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Company Overview

Tianneng Power International Limited (Tianneng)'s lead-
acid motive battery products are sold under its own brand
name “TIANNENG” and are mainly used in electric bikes in
China. Tianneng Power focuses on four major businesses,
including motive battery for E-Bikes; motive battery for EV;
new energy storage battery and eco-industrial park (battery
recycling).

Take away from Corporate Presentation

On 4th October 2012, we are honored to invite Management
from Tianneng for a corporate presentation regarding on the
latest development of the Company. The following are the
key take away from the presentation.

- Management stated that there are approximately 120
million units of electric bike nowadays in China and this
figure may reach 300 million units by 2020.

- “Low-Speed Electric Vehicles will recreate the success of
Electric Bike in China”, stated by the Chairman Mr. Zhang
Tianren in the FY12 interim result conference.

- Being the leader of lead-acid battery industry, Tianneng
will comply with all measures of the 'Entry Requirements for
Lead-acid Battery Industry'.

- The Company has no intention to fund the expansion via
equity-financing as the current valuation of the Company is
not reasonable.

Summary

The overall take away from the corporate presentation is
positive. The Management further stated that on-the-run
recycling plant would contribute an annual net income of
CNY100 million and the next recycling plant will require less
CAPEX as the Company gained experience from the first
one (CAPEX: CNY 250 million). We believe that the growth
story of low-speed electric vehicles is promising and
Management’'s confidence in complying with the ‘'Entry
Requirements for Lead-acid Battery Industry' has eased our
concerns. However, the high debt levels of the company
remains a major investment risk.

The share price of Tianneng is currently trading way below
the historical P/E mean of 8.38x. We upgrade our leading
FY2012 P/E forecast of Tianneng to 7.54x with EPS of
CNY0.69. The current share price of HK$4.95 implies a
leading P/E of 5.9x and represents a 27.9% upside
potential. We upgrade our 12-month target price of
Tianneng to HK$6.33 with a “BUY” rating.
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Rating 1.00 Buy

- Previous Rating .00 Neutral

Target Price (HKD) 6.33

- Previous Target Price (HKD) 5979

Closing Price (HKD) 495

Expected Capital Gains (%) 27 9%

Expected Dividend Yield (%) 5. 1%

Expected Total Return (3:) 33.0%

Raw Beta (Past Zyrs weekly data) -

Market Cap. (HKD mn} 702

Enterprize Value (HKD mn} 514

M Average Daily T/O (mn) 26

52 week range (HKD) 2892-5.16
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Major Shareholders (%)
1 Mr. Zhang Tianren 36.6
Key Financial Summary
FYE 1210 12111 12M2F  12M3F
Revenue (CMNY mn}) 3,753 5,438 8,151 10,980
Met Profit, adj. (CNY" mn} 348 616 806 1,130
EPS, adj. (CHY) 0.32 0.57 0.69 0.97
PIE (), adj. 127 7.2 559 42
BWPS (CNY') 1.81 2259 272 3.32
P/B (X} 22 1.8 1.5 1.2
DPS (CNY') 0.10 0.17 021 0.29
Div. Yield (%) 2.4% 4.2% 5.1% T 1%
Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
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Electric Bike Motive Battery — Boom Continues

From FY2006 to FY2011, revenue of electric bike motive
battery from primary market increased from CNY 0.633
billion to CNY2.006 billion, representing a CAGR of 25.29%;
while revenue from the primary market increased 27.3% yly
to CNY 1,217.4 million in 1H2012. Management stated that
there are approximately 120 million units of electric bike
nowadays in China and this figure may reach 300 million
units by 2020. Although market remains skeptical on the
future of electric bike motive battery, there is no sign of
slowing down in the growth of electric bike motive battery
yet. From our view, it is too optimistic to expect the same
growth momentum over the next five years. However, we
agree with the Management that there is still room for further
boom of the primary market, but at a lower pace.

From FY2006 to FY2011, revenue of electric bike motive
battery from secondary market increased from CNY 0.316
billion to CNY3.431 billion, representing a CAGR of 61.12%,
while revenue from the secondary market increased by
79.9% yly to CNY 2,323.6 million and accounted for 65.6%
of total revenue from electric bike motive battery. As
mentioned above, both the primary and secondary markets
have yet to reach their full potential. We expect the
secondary market to be the core growth driver for Tianneng
over the next five years.

Low-Speed Electric Vehicles — The Missing Puzzle

In 1H12, the revenue from Energy Vehicle Motive Battery
(EV Motive Battery) was approximately CNY196.4 million,
soaring 76.0% y/y and accounted for approximately 5.1% of
the Company’s total turnover. “

“Low-Speed Electric Vehicles will recreate the success of
Electric Bike in China”, stated by the Chairman Mr. Zhang
Tianren in the FY12 interim result conference. When China
declared in 2010 that it wanted to be the world’s number one
producer of electric vehicles by 2020, many assumed it
meant passenger cars. The development of electric
passenger cars is facing major obstacles of insufficient
infrastructure and expensive production costs.

As reported, sales of low-speed electric vehicles have been
booming in China's second and third tier cities. The vehicles
which can reach a top speed of about 50 km per hour
require less high-tech equipment and are priced lower
between CNY 30,000 and CNY 50,000. According to
industry statistics, 44,000 low-speed electric vehicles were
produced in 1H12, representing a surge of 74.8 percent yly.
Thanks to the nature and low production costs of lead-acid
battery (Approximately 25% of lithium battery), low-speed
electric vehicles are able to recharge by using normal
household electric plugs (Recharge Time: Approximately 8
hours) and priced at an affordable range for low-middle
income group in China. Currently Shandong province is the
heart of development for low-speed electric vehicles in
China. Manufacturers such as Baoya and Shifeng have
already launched a series of low-speed electric vehicles.
Despite the bright prospect of low-speed electric vehicles,
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this new industry is still facing regulatory measures that
have not been resolved.

We believe that the growth story of low-speed electric
vehicles will be the next investment theme of the lead-acid
battery industry. The story has not been fully appreciated by
the market, which explains the low stock price of Tianneng.

Fig 1. BYO3 - Low-Speed Electric Vehicles from Baoya

Sources: http://www.baoya-ev.com

Fig 2. Parameter settings of BY03
Barameter settings
L # W * H (ho-load) (mm)

3520 * 1570 * 1480

Wheelbaze (mm) 2345
Wheel tread (front £ rear) fmm) 133041310
Vehicle curb weight (Kg) 1178

The mazimum speed km /h) S

Gradeability (% =20
Driving range (km) 150 200
Minimum ground clearance (mm) 145

Charging time (h) 3

Eatterv type Lead-acid
Eattery rated capacity (&h) 210
Sources: http://www.baoya-ev.com

'Entry Requirements for Lead-acid Battery Industry"
Although the 'Entry Requirements for Lead-acid Battery
Industry' provides Tianneng with great opportunities, it also
comes with high costs. The Management explained that they
understand the market concerns over the impact of the
measures. Board members of the Company were members
of the committee, which created the 'Entry Requirements for
Lead-acid Battery Industry'. He further stated that being the
leader of lead-acid battery industry, Tianneng will comply
with all measures. The Company plans to upgrade its
production facilities and ensure that all production lines will
meet the requirements by the end of FY13. The current
CAPEX budget has already included the costs associated
with the upgrade. We view management’s confidence as
positive and believe it will partially mitigate the market
concerns over the policy risks faced by Tianneng.
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Debt-laden issue

In 1H2012, short-term debt of the Company soared 61.76%
to CNY2.38 bhillion, interest expense surged 129.7% to
CNY67.91 million. We are wary of the situation as the
Company is currently funded by short-term debt, meaning
the Company has to refinance or repay the debt within a
year. Meanwhile, the estimated CAPEX for 2H2012 and
FY2013 are CNY460 million and CNY800 million
respectively. The Management explained that the Company
has no intention to fund the expansion via equity-financing
as the current valuation of the Company is not reasonable.
In addition, the Company has a credit line of CNY one billion
which could provide further short-term financing to the
Company. However, the Management did not rule out the
possibilities of debt financing such as bond issuance. We
believe the rapid expansion of the Company will be vital for
its future during the industry consolidation. We expect the
debt level to increase further in FY12 and FY13 and remain
high for a while. The contribution from new production
capacity will help ease the debt problem, but we remain
wary that the hike in interest expense will erode the
profitably of the Company.

Conclusion and Valuation

The overall take away from the corporate is positive.
Management further stated that on-the-run recycling plant
would contribute an annual net income of approximately
CNY100 million and the next recycling plant will require less
CAPEX as the Company gained experience from the first
one (CAPEX: CNY 250 million). We believe that the growth
story of low-speed electric vehicles is promising and
Management’'s confidence in complying with the ‘'Entry
Requirements for Lead-acid Battery Industry' has eased our
concerns. However, the high debt levels of the company
remains a major investment risk.

Despite the robust growth of Electric Bike Motive Battery
and the bright prospects of EV Motive Battery, market's
limited appetite for risky asset and skepticism over the long-
term future of lead-acid battery continued to weight on the
valuation of the Company.

Fig 3. P/E band of Tianneng and Hang Seng Index
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The share price of Tianneng is currently trading way below
the historical P/E mean of 8.38x. We upgrade our leading
FY2012 P/E forecast of Tianneng to 7.54x with EPS of
CNYO0.69. The current share price of HK$4.95 implies a
leading P/E of 5.9x and represents a 27.9% upside potential.
We upgrade our 12-month target price of Tianneng to
HK$6.33 with a “BUY” rating.
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12/09 12/10 1211 1212F 1213F
Valuation Ratios
F/E (X}, reportad 16.2 127 7.2 59 4.2
PIE (X}, adj. 16.2 127 7.2 54 4.2
P/E (X} 2.6 2.2 1.8 1.5 1.2
EV/EBITDA (X). adj. 2.0 1.5 0.5 0.6 04
Dividend Yield (&) 1.9% 2.4% 4.2% 51% TA%
Per share data (CNY)
EPS, reported .25 032 057 069 0.a7
EPS, ad|. 0.25 032 057 {.E9 0.97
OPs Q.08 0.10 017 0.21 0.29
BEVPS 1.56 1.81 2.29 272 3.32
Growth & Margins (%)
Growth
Rovenue -12.8% BE.4% 44 9% 49 9% 34 7%
EBITDA 11.2% 35.1% 94 3% 25.6% 40.9%
EBIT 7.0% F6.7% 105.1%: 30.5% 3B8.7%
Mot Income. adj. 15.6% 27.9% T7.8% 30.8% 40.2%:
Margins
Gross profit margin 28_5% 23.2% 28.2% 25.5% 26.5%
EBITDA margin 16.6% 13.5% 18.1% 15.1% 15.8%
EBIT margin 14.3% 11.7% 16.6% 14 4% 14.9%
Met Profit Margin 12.0% 9.2% 11.3% 9.9% 10.3%
Key Ratios
ROE (56 18.5% 12.0% 27 6% 28 4% 32.0%
ROA (%) 13.8% 13.0% 15.7% 14.4% 15.9%
Mot DebtiCash) 21556 704 06 1,419.449 285073 3,504 .71
Met Gearing (X) 013 0.36 057 0.90 0.90
Racoivable days 42 49 49 50 51
Payable days TG G2 59 &0 G2
Inventories days 106 a0 a1 a3 a5
Income Statement (CNY mn) 12/09 1210 12/11 1212F 1213F
Revenue 2,254.9 3,752.8 5,438.3 8,151.4 10,579.7
COGs (1,613.1) (2, 881.4) 3,306.2) (6,072.8) (8,070.0)
Othar revenua{expensas) g2 167 282 423 BEE.A
Selling and marketing expenses (1971} (224.7) (261.9) (397.2} (541.2)
Administrative axpenses (43.E6) (455} (1181} (2007} (306.4)
R&D axpenseos (B5.3) i112.4) (198.0) (2806 (380.7)
EBITDA 374.0 505.5 982.4 1,233.4 1,738.2
Depreciation & Amartisation (52.0) (B5.4) (79.9) (55.6) (1042}
EBIT 322.0 4401 8902.5 14A77.8 1,634.0
Met Finance {Expensallncoma (2.4} (11.4) (72.8) (1022} (127.2)
COither tems 0.0 0.0 0.0 (i3] (K]
Associates & JVs 0.0 0.0 0.0 (i1 (]
Profit Before Tax 3.7 428.86 829.7 1,074.6 1,506.8
Taxation 149.0) 182.5) (212.7) 1268.7) 13767}
Profit After Tan 270.7 346.2 616.0 806.0 1,13001
Minorities Intarost (] 0.0 0.0 0.0 0.0
Cithar comprahensive income 0.0 0.0 0.0 0.0 0.0
Met Income, reported 270.7 346.3 616.0 806.0 1,130.1
Mat Income, adj. 270.7 346.3 616.0 B806.0 1,130.1
Dividend 837 1057 183.8 241.8 3390
Source: Company, PSR Est
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City
Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of
Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms
and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published
by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it,
and notify the sender immediately. Phillip Securities Research shall not be liable for any direct or consequential loss
arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research
has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions
(collectively, the “Research”) contained in this publication are based on such information and are expressions of belief
of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this
information and no representation or warranty, express or implied, is made that such information or Research is
accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research
contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to
maintain or update the information or Research made available or to supply any corrections, updates or releases in
connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip
Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation
or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to
any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage
of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has
been advised of the possibility of such damages. You must make the final investment decision and accept all
responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or
other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date
indicated and are subject to change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This
publication should not be relied upon exclusively or as authoritative, without further being subject to the recipient’s own
independent verification and exercise of judgment. The fact that this publication has been made available constitutes
neither a recommendation to enter into a particular transaction, nor a representation that any product described in this
material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may
be described in this publication involve significant risks and may not be suitable for all investors, and that any decision
to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks
contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete
discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any
decision to purchase any product mentioned in this research should take into account existing public information,
including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may
provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not
limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting
activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the preparation or issuance of this report, may have participated in or invested in transactions with the
issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business
from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
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preparation or issuance of this report, may have provided advice or investment services to such companies and
investments or related investments, as may be mentioned in this publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report may, from
time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other
compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign
currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price
or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the
preparation or issuance of this report, may at any time engage in any of the above activities as set out above or
otherwise hold a interest, whether material or not, in respect of companies and investments or related investments,
which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research,
or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this
material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following
its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research,
including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of
this material.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person
or entity in any jurisdiction or country where such distribution, publication, availability or use would be contrary to the
applicable law or regulation or which would subject Phillip Securities Research to any registration or licensing or other
requirement, or penalty for contravention of such requirements within such jurisdiction.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on
Investment Products (FAA-NO1) do not apply in respect of this publication.

This material is intended for general circulation only and does not take into account the specific investment objectives,
financial situation or particular needs of any particular person. The products mentioned in this material may not be
suitable for all investors and a person receiving or reading this material should seek advice from a professional and
financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such
products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection
with, this document.

This report is only for the purpose of distribution in Singapore.

6 of 8

PhillipCapital

our Partner In Finance



Tianneng Power International Limited
Phillip Securities (Hong Kong) Ltd Research
12 October 2012

Contact Information (Singapore Research Team)

Chan Wai Chee
CEO, Research
Special Opportunities
+65 6531 1231
yebo@phillip.com.sg

Magdalene Choong, CFA
Investment Analyst
Gaming, US
+65 6531 1791
magdalenechoongss@phillip.com.sg

Ken Ang
Investment Analyst
Financials
+65 6531 1793
kenangwy@phillip.com.sg

Roy Chen
Macro Analyst
Global Macro, Asset Strategy
+65 6531 1535
roychencz@phillip.com.sg

Lee Kok Joo, CFA
Head of Research
S-Chips, Strategy
+65 6531 1685
leekj@phillip.com.sg

Go Choon Koay, Bryan
Investment Analyst
Property
+65 6531 1792
gock@phillip.com.sg

Travis Seah
Investment Analyst
REITS
+65 6531 1229
travisseahhk@phillip.com.sg

Nicholas Ong
Investment Analyst
Commodities
+65 6531 5440
nicholasonghg@phillip.com.sg

7 of 8

Joshua Tan
Macro Strategist
Global Macro, Asset Strategy
+65 6531 1249
joshuatan@phillip.com.sg

Derrick Heng
Investment Analyst
Transportation, Telecom.
+65 6531 1221
derrickhengch@phillip.com.sg

Ng Weiwen
Macro Analyst
Global Macro, Asset Strategy
+65 6531 1735
ngww@phillip.com.sg

Research Assistant
General Enquiries
+65 6531 1240 (Phone)
research@phillip.com.sg

PhillipCapital

Your Partner In Finance


mailto:magdalenechoongss@phillip.com.sg
mailto:gock@phillip.com.sg
mailto:travisseahhk@phillip.com.sg

Tianneng Power International Limited
Phillip Securities (Hong Kong) Ltd Research
12 October 2012

Contact Information (Regional Member Companies)

SINGAPORE
Phillip Securities Pte Ltd
Raffles City Tower
250, North Bridge Road #06-00
Singapore 179101
Tel : (65) 6533 6001
Fax : (65) 6535 6631
Website: www.poems.com.sg

HONG KONG
Phillip Securities (HK) Ltd

Exchange Participant of the Stock Exchange of Hong Kong

11/F United Centre 95 Queensway
Hong Kong
Tel (852) 22776600
Fax (852) 28685307
Websites: www.phillip.com.hk

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B,

JI Jend Sudirman Kav 33A
Jakarta 10220 — Indonesia
Tel (62-21) 57900800
Fax (62-21) 57900809
Website: www.phillip.co.id

THAILAND
Phillip Securities (Thailand) Public Co. Ltd
15th Floor, Vorawat Building,
849 Silom Road, Silom, Bangrak,
Bangkok 10500 Thailand
Tel (66-2) 6351700 / 22680999
Fax (66-2) 22680921
Website www.phillip.co.th

UNITED KINGDOM
King & Shaxson Capital Limited
6th Floor, Candlewick House,

120 Cannon Street,
London, EC4N 6AS

Tel (44-20) 7426 5950

Fax (44-20) 7626 1757

Website: www.kingandshaxson.com

AUSTRALIA
Octa Phillip Securities Ltd
Level 12, 15 William Street,
Melbourne, Victoria 3000, Australia
Tel (03) 9629 8288
Fax (03) 9629 8882
Website: www.octaphillip.com

MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3 Megan Avenue II,
No. 12, Jalan Yap Kwan Seng, 50450
Kuala Lumpur
Tel (603) 21628841
Fax (603) 21665099
Website: www.poems.com.my

JAPAN
Phillip Securities Japan, Ltd.
4-2 Nihonbashi Kabuto-cho Chuo-ku,
Tokyo 103-0026
Tel: (81-3) 3666-2101
Fax: (81-3) 3666-6090
Website:www.phillip.co.jp

CHINA
Phillip Financial Advisory (Shanghai) Co. Ltd
No 550 Yan An East Road,
Ocean Tower Unit 2318,
Postal code 200001

Tel (86-21) 51699200

Fax (86-21) 63512940
Website: www.phillip.com.cn

FRANCE
King & Shaxson Capital Limited
3rd Floor, 35 Rue de la Bienfaisance 75008
Paris France
Tel (33-1) 45633100
Fax (33-1) 45636017
Website: www.kingandshaxson.com

UNITED STATES
Phillip Futures Inc
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building
Chicago, IL 60604 USA
Tel +1.312.356.9000
Fax +1.312.356.9005

PhillipCapital

Your Partner In Finance


http://www.poems.com.sg/
http://www.poems.com.my/
http://www.phillip.com.hk/
http://www.phillip.co.id/
http://www.phillip.co.th/
http://www.kingandshaxson.com/
http://www.kingandshaxson.com/
http://www.octaphillip.com/

	OLE_LINK1
	OLE_LINK2

