
similar to traditional ones, except that few plastic covering parts, and most of the
vehicle frame exposed. The electric bicycles can reach maximum speeds of 20km/h
when powered by the electric motor. They are less expensive and less
power-consumed than electric scooters. In 2016, the Company introduced 47 new
models of electric bicycles.

e Batteries and Battery Chargers. The company sells batteries and battery chargers as
accessories along with its electric two-wheeled vehicles. It also sells batteries and
battery chargers to distributors for after-sales services. Most of these accessories
are purchased from suppliers.

e Electric Two-wheeled Vehicle Parts. The company also produces electric
two-wheeled vehicle parts, such as electric motors, vehicle frames and other
components. It does not only install these parts in their own vehicles but also sells a
certain portion to its distributors as an after-sales service.

Please read the disclaimer on the last page. 9 16 May 2017
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Figure 13: Yadea’s awards for its products

Year Award Authority
2013  Famous Brand Product of Jiangsu Province Brand Strategy Promotion Committee of Jiangsu Province
2014  Ranked the Second for the Design Competition Product Group of ~ People’s Government of Wuxi; China Industrial Design Association
Taihu Prize
2015  Ranked First in the Taihu Design Competition Product Group People’s Government of Wuxi, China Industrial Design Association
2016  Top 10 Enterprises of Electric Bicycle Industry in China Light China Bicycle Association
Industries

Source: Company

Figure 14: Yadea’s revenue by segments, 2016 Figure 15: Yadea’s gross margin by segments, 2016
Batteri Parts 30.0%
atteries 0.8%
and chargers
22.5%
20.0% —
10.0% v
Electric \_ Electric
bicycles scooters 0.0% T T T T )
22.9% 53.8% 2012 2013 2014 2015 2016
Electric scooters Electric bicycles
Batteries and chargers Electric two-wheeled vehicle parts

Source: Company, CSCI Research

Source: Company, CSCI Research

Overview of Yadea’s operation

Thanks to its over 16 years of operating history, Yadea has well established its brand
recognition, R&D and production capacity, nationwide distribution network and pricing
strategy.

R&D

Yadea values R&D to enhance innovation capabilities and market competitiveness. The
company’s newly developed technologies include electric motors and power systems.
Currently, it focuses more on enhancing advanced mobile applications for its electric
two-wheeled vehicles, including a remote motor start/stop system, location tracking
applications, an onboard problem detecting and reporting system, an integrated
control bracelet and theft-recovery applications. In addition, it has entered into a
strategic cooperation agreement with Lightning Motors, a U.S. company that
specialises in the R&D of advanced electric two-wheeled vehicles, to jointly develop
high-end products. As of the end of 2016, Yadea owned a total of 408 PRC patents and
30 invention patents. The company has also launched 92 new models of electric
two-wheeled vehicles by the end of 2016.

Yadea has a well-established R&D team and developed a comprehensive management
support system to carry out independent R&D. As of end of June 2016, the company
had employed 199 R&D staff. Its R&D team emphasises on internal and external
collaboration. In particular, the company cooperated with educational institutions and
research and design companies on developing and launching new products. Its new
product development process normally includes the following steps: project planning,
overall layout design, structure design, system matching, prototype vehicle trial
production, trial production, and mass production. The company’s in-house R&D team
has developed a series of key technologies including

e GT-R power system. According to Frost & Sullivan, motors equipped with GT-R
power systems are able to achieve an overall rated efficiency of up to 85%, which is
the highest in the entire industry in China.

Please read the disclaimer on the last page. 10 16 May 2017
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e Electric motors. Approximately 45.0% of Yadea’s electric motors are produced
in-house (in its Cixi and Tianjin facilitates). Yadea is the only company that has been
awareded the “Financial Subsidy for Promotion of Energy-Effiicency Motors” in China.

e Centralised control and communication technology. Yadea is China’s first electric
two-wheeled vehicle company to implement the centralised control and
communication technology, which simplifies the internal design and wiring and
thereby improves the integration and safety of the company’s products.

o Electronic anti-lock braking system (“E-ABS”). Yadea developed the E-ABS system
independently. Instead of power consumption, E-ABS recharges battery and extends
distance.

e DC-to-DC converter with “Zero Voltage Output” safety circuit. The company’s
DC-to-DC converter indentifies all types of short circuits, which makes it safer than
typical two-wheeled vehicle converters.

Production capacity

Yadea has factories located in Tianjin, Wuxi (Jiangsu Province), Cixi (Zhejiang Province)
Dongguan and Qingyuan (Guangdong Province). As of end-2015, the company’s total
annual production capacity of electric scooters and electric bicycles reached 5.0mn
units. In addition, Yadea increased the annual production capacity of electric bicycles in
its Tianjin factory from 1.3mn units as of end-2014 to 2.5mn units as of end-2015.

In October 2016, the company moved the production of electric scooters to its new site
in Qingyuan (Guangdong Province). Upon the completition of its expansion plans in
2017, the company’s overall annual production capacity of electric scooters and
electric bicycles will be increased to 3.1mn units and 2.5mn units, respectively.

Figure 16: Details of Yadea’s production capacities

(Product, GFA in sq.m., staff) 2014 2015

Tianjin capacity (unit mn) (E bicycles, 148,436, 652) 1.3 2.5
- Utilization 87.2% 50.8%
- Production (unit mn) 1.14 1.27
Wauxi capacity (unit mn) (E scooters, 110,000, 378) 0.6 0.7
- Utilization 76.5% 81.3%
- Production (unit mn) 0.48 0.57
Cixi capacity (unit mn) (E scooters, 110,016, 735) 14 14
- Utilization 70.2% 71.2%
- Production (unit mn) 1.00 1.00
Dongguan capacity (unit mn) (E scooters, 17,000, 312) 0.4 0.4
- Utilization 80.4% 112.6%
- Production (unit mn) 0.36 0.45
Total capacity (385,452, 2,077) 3.70 5.00
- Utilization 78.3% 65.7%
- Production capacity (unit mn) 3.7 5.0

Source: Company

Branding and distribution network

As a leading brand in the electric two-wheeled vehicle industry in China, the company
has been delivering the most cutting-edge and high-quality products and pursuing a
consistent high-end branding strategy. In order to improve shopping experience, the
company has implemented a distributor point of sales overhaul campaign which
involves the renovation of distributor points of sales and updating product displays and
brand presentation.

The company primarily sells its products through its distribution network in China. As
of end-2016, the company had over 1,717 domestic distributors covering almost every
province in China.

Please read the disclaimer on the last page. 11 16 May 2017
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Figure 17: Yadea’s distribution network in China
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Source: Company

Online platform

The company has established an online platform “Yadeamall” in July 2014 and
opended flagship stores on various popular Chinese online shopping sites. The
company promotes its products and collects customer feedback to support the sales
efforts of its distributors through this online platform. Customers may place orders and
make payments online and then pick up their products from its distributors.

Pricing

Generally, the company set prices based on a variety of factors, such as market
conditions, the competitive landscape and prices of comparable products, product
positioning, production costs and expected investment returns. Yadea’s suggested
retail prices are generally higher than comparable products in the market.

Please read the disclaimer on the last page. 12 16 May 2017




China Securities International

@Iﬂ) FIEE R E R

Yadea Group: Market leader triumphing

A ‘Blue Ocean’ market little tapped

Retail prices of electric two-wheeled vehicles fall in the range of RMB1,000/unit —
RMB4,000/unit. High-end electric two-wheeled vehicle market remains relatively
untapped in China. Despite so, we see a huge potential demand for electric
two-wheeled vehicles in the price range of RMB5,000-10,000 and luxury models in the
price range of RMB10,000-20,000. Looking forward, we foresee the demand for
clean-energy high-end electric two-wheeled vehicles on a steady increase in China in
the coming few years.

Consumer upgrade a rising industry trend. The average retail prices of electric
scooters and electric bicycles in China have risen steadily between 2010 and 2015,
registering a CAGR of 1.3% and 1.2% respectivelyduring this period. Looking forward,
we expect their retail pricesto remain on an uptrend, in view of the rising demand
for higher quality electric vehicles with enriched functionality.

Alternative to family car drivers. Historically, the client base of the family car
market has differed from that of the motorcycle marketin China.Nonetheless, we
believe the potential demand for high-end electric two-wheeled vehicles among
those family car drivers to be substantial.

Substitute for diesel motocycles. Given the rising regulatory support for
clean-energy vehicles in China and around the globe, we expect to see an
accelerating pace in the substitution of high-end electric two-wheeled vehicles for
traditional diesel motorcycles over the coming 3-5 years.

Figure 18: China’s monthly automotive sales Figure 19: China’s motorcycle sales
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Please read the disclaimer on the last page. 13 16 May 2017




China Securities International

@Iﬂ) FIEE R E R

Yadea Group: Market leader triumphing

Cooperation with Lightning Motors

In June 2015, Yadea entered into a strategic cooperation agreement with Lightning
Motors, under which it plans to jointly develop and research products. In addition,
Yadea successively acquired 11.1% and 6.3% (totalling 17.4%) equity interests in
Lightning Motors in Decmeber 2015 and July 2016 respectively.

Leveraging on Lightning Motors’s strong R&D capablity, we see a huge potential in
Yadea to develop into a manufacturer of high-end lithium battery powered electric
scooters in the foreseeable future. As such, we expect Yadea to set up subsidiaries in
China to focus on manufacturing ‘Lightning’ branded products in the near future, which
would make it a front runner in a ‘Blue Ocean’ market for high-end electric
two-wheeled vehicles in the domestic market, in our view.

A record-setting electric motorcycle brand in the world

Lightning Motors has been involved in researching and manufacturing electric
two-wheeled transportations for more than 7 years, according to our studies. The
company built the fastest production motorcycle in the world, won many road racing
competitions and set several world speed records. Its solutions are used in various
applications including fuel cell hybrid electric buses, hybrid cars, electric motorcycles,
electric all-terrain vehicles (ATV), electric yard trucks for ferrying shipping containers
and professional ocean race sailboats. The company’s mission is to build 2 wheel
electric transportation (E2W) that has superior efficiency, performance, and
affordability than current gasoline alternatives. Lightning Motors collaborates with
numerous designers, engineers, battery manufacturers, R&D companies, and motor
manufacturers. In addition to the SuperBike model, Lightning Motors also produces
prototypes of electric commuter bikes, scooters etc.

The following photo shows the specs of Lightning Motor’s LS-218 Sportbike model,

which is priced at USD38,888. According to the company, this Sportbike model is the
fastest production motorcycle in the world — gas or electric.

Figure 20: Lightning Motors’ LS-218 Sportbike model

Source: Company, CSCI Research
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Figure 21: Yadea’s revenue by products

Financials

Besides generating robust revenue and earnings growth, Yadea has established a solid
financial position with healthy operating metrics., As such, the company is highly
flexible as to either commit to a more sustainable dividend policy or execute major
acquisitions going forward, in our view.

Revenue and earnings

Yadea has almost doubled its net profit from RMB223.5mn in 2014 to RMB430.1mn in
2016, which we believe was primarily attributable to gross margin expansion from
16.6% in 2014 to 20.3% in 2016, thanks to rising prices. In its core products, sales
revenue of electric scooters and electric bicycles have grown at a CAGR of 5.1% and
4.1% respectively from 2014 to 2016.

Sales volume growth to pick up on market share target

Yadea is the largest manufacturer of electric two-wheeled vehicles in China by sales
volume, revenue and profit in 2016. To our observation, the average retail prices of
Yadea’s electric scooters and electric bicycles are the highest within the domestic
market. Capitalising on its industry-leading product quality, Yadea intends to gain
domestic market share in sales volume, which, in our view, should be achieveable
through the following initiatives:

e 1) overhaul of distributor points of sales to enhance consumer experience

e 2) continued product upgrade with enahanced functionality, leveraging on its strong
in-house R&D capabilities

¢ 3) moderate reduction in selling prices

Figure 22: Yadea’s sales volumes and prices by products
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Figure 23: Yadea’s gross profit and gross margins Figure 24: Yadea’s net profit
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Strong balance sheet, healthy operating metrics

As of end-2016, Yadea was in a net cash position with cash equivalents of
RMB3,990.1mn (including wealth management products and pledged bank deposits),
representing a net cash to equity ratio of 179.7%. The current major operation metrics
suggest that Yadea is in healthy financial and operating conditions.

¢ Inventory turnover. Yadea’s inventory turnover days dropped from 19.6 days in 2014
to 10.5 days in 2015 and 11.9 days in 2016. Considering the potential of acceleration
in sales volume growth and risingutilization, we expect the company’s inventory
turnover days to be maintained at a low level of less than 15 days over the next
three years.

¢ A/R turnover. The company’s A/R turnover days ranged from 5.1-12.7 days during
2014-2016. Despite the rising turnover days, we don’t see any major deterioration in
its A/R. To our understanding, most of the company’s distributors are profitable,
with solid payment capability and hence the low inventory turnover days for Yadea.

e A/P turnover. Yadea has histroically maintained a high A/P turonver ratio ranging
from 1.7x to 2.6x, with average turnover days of 139.9-212.0 days during 2014-2016.
While the company’s A/P has been trending upwards at a steady pace in the past
three years, the company has increased usage of bank acceptance bills, which
typically have payment periods of 180 days.

e Current. Yadea’s current ratio has ranged between 0.9x and 1.3x during 2014-2016.
In view of its hoarding cash position, eanrings growth and strong relationship with
the suppliers (and hence the capability to keep A/R at high levels), we expect its
current ratio to improve over the coming three years.

Figure 25: Yadea’s key operating metrics
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Hoarding cash makes case for either dividend or acquisitions
Despite capex will likely increase in the medium-term due to production capacity
expansion plans, we expect Yadea’s cash and cash equivelents will continue to grow
over the next three years, on anticipation of continuous solid revenue and earnings
growth in the coming few years. The hoarding cash provides the company with the
flexibility as to either offer dividend payments regularly or execute major acquisitions
going forward, in our view, though historically, the company hasnot paid dividends on a
regular basis. Nonetheless, for instance, the company proposed a final dividend of HKD
4.0 cents per share for FY16, which represented a payout ratio of 21.7%. We see a high
possibility for Yadea to continue paying dividends going forward. However,
nothwithstanding the solid cash position, we see ample room for Yadea to deploy debt
financing for major acquisitions.
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Figure 26: Yadea’s cash and cash equivalent (including wealth management product

and pledged deposits)
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Appendix

Appendix I: Company background

Headquartered in Wuxi (Jiangsu province), Yadea is a leading electric two-wheeled
vehicle brand in China. It focuses on designing, researching, developing, manufacturing
and selling electric two-wheeled vehicles, which include electric scooters and electric
bicycles. According to Frost & Sullivan, Yadea is the most profitable company among
the leading players in the electric two-wheeled vehicle market by revenue and net
profit, accounting for 10.5% and 24.0% of the total market respectively in 2015. The
distribution network of the company consists of 1,717 domestic distributors as well as
their sub-distributors with over 9,170 points of sales and an extensive international
network with sales to customers in over 50 countries as of end of 2016.

Figure 27: shareholder structure

Mr. Jinggui Dong, Chairman

Ms. Jinghong Qian, Vice Chairman Public Shareholders

|66.40% |33.60%
|

Yadea Group Holdings Ltd. (1585 HK)

As of 27-April-2017
Source: Company, CSCI Research

Appendix Il: Management profiles

Mr. Dong Jingui, aged 48, Co-Founder and Chairman of the company, is responsible for
the overall strategic planning and general management, as well as the external
economic affairs of the company. He has approximately 18 years of experience in the
electric two-wheeled vehicle industry. Mr. Dong was named the “Pride of Sushang —
the Most Respected Entrepreneur in Jiangsu in the 30 Years of Reform and Opening
up” in 2008 and recognised as an outstanding leader in quality management group
activities in the national light industry in 2013. Mr. Dong is currently studying for an
Executive MBA degree jointly offered by the Harbin Institute of Technology and Asia
Pacific Institute of Management China.

Ms. Qian Jinghong, aged 45, the spouse of Mr. Dong, is the Co-Founder and Vice
Chairman of the company. She joined Yadea in 2001 and has approximately 18 years of
experience in the electric two-wheeled vehicle industry. Ms. Qian also serves as the
Vice President of the Junior Chamber of Commerce of Xishan District. Ms. Qian is
currently studying for an Executive MBA degree jointly offered by the Harbin Institute
of Technology and Asia Pacific Institute of Management China.

Mr. Liu Yeming, aged 46, Executive Director and the President, is responsible for the
overall strategic planning and general management, as well as the external affairs of
the company. Mr. Liu joined Yadea in 2013. He graduated from Jiangnan University with
a Doctoral Degree in Food Commerce and Culture in 2011.

Mr. Shi Rui, aged 40, Executive Director and Chief Financial Officer, is responsible for
the financial aspects of the company. Mr. Shi joined Yadea in 2014. He became a
registered member of the Chinese Institute of Certified Public Accountant in July 2003.
Mr. Shi graduated from Shaanxi University of Finance and Economics with a tertiary
qualification in International Accounting in June 1999.
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Mr. Shen Yu, aged 42, has been the Director since December 2014 and was
re-designated as the executive Director on 19 January 2015. Mr. Shen jointed the
Group May 2005 and has since served as the assistant to the chairman of the Board
and supervisor of the president’s office. Mr. Shen is responsible for the administrative
affairs of the Group, as well as assisting the chairman of the Board and president in
external affairs and public relations management. Mr. Shen is also a Joint Company
Secretary. Mr. Shen graduated from Xi'an Jiaotong University with a tertiary
qualification in Industrial Automation in July 1995 and graduated from Southeast
University with a master degree in Business Administration in June 2013.

Appendix lll: Key milestone

Figure 28: Yadea’s key milestones

Year Event
2001 Jun Jiangsu Yadea, Yadea’s first subsidiary, was established as Wuxi Dongshi Vehicle Industry Co., Ltd.
2007 Apr Yadea Import Export was established and Yadea began expansion into international markets.
Nov Jiangsu Yadea was recognized as a “Jiangsu Engineering Research Center for Electric Vehicles” by Jiangsu Department of
Science and Technology and Jiangsu Department of Finance.
2008 May Jiangsu Yadea became an electric bicycle technology committee unit member of the Bicycle Committee for Standardization of
the China National Bicycle Association.
2009 Dec Acquisition of Zhejiang Yadea by the company.
2012 Aug Zhejiang Yadea obtained the license for production of electric motorcycles, being the first company in the electric two-wheeled
vehicle industry to obtain such license according to Frost & Sullivan.
2013 Sept Yadea Group released Internet of Things electric two-wheeled vehicles, and was selected as the only enterprise representative
in the electric two-wheeled vehicle industry to engage into drafting the standard specifications related to the Internet of
Things electric two-wheeled vehicle application platform technology.
2014 Jul Expansion of Wuxi factory for the company’s production capacity expansion.
Oct The Company entered into the Pre-IPO Share Subscription Agreement with the First Pre-IPO Investor, a wholly-owned
subsidiary of the Goldman Sachs Group, Inc.
2015 Apr Expansion of its Tianjin factory which has increased its production capacity of electric bicycles
Jun The First Pre-IPO Investor transferred a total of 438 Series A Preferred Shares with a par value of US$1.00 each to the Second
Pre-IPO Investor pursuant to the series A Preferred Shares Transfer Agreement.
The company entered into a strategic cooperation agreement with Lightning Motors, a U.S. company specializing in
researching and developing advanced electric two-wheeled vehicles, to jointly develop and produce high-end products.
Dec The company acquired approximately 11.1% of Lightning Motors
2016 May Yadea was listed on the mainboard of HKEX
Jul The Company acquired additional 6.3% of issued share capital of Lightning Motors.
Aug Started global sale of model Z3, Yadea’s new flagship product.
Oct The Company moved production of electric scooters to a new site in Qingyuan

Source: Company
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Appendix IV: Major awards

Figure 29: Yadea’s major awards

Year

Award

Yadea’s major awards

Authority

2013  The Vice President Unit of China Bicycle Association China Bicycle Association
Ranked No. 1 in the Electric Two-wheeled Vehicle Enterprises of the  China National Light Industry Council; China Bicycle Association
China Light Industry for 2012
Top 100 Enterprise in China Light Industry, 2012 China National Light Industry Council
A New High Technology Enterprise Department of Finance of Tianjin; National Tax Bureau of Tianjin;
Local Tax Bureau of Tianjin
Ranked No. 1 in the Best Appearance Award Guangdong Testing Institute of Product Quality Supervision
Recommended Product for the year 2012 to 2013 by Wuxi Wuxi Consumer Council
Consumer Council
2014  Ranked No. 1 in the Electric Two-wheeled Vehicle Enterprises of the  China National Light Industry Council; China Bicycle Association
China Light Industry for 2013
Top 100 Enterprise in China Light Industry, 2013 China National Light Industry Council
An Advanced Enterprise of Research and Innovation in China Light China National Light Industry Council
Industry, 2013
2013 China Brand of the Year CVSC-TNS RESEARCH
CNAS China National Accreditation Service for Conformity Assessment
A Key Research and Development Institution of Jiangsu Province The Office of Joint Conference for Enhancing the Construction
Work for Research and Development Institution of Enterprise of
Jiangsu Province
Industry Design Center of Jiangsu Province Jiangsu Economic and Information Technology Commission
Private Science and Technology Enterprise of Jiangsu Province Private Science and Technology Enterprise Association of Jiangsu
Province
A New High Technology Enterprise Department of Finance of Tianjin; National Tax Bureau of Tianjin;
Local Tax Bureau of Tianjin
2015  Ranked the No. 1 Electric Two-wheeled Vehicle Enterprise of the China National Light Industry Council; China Bicycle Association
China Light Industry for 2014
Named a top 100 Enterprise in China Light Industry, 2014 China National Light Industry Council
Named a New High Technology Enterprise Department of Finance of Tianjin; National Tax Bureau of Tianjin;
Local Tax Bureau of Tianjin
Named as an Excellent Brand Enterprise of Jiangsu Province Light Jiangsu Province Light Industry Association
Industry for 2014
2016  Gold award of transformation in management actions Business Review

Named a top 100 Enterprise in China Light Industry, 2015

China National Light Industry Council

Named one of Export Quality and Safety Model Enterprises

General Administration of Quality Supervision, Inspection,
Quarantine of PRC

Top 10 Enterprises of Electric Bicycle Industry in China Light
Industries

China Bicycle Association

Source: Company
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Appendix V: Regulation and policies

Figure 30: Regulations and policies

Name Promulgated/ Main Content and Objectives
Amended Time

Production Licenses for Electric Bicycles

Production License Regulations of the PRC Jul-2005

Production License Measures of the PRC Sep-2005 Promulgated by the General Administration of Quality Supervision, Inspection
and Quarantine of the PRC for the implementation of the Production License
Regulations.

The Regulations on Safety Supervision over Jan-2009

Special Equipment

Production Standards for Electric Bicycles

The General Technical Requirements for May-1999 The main general standards governing electric bicycles.
Electric Bicycles

The Bicycle Production License Implementing Mar-2014 Ex-factory inspections and quality control
Regulations
The Notice on the Strengthening the Mar-2011 Regulate the production, sale and use management of electric bicycles.

Administration of Electric Bicycles

The Electric Bicycle Technical Safety Aug-2005
Requirements

Electric Motorcycle Standards Available for Reference

The Safety Requirements for Electric Jun-2009

Motorcycles and Light Electric Motorcycles

The Announcement of Approved National Jun-2009 Four sets of standards for electric motorcycles and electric mopeds were
Standards specified.

The Notice on the Implementation of Dec-2009

Standards Relating to Electric Motorcycles
Source: Company
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Income statement (RMB mn)

Cash flow statement (RMB mn)

Year end: Dec 2015 2016 2017E 2018E 2019E  Year end: Dec 2015 2016 2017E 2018E 2019E
Revenue 6,429 6,662 7,454 8,226 8,900 EBIT 491 555 652 747 825
COGS (5,212) (5,309) (5,948) (6,563) (7,098)  Depreciation & amortisation 60 72 80 89 98
Gross profit 1,217 1,353 1,506 1,663 1,802 Net interest 0 0 - - -
Selling and marketing (454) (451) (462) (491) (519)  Taxes paid (113) (88) (149) (170) (188)
Admin (359) (428) (484) (521) (554)  Changes in working capital 537 264 92 39 27
Operating profit 405 474 560 652 729 Others (64) (51) (18) (20) (22)
Other gain or loss 86 81 92 95 96 Cash flow from operations 910 752 657 684 741
EBIT 491 555 652 747 825
Capex (150) (132) (138) (154) (173)
Net interest (0) (0) (0) (0) (0)  Acquisitions (8) (6) - - -
Associates and JVs - - - - - Others (370) (595) (143) (151) (161)
Exceptional items - - - - Cash flow from investing (527) (733) (280) (305) (333)
Pretax profit 491 554 652 747 825
Taxation (115) (124) (149) (170) (188)  Dividends (111) - (126) (173) (191)
Net profit 375 430 503 576 637 Issue of shares - 955 - - -
Attrib profit 375 430 503 576 637 Others 13 (13) - - -
Cash flow from financing (98) 942 (126) (173) (191)
Basic EPS (RMB) 0.18 0.16 0.18 0.21 0.22
EPS (adjusted) (RMB) 0.16 0.16 0.18 0.20 0.21 Change in cash 285 961 251 206 217
DPS (HKD) 0.04 0.05 0.07 0.07 Free cash flow 761 620 519 530 568
Balance sheet (RMB mn) Key ratios
Year end: Dec 2015 2016 2017E 2018E 2019E  Year end: Dec 2015 2016 2017E 2018E 2019E
Cash 787 1,801 2,052 2,258 2,475 Operating ratios
Accounts receivables 183 280 330 389 459 EBIT margin (%) 7.6 8.3 8.7 9.1 9.3
Inventory 141 205 236 271 312 EBITDA margin (%) 8.6 9.4 9.8 10.2 10.4
Other current assets 1,853 2,444 2,620 2,808 3,011 Effective tax rate (%) 235 224 229 228 22.7
Total current assets 2,964 4,730 5,238 5,727 6,257 Revenue growth (%) 10.4 3.6 11.9 10.4 8.2
PP&E 680 733 801 879 967 Net income growth (%) 68.0 14.6 16.9 14.6 10.5
Intangible Assets 14 17 21 27 36 EPS growth adj (%) (9.9) 13.8 11.5 7.5
Associates and JVs - - - -
Other long term assets 332 386 470 558 650 Efficency ratios
Total long term assets 1,026 1,136 1,292 1,464 1,654 ROE (%) 48.0 19.4 19.4 19.2 18.5
TOTAL ASSETS 3,990 5,866 6,530 7,191 7,911 ROCE (%) 61.1 25.0 25.1 24.9 23.9
Asset turnover (x) 0.6 0.9 0.9 0.9 0.9
Short term debt 13 - - - - Op cash / EBIT (x) 1.9 14 1.0 0.9 0.9
Accounts payables 2,880 3,287 3,550 3,781 4,027 Depreciation / CAPEX (x) 0.4 0.5 0.6 0.6 0.6
Other current liabilities 292 358 382 409 437 Accounts receivable days 8.4 12.7 149 16.0 17.4
Total current i 3,186 3,645 3,933 4,190 4,464 Accounts payable days 174.6 212.0 209.8 203.9 200.8
Deferred tax - - - -
Other long term liabilities 22 - - - - Leverage ratios
Total long term i 22 - - - - Net gearing (%) (99.0) (81.1) (79.0) (75.2) (71.8)
TOTAL LIABILITIES 3,208 3,645 3,933 4,190 4,464 Net debt / EBITDA (x) (1.4) (2.9) (2.8) (2.7) (2.7)
Current ratio (x) 0.9 13 13 14 14
Shareholders’ funds 782 2,221 2,598 3,001 3,447
TOTAL EQUITY 782 2,221 2,598 3,001 3,447  Valuation
TOTAL LIAB AND EQUITY 3,990 5,866 6,530 7,191 7,911 PER (x) 9.1 9.5 8.3 7.5 7.0
EV/EBITDA (x) 4.8 3.6 2.9 2.5 2.1
Net cash / (debt) 774 1,801 2,052 2,258 2,475 PBR (x) 4.4 1.8 1.6 14 13
Yield (%) 24 3.1 4.1 44
Source: Company, CSCI Research
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China Securities International

Yadea Group: Market leader triumphing

Company Rating Definition

The Benchmark: Hong Kong Hang Seng Index; Time Horizon: 12 months

Buy 12-month absolute total return: >=10%
Hold 12-month absolute total return: >-10% but <10%
Sell 12-month absolute total return: <=-10%
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