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TECHNOLOGY INDUSTRY UPDATE — Key takeaways from Company visits in China

Analyst: Mark Po Analyst: Mark Jiang

Guoxuan High-tech Co., Ltd [002074.CH] is a China-based company, which
is engaged primarily in the research and development (R&D), manufacture and
sale of lithium-ion power batteries, and electronic transmission and distribution
business. The Company's lithium-ion power battery products include lithium-ion
battery pack products, single lithium-ion batteries and power lithium battery
cathode materials. Currently, the company is actively developing a new
generation of ternary 622 square aluminum shell batteries and ternary 811
batteries.

1H 2017 results: When the government lowered the subsidies for new energy
vehicles (NEVs), the ASP of batteries fell. In 1H 2017, the Company reported
RMB2.4b in revenue, down 0.11% YoY, and net profit attributable to
shareholders was RMB445m, down 16.56%. Revenue for lithium-ion power
battery products was approximately RMB2.0b in 1H 2017, up 1.57% YoY.
Revenue for the electronic transmission and distribution business was
RMB342.8m, down 6.54% YoY. The Company’'s accounts receivable were
about RMB3.0b, up 47.11% YoY, which was mainly due to the reduction in NEV
subsidies.

Company business model: Guoxuan High-tech focuses mainly on the R&D,
manufacture and sale of lithium-ion power batteries, which accounted for over
84% of total revenue in 1H 2017. Currently, the Company is actively switching
from lithium iron phosphate (LiFEPO 4 or LFP) batteries to ternary batteries,
which have higher energy density. Management expects the Qingdao ternary
battery factory to start regular production at the end of this month or early next
month. The Company believes that cathode material for batteries is a key
technology. Currently, most of the cathode materials in lithium iron phosphate
batteries are provided by the Company’s production facility in Lu Jiang; and all
the materials used in the production of ternary batteries are purchased from
third parties. The Company has also actively invested in other key production
processes. a) In 2016, it cooperated with Shenzhen Senior Tech [300568.CH],
investing RMB3b to build a wet diaphragm manufacturing facility for lithium-ion
power batteries, which started production in May this year. The expected
annual capacity is 500m square meters; the capacity of the first phase is 80m
square meters. b) Hefei Guoxuan is planning to cooperate with China
Metallurgical Group (51%), BYD Company [002594.CH] (10%) and
Tangshan Caofeidian Development Investment Group (9%) to set up a joint
venture company, with Heifei Guoxuan holding 30% of the company’s total
shares. The joint venture company will focus mainly on the development and
manufacture of ternary precursors. The project will have two phases: phase one
will involve producing 4,8000t of NCM523 and 4,0000t of NCM622, and another
similar production line will be added in phase two. ¢) The Company is planning
to invest RMB50m to establish a wholly-owned subsidiary, Guoxuan Tubu, to
develop coating technology and battery materials.

As the Company has largely invested in the battery production process,
Guoxuan is also focusing on the development of energy storage and power
battery recycling businesses: a) Guoxuan High-tech, together with Shanghai
Electric Group, will establish a company which focuses mainly on the R&D of
energy storage and battery management systems. b) The Company cooperated
with Lanzhou JinChuan to establish Anhui JinXuan and Gansu JinXuan in
Hefei and Jingchang, respectively, for a total investment of RMB100m. Anhui
JinXuan focuses mainly on recycling and disassembling LFP batteries and
lithium manganese oxide (LiMn204 or LMO) batteries. Gansu JinXuan is
designed for recycling lithium-ion batteries, which have Ni and Co. JinXuan is
the largest in China and third-largest provider worldwide of cobalt (Co). We
believe Guoxuan High-tech can also benefit from this cooperation.

The Company’s major passenger vehicle clients include JAC Motors

[600418.CH], BAIC, and Zotye Auto. Its major commercial vehicle customers
include SAIC [600104.CH], BAIC, Zhongtong Bus and Nanjing King-Long. The
Company has also successfully become part of Yutong’s [600066.CH] supply
chain. In 1H 2017, orders from Zhongtong Bus and Nanjing King-Long totalled
18,600 sets, up 55% YoY, for a total amount of approximately RMB2.8b, up

[Guoxuan High-tech Co., Ltd ]
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Key Financials

in Rmb m 2015 2016 2017E 2018E
Revenue 2,719.8 4,727.0 7,622.2 10,347.8
Gross Profit 1,220.5 2,201.8 2,826.2 3,732.4
Gross Margin % 44.9 46.6 37.1 36.1
Net Profit 584.6 1,030.9 1,246.5 1,657.9
Net Margin % 21.5 21.8 16.4 16.0
EPS (Basic) 0.80 1.19 1.43 1.83
ROE (%) 28.4 29.7 23.8 24.1
Dividend Yield (%) 0.50 0.52 0.80 1.17
PER (x) 37.68 24.17 19.68 15.12
PBR (x) 8.62 6.30 4.35 3.50
Capex (m) (557.9) (1,307.4) (1,910.3) (1,657.8)
Free cash flow (m) (66.6) (227.5) 438.4 521.6
Net cash/(net debt) (mn) 913.8 252.0 2,387.0 1,315.0

Source: Bloomberg, Company Data, CGIS Research

34.61% YoY. Passenger vehicle orders from BAIC totalled 12,900 sets
worth about RMB1.5b.

In 2016, the Company ranked No.4 in China based on shipments of
power batteries, and had a market share of 6%. Currently, its capacity of
LFP batteries is 3.5GWh, and its capacity of ternary batteries is 4GWh.
Total capacity is expected to reach 8~9GWh. Regarding energy density,
the Company is changing from NCM111 to NCM622, so the energy
density of a cell will reach 190Wh/Kg. At the same time, the Company is
actively investing in ternary 811 batteries; the energy density of its recent
released product was 300Wh/Kg.

Current trend: According to recent news releases, the Chinese
government is considering allowing overseas vehicle makers to set up
wholly-owned electronic vehicle businesses in the free trade zones. The
final decision has not yet been made, but it could be put in place as early
as next year. This relaxation of the joint venture rule will give overseas
companies an opportunity to establish manufacturing operations in
China. Also, foreign car makers are actively seeking joint venture
opportunities in China: Ford Motor [F.US] is planning to cooperate with
Anhui Zotye Automobile to build electric passenger vehicles in China
under a new brand; and Volkswagen [VOW.GR] launched a new joint
venture with JAC to develop electronic vehicles in China. Moreover, the
Ministry of Industry and Information Technology (MIIT) announced that it
is considering banning cars that run on fossil fuels to promote electric
cars. We believe that as more and more overseas carmakers enter the
Chinese electronic vehicle market, the power battery industry will
experience fast growth.
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Figure 1: Peer Comparison

Company EV/EBITDA PIB Div yield Share Price Perform

Market Cap  2017F 2017F  2018F  2019F 2016 2017F 2016 2016 2016 2017F
Us$m X X

1211 HK Byd Co Ltd-H 68.90 25,127 328 239 204 144 117 104 32 28 132 9.0 33 31 na 0.7 432 40.0 55.5 295 68.7
175 HK Geely Automobile Holdings Lt 24.00 27,555 200 153 125 133 10.7 9.2 6.4 55 233 30.8 134 114 0.5 10 282 65.5 1154 2338 2239
2238 HK Guangzhou Automobile Group-H 18.56 22,381 103 88 78 212 17.6 15.4 21 19 15.2 20.2 101 10.0 20 29 232 331 521 69.0 979
2333 HK Great Wall Motor Company-H 10.12 15,479 10.4 83 7.6 8.7 7.2 6.5 17 15 246 14.9 104 7.8 4.1 30 20 0.6 13.8 27.6 39.8
1958 HK Baic Motor Corp Ltd-H 7.66 7,457 89 6.9 6.0 27 25 23 12 11 16.9 13.6 32 5.1 45 37 120 -5.8 72 -70 11.0
860 HK O Luxe Holdings Ltd 1.63 923 na na na na na na 2.8 na -2.2 na 0.7 na 0.0 na 207 103.8 106.3 162.9 1203
600104 CH Saic Motor Corp Ltd-A 29.23 51,936 9.4 86 79 84 75 6.9 17 16 174 17.6 5.7 59 na 6.2 -01 0.6 204 36.3 246
600066 CH Zhengzhou Yutong Bus Co -A 23.77 8,003 143 123 123 113 9.9 10.1 43 34 306 24.6 129 103 na 31 85 13.8 152 6.2 213
000957 CH Zhongtong Bus & Holding Co-A 1521 1,371 143 124 111 na na na 34 na 248 174 36 6.4 na na 419 29.1 37 -18.7 -4.2

000868 CH Anhui Ankai Automobile-A 8.33 881 na na na na na na 45 na 40 na 0.0 na na na 66.6 55.4 195 216 253
600166 CH Beigqi Foton Motor Co Ltd-A 3.07 3,114 19.2 14.9 12.0 16.9 16.5 214 11 10 30 4.9 10 9.0 na 10 4.4 6.2 5.0 14.1 -06

476 HK China Dynamics Holdings Ltd 024 150 na na na na na na 03 na -35 na -35 na 0.0 na 8.0 25.1 -113 -18.7 -113
729 HK Fdg Bectric Vehicles Ltd 042 1,207 na na na na na na 32 na -84 -224 -5.7 -5.7 0.0 na 377 273 20.0 -6.7 217
Average 15.5 124 10.8 121 10.5 103 28 24 122 13.1 42 6.3 16 27 228 304 301 423 49.1
600884 CH Ningbo Shanshan Co Ltd-A 24.00 4,098 305 29.8 244 246 189 149 31 31 51 89 3.0 47 na 08 202 44.0 63.7 54.0 705
300073 CH Beijing Easpring Material-A 3324 1,850 63.0 483 336 45.0 334 24.0 8.2 78 7.7 143 9.1 85 na 0.5 320 37.0 200 22.7 54.4
000839 CH Citic Guoan Information-A 11.98 7,141 1711 119.8 922 na na na 6.7 na 35 na 21 na na na 236 30.2 52 2.2 30.5
000009 CH China Baoan Group-A 9.50 3,105 na na na na na na 45 na 52 na 11 na na na 124 19.9 -13 -13.8 -8.3

600390 CH Kingray New Materials Sci-A 16.29 9,286 27.1 208 17.0 na na na 20 18 112 8.1 7.7 43 0.0 11 214 354 7.7 10.8 13.8
002056 CH Hengdian Group Dmegc -A 12.19 3,047 343 274 207 159 137 120 438 45 118 140 8.4 115 na 0.7 427 60.4 51.0 63.7 753
002176 CH Jiangxi Special Bectric -A 17.42 3,892 67.5 48.7 311 419 322 225 6.8 63 6.4 9.6 18 33 na 0.2 485 90.4 489 31.0 46.0
002091 CH Jiangsu Guotai Int Group -A 1165 2,784 232 19.8 153 111 9.7 6.8 28 19 169 134 7.0 35 na 11 165 176 105 74 142
000009 CH China Baoan Group-A 9.50 3,105 na na na na na na 45 na 52 na 11 na na na 124 19.9 -13 -13.8 -8.3

600884 CH Ningbo Shanshan Co Ltd-A 24.00 4,098 305 29.8 244 246 18.9 149 31 31 5.1 8.9 30 4.7 na 08 20.2 440 63.7 54.0 70.5
000973 CH Fspg Hi-Tech Co Ltd -A 8.69 1,279 na na na na na na 39 na 6.0 na 27 na na na 18.1 14.6 -5.9 -1.1 159
002389 CH Zhejiang Nanyang Technolog-A 24.86 2,680 108.1 88.8 80.2 na na na 50 na 36 4.6 28 na na na 55 10.6 5.2 917 7.7

002168 CH Shenzhen Hifuture Blectric-A 16.99 2,120 99.9 77.2 772 na na na 103 na 59 6.1 19 41 na na 0.0 0.0 0.0 226 71

002108 CH Cangzhou Mingzhu Plastic -A 15.55 2,579 26.1 225 19.2 188 16.4 147 59 4.8 216 19.5 144 15.5 na 0.9 03 9.8 13.0 143 29.8
002091 CH Jiangsu Guotai Int Group -A 11.65 2,784 232 19.8 153 111 9.7 6.8 28 19 16.9 13.4 70 35 na 11 16.5 17.6 10.5 74 14.2
300037 CH Shenzhen Capchem Technolog-A ~ 27.53 1,584 337 26.5 209 249 19.7 15.6 4.6 4.1 123 12.8 9.2 10.1 na 0.8 12.8 19.4 53 4.7 117
002407 CH Do-Fluoride Chemicals Co-A 27.10 2,587 330 320 50.2 245 278 249 6.2 59 221 15.1 79 na na 11 163 266 9.8 -21.4 -0.7

002411 CH Jiangsu Bicon Pharmaceutic-A 27.08 6,310 319 244 na na na na 4.8 na 14.1 na 54 na na na 0.6 -5.5 -12 22.6 0.1

600884 CH Ningbo Shanshan Co Ltd-A 24.00 4,098 305 298 244 246 18.9 14.9 31 31 5.1 8.9 30 4.7 na 08 202 440 63.7 54.0 70.5
002190 CH Sichuan Chengfei Integrat -A 29.52 1,550 2109 1018 77.7 na na na 58 na 79 na 11 na na na 111 103 -8.4 -18.1 1.7

300068 CH Zhejiang Narada Pow er Sour-A 19.85 2,631 303 212 16.5 284 217 19.5 27 23 74 8.1 35 59 na 0.7 71 139 -14 72 30

000049 CH Shenzhen Desay Battery Tec-A 51.98 1,622 29.1 220 177 186 14.9 12.8 8.7 73 245 275 8.0 79 na 05 -4.5 -0.7 17 24.0 23.6
300207 CH Sunw oda Bectronic Co Ltd-A 12.56 2,468 26.0 193 15.7 211 16.7 135 6.4 4.8 221 223 6.3 6.7 na 11 1.0 35 03 -18.3 -96

002139 CH Shenzhen Topband Co Ltd -A 1238 1,281 370 258 183 na na na 4.7 39 10.8 112 71 70 na 10 10.2 18.2 313 34.2 408
600699 CH Ningbo Joyson Bectronic -A 35.00 5,053 285 244 19.6 124 10.7 9.0 25 23 55 9.0 27 35 na 0.6 10.2 88 75 33 5.8

002460 CH Jiangxi Ganfeng Lithium Co-A 88.41 9,800 498 348 251 430 275 19.5 238 159 212 38.1 18.9 26.6 na 04 341 98.5 1378 1927 2335
000762 CH Tibet Mineral Development-A 24.15 1,913 483.0 3450 2683 1999 1544 1099 6.0 5.9 11 12 -0.7 na na na 55.1 69.4 36.4 285 41.8
000792 CH Qinghai Salt Lake Industry-A 18.70 7,923 na 168.5 577 312 274 213 23 21 15 0.2 -06 -04 na 0.0 69.8 88.1 515 456 471
002466 CH Tiangi Lithium Industr Ind-A 73.99 11,189 378 338 269 231 204 134 132 11.0 395 30.4 16.4 16.5 na 04 18.9 40.0 878 913 1280
1043 HK Coslight Technology Intl Gp 3.78 190 na na na na na na 08 na 74 na 0.2 na 0.0 na 215 -4.5 -36.7 -41.6 -13.1
002074 CH Guoxuan High-Tech Co Ltd 34.65 4,624 243 189 15.8 181 133 10.6 71 54 297 23.8 9.2 9.8 na 0.6 8.5 9.5 89 13 11.8
300014 CH Eve Energy Co Ltd-A 26.28 3,421 511 351 29.1 323 235 19.5 10.5 9.6 13.8 195 8.8 6.5 na 04 13.1 523 459 53.4 79.6
819 HK Tianneng Pow er Intl Ltd 787 1,136 71 58 5.0 42 34 31 18 16 235 238 73 85 35 4.2 305 218 08 129 10.5
951 HK Chaow ei Pow er Holdings Ltd 4.83 686 6.9 5.8 53 6.9 59 53 13 11 171 172 37 53 17 28 100 -1.0 -30.1 -28.2 -27.1
378 HK Fdg Kinetic Ltd 144 948 na na na na na na 51 na na na na na 0.0 na 0.0 83 263 43 9.9

1188 HK Hybrid Kinetic Group Ltd 0.20 508 na na na na na na 24 na -175 na -19.9 na 0.0 na 0.0 0.0 0.0 -13.7 -3.0

894 HK Man Yue Technology Holdings 1.25 76 na na na na na na 05 na -11 na 12 na 0.0 na 359 60.3 64.5 62.3 712
002484 CH Nantong Jianghai Capacitor-A 10.70 1,326 na na na na na na 29 na 6.4 na 6.2 na na na 118 115 7.1 -24 -153
Average 64.0 509 395 307 243 187 53 4.9 110 144 4.8 76 0.7 09 18.0 275 202 219 301
000970 CH Beijing Zhongke Sanhuan Hi-A 20.18 3,269 56.4 447 370 303 237 19.3 5.2 4.8 79 8.7 56 6.9 na 0.5 231 354 345 223 51.2
600360 CH Jilin Sino-Microelectronic-A 8.99 1,009 59.9 391 29.0 na na na 32 32 20 53 13 20 na 0.7 181 223 -19 -10.6 15

002249 CH Zhongshan Broad Ocean Moto-A 843 3,038 319 255 212 211 17.1 135 23 22 8.4 6.9 32 41 na 12 18.9 229 0.1 -20.5 -23

3898 HK Zhuzhou Crrc Times Blectric 43.50 6,554 14.2 12.7 116 10.5 95 88 26 24 19.6 17.7 13 12.0 na 14 14.8 10.8 -0.2 6.2 10.5
300124 CH Shenzhen Inovance Technolo-A 2837 7,184 415 33.0 264 429 318 24.6 9.9 85 212 211 135 137 na 12 93 143 263 52.2 395
002196 CH Zhejiang Founder Motor Co -A 1321 906 349 269 206 26.5 209 145 25 24 5.2 6.8 44 5.1 na 15 244 10.5 13 -20.6 -6.3

000970 CH Beijing Zhongke Sanhuan Hi-A 20.18 3,269 56.4 447 37.0 303 237 193 52 48 79 87 5.6 6.9 na 05 231 354 345 223 512
000799 CH Jiugui Liquor Co Ltd-A 2857 1412 54.1 379 26.0 323 221 16.0 49 4.6 6.0 85 6.6 71 na 04 73 543 233 440 39.2
002176 CH Jiangxi Special Bectric -A 17.42 3,892 67.5 48.7 311 419 322 225 6.8 6.3 6.4 96 18 33 na 0.2 485 90.4 48.9 310 46.0
600366 CH Ningbo Yunsheng (Group) Co-A 2262 1916 316 26.6 286 346 293 326 2.8 26 19.8 7.7 36 6.5 na 0.9 203 254 9.8 23 14.9
600580 CH Wolong Electric Group Co L-A 8.19 1,605 24.8 220 18.6 17.5 16.4 na 20 18 56 7.7 15 17 na 0.5 111 175 -6.7 -18.1 -10.0
002664 CH Xinzhi Motor Co Ltd-A 28.40 1,728 412 34.0 293 304 249 na 6.3 59 145 147 9.7 10.1 na 0.6 4.4 -14 119 6.5 119
Average 429 33.0 264 289 229 19.0 45 41 104 103 5.7 6.6 na 08 186 282 15.1 9.7 206
002227 CH Shenzhen Auto Blectric Pow -A 23.38 784 na na na na na na 6.5 na 12 na 19 na na na 20.1 206 -8.0 -19.9 -33

600406 CH Nari Technology Co Ltd-A 16.17 5973 213 183 15.7 120 9.9 85 4.6 30 171 17.2 9.5 8.8 na 21 -70 -5.0 -2.8 18 28

002028 CH Sieyuan Bectric Co Ltd-A 16.43 1,899 30.0 256 20.7 20.7 181 na 29 2.8 8.7 96 57 6.2 na 17 124 -0.2 -0.1 472 247
600680 CH Shanghai Potevio Co Ltd - A 14.80 688 na na na na na na 86 na -45.6 na -20.0 na na na 93 49 -47.6 -60.2 -516
002518 CH Shenzhen Kstar Science And-A 18.08 1,620 283 219 17.7 247 18.9 16.0 5.2 4.6 15.9 16.7 124 115 na 11 18.1 18.2 14.8 8.0 9.9

300141 CH Suzhou Industrial Park Hes-A 18.80 716 522 386 308 394 237 14.8 6.8 6.1 43 103 33 54 na 04 62.8 424 18.7 121 20.6
2188 HK China Titans Energy Technolo 1.24 147 na na na na na na 16 na 14 na 16 na 0.0 na 29.2 8.8 31 -139 6.0

3393 HK Wasion Group Holdings Ltd 3.79 488 10.5 103 8.8 89 77 6.8 038 07 74 75 35 42 6.6 59 99 47 -119 -114 9.1

763 HK Zte Corp-H 2230 15,082 16.2 15.1 13.6 15.2 13.8 127 27 21 72 14.2 -0.9 34 0.0 13 155 26.7 49.7 88.3 65.4
1366 HK Jiangnan Group Ltd 0.50 261 36 28 25 74 6.3 5.9 03 03 104 8.9 27 55 6.5 6.6 -13.8 =275 -515 -61.2 -54.1

Average 232 189 157 183 141 108 40 28 14 121 20 6.4 33 27 15.6 94 -42 -0.9 06
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