Tianneng Power (819 HK)

= Signals for the ending of price war emerged on results conference
= Aimed to achieve 80% revenue from emerging businesses
m Expect to turn profitable in 2015; undervalued compared with peers

Our views

Positive signals from the results conference: Sales expense increased 58% YoY in
2014 (much higher than revenue growth), and the management gave positive guidance for
expense control in 2015. Neither Tianneng nor Chaowei (951 HK) will expand capacity in
2015. Both companies will cut capex in 2015 and focus more on profit while maintaining
stable market share. In Q1 2015, the balance between demand and supply was achieved
and there was no price war. These two companies reinforce coordination for further price
strategy.

Aiming to achieve 80% revenue from emerging business in 2020: In 2014, Chaowei
and Tianneng had market share of 43% and 33% respectively in E-bike battery business. In
2015, Tianneng turns to more profitable businesses such as low speed EV, li-ion battery
and lead-recycling business. We believe traditional business (E-bike battery) will bottom out
and emerging business with higher margin will account for 37% revenue in 2015 (33% in
2014).

Earnings revision/Valuation

We expect Tianneng’s net profit to turn positive with great upside potential in 2015. We
revised up our TP to HK$4.20, implying 10.7x2015P/E. We revised up the TP as: 1) ASP of
E-bike battery has the potential of slight price inflation, and price of lead (main raw material
of battery) may decrease 10% YoY in 2015; 2) We revised down the forecast of sales
expense to 4% of 2015 revenue (4.6% previously); 3) 37% of 2015 revenue will come from
emerging businesses. We expect the company to turn profitable in 2015. We expect 2015-
2017 revenue CAGR to be 17% and 2016-2017 net profit CAGR to be 55%.

According to our estimates, the company is currently trading at 6.7x2015P/E, 0.2x2014P/S
and 0.9x2014P/B. The company is undervalued compared with both A-share and H-share
peers (with similar market share, quality, but differentiated in business structure). Our 2015-
2017 net profit forecasts are 63%, 59% and 59% higher than the market consensus,
considering the company's lack of research coverage and large profit elasticity (14 bn
revenue in 2014).

Financials

Revenue 13,635 14,044 15,837 18,932 22,490
Growth (%) 38% 3% 13% 20% 19%
Net profit 135 -305 350 578 840
Growth (%) -81% N/A N/A 65% 45%
EPS (RMB) 0.12 -0.27 0.31 0.52 0.76
DPS (RMB) 0.04 0.00 0.08 0.13 0.19
P/E (x) 17.3 N/A 6.7 4.1 2.8
P/B (X) 0.8 0.9 0.8 0.7 0.6
ROE (%) 4.5 -11.4 11.6 16.4 20.0

Source: Company data, CMS (HK) estimates
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TP/estimates revised up

BUY

Previous BUY

Price HK$2.64
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819 HK 22.8 1.2 1.5

HSI 1.6 10.2 12.2

Hang Seng Index 25276
HSCEI 12663
52-week range (HK$) 1.8-3.11
Market cap (HK$ mn) 2935
Avg. daily volume (mn) 3.09
BVPS (HK$) 2.4
Prime Leader Global Limited 36.68%
No. of shares outstanding (mn) 1112
Free float 59%

1. Tianneng Power (819 HK) — Developing higher-margin new
businesses (BUY) 2014/12/16
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BB 17 5 A% 4.9% R BME 3,740
B AR % 65% Metrdk (§7%) 1,112
WACC-% 8.9% DCF H ##: HK$4.20

K aNE] FA, BBRAER (F)
*5: CMSHIMvsHH—2

T CMS(HK) T TR £ 7 (%)

2015E 2016E 2017E 2015E 2016E 2017E 2015E 2016E 2017E
ERIX TN 15,837 18,932 22,490 16,531 18,910 21,830 -4.2% 0.1% 3.0%
E il 2,248 2,879 3,607 2066 2506 2729 8.8% 14.9% 32.2%
A 350 578 840 215 365 527 63.0% 58.5% 59.4%
EPS(RMB) 0.31 0.52 0.76 0.20 0.31 0.47 63.0% 58.5% 59.4%
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REesh 7 819 HK 2,935 2.64 0.9 0.8 0.7 N/A 6.7 4.1 -11.4 11.6 16.4
R T 951 HK 4,403 4.38 1.6 1.5 11 14.8 12.4 7.7 23.5 13.7 19.3
b igqE 1.3 11 0.9 35 9.6 5.9 6.0 12.6 17.9
HA#Rd R 300068 CH 8,536 14.11 2.9 2.8 2.7 50.9 44.8 34.0 5.9 6.4 7.9
ZFap&dy 002580 CH 3,941 32.30 N/A N/A N/A 1318 82.8 52.5 N/A N/A N/A
BIzmAy 601311 CH 18,704 21.96 5.3 4.6 3.9 36.1 275 21.5 14.7 17.4 18.9
Fribsyqs 4.1 3.7 33 73.0 51.7 36.0 10.3 11.9 13.4
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JLATREH 956 938 997 1,178 1,385 V2B TEA AFA 135 -305 350 578 840
Tk 0 0 0 0 0 EPS (%) 012  (0.27) 0.31 0.52 0.76
b 1,058 1,424 1513 1,783 2,094
Lty 685 1,106 1,106 1,106 1,106
KAt 655 1,074 1,074 1,074 1,074
b 31 33 33 33 33 FAkE
At 4842 5968 6,061 6,848 7,490 FKA 38% 3% 13% 20% 19%
A 109 109 109 109 109 kAl -97% N/A N/A 76% 50%
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v
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ZEEDAALR 038 777 689 016 1,182 FAMBHLE 354% 41.0% 38.5% 37.1% 34.0%
)i 135 305 350 578 sa0 ALE 11 10 09 09 10
I8 A 192 226 263 295 321 2bE 0.6 06 0.6 06 0.6
W45 A 144 206 223 232 244 ?“?%7’
e 0 0 0 0 o RFREE 17 16 17 18 1.9
TERLEH 472 638  -133 -166 -191 ﬁ@%)@]%ﬁ 64 75 85 89 89
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