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Rating Action Overview

— Yulon Motor Co. Ltd.'s stand-alone credit profilecould continue to improveand
accordingly strengthenthe Yulon group credit profile. We believe Yulon Motorcould
continuetorecover its EBITDAto NT$5 billion-NT$6 billion per year over the nexttwo years
through ongoingbusinessrestructuring of Luxgenand Haitec to curblosses, as wellas
fromarelatively stablecashdividend fromYulon Nissan.

— Wehaverevised our rating outlook on Yulon Motor to positive fromstable to reflect our
view that Yulon'sdebt to EBITDA ratio is likely to stay below 4x over 2021-2022. However,
thecompany'sdebtwillincrease moderately from the level at theend of 2020, based on
our forecast of negativefree cash flow for theperiod.

— Atthesametime, we affirmedthe'twBBB+'long-termand 'twA-2'short-termissuer credit
ratings on the company.

Rationale Action Rationale

Yulon Motor's losses from Luxgen and Haitec have declined significantly and could continue
to fall overthe next twoyears. Huachung Automobilelnformation Technical CenterCo. Ltd.
(Haitec), asubsidiary of YulonMotor, will likely continueto limit its operating losses at alow
level by downsizingits business. The company is now mainly an investment holding company,
with the major assetbeingFoxtron Vehicle Technologies--a joint venture with Hon Hai
Precision Industry Co. Ltd.

Meanwhile, losseson Yulon Motor's own-branded Luxgenbusinessare also likely to stay low,
because the company will only pay royaltiesfor new modelstothejoint venture, if any, rather
than sharing development costswith Haitec, as it did previously. We anticipate Yulon Motor
will gradually reduce its exposure to Luxgen, which will effectively suppress related losses
over the next twoyears, evenwith the likelihood of the brand's declining unit salesin Taiwan
duetolack of new models.

Yulon Motor's reported operating losses associated Haitec and the Luxgenbrand have
narrowed to NT$5.8 billionin 2020 and further to NT$200 million in the firsthalfof 2021, from
ahugelossof NT$36 billionin 2019.

rrs.taiwanratings.com.tw

PRIMARY CREDIT ANALYST

David Hsu

Taipei
+886-2-2175-6828
david.hsu
@spglobal.com
david.hsu

@taiwanratings.com.tw

SECONDARY CONTACT

Jin Dong, CFA

Taipei
+886-2-2175-6821
jin.dong
@spglobal.com
jin.dong
@taiwanratings.com.tw

September 8, 2021


https://rrs.taiwanratings.com.tw/portal/member/viewMemberProfile/4559

Media Release: Yulon Motor Co. Ltd. Outlook Revised To Positive From Stable On Improving Profitability;
'twBBB+/twA-2' Ratings Affirmed

Relativelystable cashdividend from Yulon Nissan could continue to support Yulon Motor's
EBITDA. Yulon Motor's EBITDA relies heavily on thecashdividend payment from Yulon Nissan
Motors Co. Ltd., whose performancein turn largely depends on the investmentprofit from
Nissan-branded operationsin China. Alikely decline in sales of Nissan-branded carsin
Taiwan, as well as intense marketcompetitionin Chinacould limit the cash dividend Yulon
Motorreceives at belowthe level in 2020 over the nexttwo years. However, given Nissan's
satisfactory positionin China, we factorin acash dividend of NT$2.6 billionin 2021 and
NT$2.4 billion in 2022, compared with NT$3 billionin 2020.

Negative free cash flow could moderatelylift Yulon Motor'sdebtin2021and 2022.Yulon
Motor is likely to generate negative cash available for debt repayment of NT$1 billion-NT$1.5
billion in 2021, and NT$0.5 billion-NT$ 1 billion in 2022 due to cash outflow fromworking
capital. This includes the construction payment of Yulon City, whichis scheduled for opening
in late 2022, some tax payables and other payables from Haitec toits suppliers, as well as
Yulon Motor's planned capital expenditureand cash dividend payout. These cash outflows
could elevate Yulon'sadjusted debt to about NT$18.5 billionin 2022, from NT$16.5 billion at
the end of 2020.

Ourbasecase assumes Yulonwillimprove itsdebt to EBITDA ratio to 3. 5x-4x levelover 2021
and Y2022, despite likely rising debt leverage. Yulon's annual EBITDAcould continue to
recover to about NT$5.5 billion annually in 2021 and 2022, from NT$4.1 billion in 2020. We do
not anticipate Yulonwill incur large losses going forward, particularly related to its Luxgen
business.Nordoweexpect any large cashoutflowor additional debtbeyond our base case,
such as foradditionalfinancial supportto Haitec. As aresult, we forecast Yulon Motor'sratio
of debtto EBITDA toremainat 3.5x-4.0xin 2021-2022 under our base-case. Thiscould
supportstronger stand-alonecredit profile for Yulon Motor, and accordingly lead to a stronger
group rating profile.

Our Base-Case Scenario

Assumptions

e S&P'sreal GDPgrowth projectionfor Taiwan of 5.6% in 2021 and 2.7% in 2022 and for
Chinaof8.3% in 2021 and 5.1% in 2022.

e Weanticipate 5%-9% growth for light vehiclesalesin Chinain 2021.China's economic
recovery and supportive government policiesunderpin such growth, likely offsetting
disruptions fromauto-chipsupply.

e Theglobalautomoative chip shortage, uncertainty over seaborne shipments, and domestic
pandemic restrictionscouldreduce auto salesin Taiwan by 5%-10%in 2021 before
recoveryin 2022.

e Yulon Motor'srevenuetodecline by 7%-8%in 2021 and recover by 1%-3%in 2022,
reflectingalikelydeclinein unit salesfor YulonNissan due to alack of new models, as well
as lower sales for Nissan-branded carsin Chinaamid intense competition. However,
revenue to see some recoveryin 2022, mainly driven by the introduction of new Nissan
modelsin Taiwan.

e Yulon Motor's gross margintoimprove thanks toits narrowed losseson its Luxgen brand
and alower operatinglossfrom Haitec.

e NissansalesinChinawillcontinuetosupport Yulon Motor'sdividendincomeand EBITDA
overthe nexttwoyears but the cashdividend could belowerin 2022, given alikely weaker
recovery for Nissancarsthantheindustryaverage in China.
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e Yulon Motor's capital expenditureto declineover thenext fewyearsunderits conservative
businessand new modeldevelopment strategy. We assume NT$2 billion per yearin 2021
and 2022.

e Working capital outflow of about NT$3.5billionin 2021, and NT$1.5 billion-NT$2 billionin
2022, from cash outflow of construction costfor Yulon City, as well as other payables such
as for taxes.

e Yulon Motorto pay NT$1 billioncash dividend in 2021 and NT$1.5 billionin 2022.

Based on these assumptions, wearrive at the followingcredit measures:

e EBITDAmarginof 10%-11%in 2021 and 2022, from 7.7% in 2020.
e RatioofdebttoEBITDAof about3.5xin 2021 and 2022, compared with 4xas of the end of
2020.

Liquidity

The short-termissuercredit ratingis 'twA-2'.We believe Yulon Motor hasadequate liquidity to
meet its needs over thenext 12 months. Our view of the company's liquidity profile incorporates
ourassessmentthat the ratio of liquidity sourcesto liquidity useswillbe 1.4x-1.5x over the next

12 months up toJune 2022, and that liquidity sourceswillcontinue to exceed uses evenif Yulon
Motor's EBTIDAweretodeclineby 15%.

Theliguidity assessment also reflectsour view that thecompany canabsorb high-impact, low-
probability events, with limited need for refinancing, supported by its relatively high cash on
hand, which provides some buffer forthe company to withstand market volatility. Yulon Motor
alsohas asatisfactory standingin credit markets, as evidenced by the bond issuanceof a
NT$5.3 billion bond at alow interest rate in 2018 and stable bond prices so far. Yulon Motor's
debtdoes notcarryanycovenants

Principal Liquidity Sources

e Cashandshort-terminvestments of NT$16.9 billionatthe end of June 2021.
e Cash flow fromoperations of NT$4.5 billion-NT$5 billionin the 12 monthsending June
2021.

Principal Liquidity Sources

Debt maturity of NT$7.5billionin the 12 monthsending June 2022.

Expected workingcapital outflow of about NT$3.5 billionin the 12 monthsending June
2022.

Capital expenditure of NT$2 billionin the 12 monthsending June 2022.

Cash dividendof NT$1 billion in the 12 monthsendingJune 2022.
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Outlook

The positive rating outlook reflectsour expectationthat Yulonis likely to improve its stand-
alonecredit profile and correspondingly the overall group credit profile, by keepingits debt to
EBITDA ratio below 4x over the next twoyears. Thisassumesthecompany cansuccessfully curb
losses on Luxgenand other businesses and that thecashdividend from Yulon Nissan will
continue support Yulon Motor's EBITDA generation over the period. However, cash outflow from
working capital, construction costsfor Yulon City, capitalexpenditure, and cash dividends will
moderately raise Yulon'sfinancial leverage and could prevent thecompany from holdingits
debt to EBITDA ratio below 4x over the nexttwo years.

The positive rating outlook also reflects ourview thatYulonFinance can maintainits current
credit profile overthe next twoyears.

Upward scenario

We may raise the long-termrating if Yulon Motorcan keepits debt to EBITDAratio comfortably
and sustainably below 4x. The likely scenariosto sustainably improveits cash flow generation
include:

e enhancingits core auto manufacturing business;
e abetterperformancefromYulonNissan;
e nomaterial losses from Luxgen and Haitec.

Downward scenario

We may revise the outlook backto stable if Yulon Motor failsto keep its debtto EBITDA ratio
below 4xover the next onetotwoyears. This could result from:

e much weakersales for Nissan brandedcarsin Chinain 2021-2022 than we currently
expect, resultingin lowerinvestment income from Yulon Nissan,
unexpected large lossfrom business restructuringon Haitec and Luxgen; or
Higher cash outflowfromproperty development, working capital needs, or financial support
toother group relatedentities than wecurrently forecast.
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(Unless otherwise stated, these articles are published on www.taiwanratings.com)

Ratings List

Outlook Revision

To From

Yulon Motor Co. Ltd.

Issuer Credit Rating twBBB+/Positive/twA-2 twBBB+/Stable/twA-2

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed to them in
our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at www.taiwanratings.com for further information.
Complete ratings information is available to subscribers of Rating Research Service at rrs.taiwanratings.com.tw. All ratings affected by this rating action can
be found on Taiwan Ratings' public website at www.taiwanratings.com.

Copyright © by Taiwan Ratings Corp. Allrights reserved.
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