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Rating Action Rationale

Taiwan Ratings Corp. today affirmed its 'twA-' long-term and 'twA-2' short-term issuer credit
ratings on Yulon Motor Co. Ltd. The outlook on the long-term rating is stable.

The ratings on Yulon Motor reflects its weak market position in Taiwan's auto market, due to
declining sales of Nissan-branded cars and limited market share of Luxgen-branded cars.
Meanwhile, the continuous loss of market share for Nissan-branded cars in China has led to a
material contraction of cash dividends from Yulon Nissan Motor Co. Ltd., which will likely lower
Yulon Motor's EBITDA generation over the next one to two years. The ratings also reflect Yulon
Motor's still-high debt leverage in 2025-2026.

Counterbalancing the above rating weaknesses is Yulon Motor's improving core auto
manufacturing profitability, which should help support the company's EBITDA generation over the
next one to two years. In addition, stable cash dividends from Yulon Finance Corp. could help limit
any rise in Yulon Motor's debts. The company's large cashable investment properties on hand
also provides good financial flexibility, in our view.

Outlook

The stable rating outlook reflects our view that Yulon Motor could maintain the ratio of debt to
EBITDA at 2.5x-3.0x in 2025-2026. The company will likely generate negative discretionary cash
flow over the next one to two years; however, we believe that stable cash dividends from Yulon
Finance should help limit debt growth. Meanwhile, the improving profitability of Yulon Motor's
core manufacturing business will partly underpin its overall EBITDA generation, despite declining
cash dividends from Yulon Nissan Motor Co. Ltd.

Downside scenario

We may lower the long-term rating on Yulon Motor if:

e Thecompany records a prolonged revenue drop without signs of recovery. This could be due
to a continuous decline in sales for Nissan-branded domestic cars or Luxgen branded cars
due to a lack of new model introductions or major facelifts. This would need to be
accompanied with a failure by Yulon Motor to implement its multi-brands auto original
equipment manufacturer strategy, including the cooperation with Foxtron Vehicle Technology
Co. Ltd. in overseas markets, to make up the production volume loss in the Taiwan market;
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e The EBITDA margin of Yulon Motor's core car manufacturing business deteriorates to below
4% without signs of recovery. This could happen if Yulon Motor fails to maintain its car
manufacturing utilization rate, possibly led by a significant reduction in production volume; or

e Thecompany's debt-to-EBITDA ratio weakens to above 4.0x on a sustainable basis. This could
result from weaker profitability of Yulon Motor's core business or an unexpectedly large loss
from its Luxgen-related business. This might also happen if Yulon Motor assumes a more
aggressive property development program that incurs persistently large cash outflow.

Upside scenario

We may raise the long-term rating if Yulon Motor further reduces and maintains its debt-to-

EBITDA ratio comfortably and sustainably below 2x. The likely scenarios for this include:

e Profitability improvement in the company's core auto manufacturing business driven by
enhanced plant capacity utilization, or increasing car sales that supports a meaningful
revenue and profit contribution from the Luxgen business;

e Yulon Nissan's performance recovers to a stronger and sustainable level which increases its
cash dividends to Yulon Motor; or

e Yulon Motor continues to reduce debt through the disposal of investment assets.
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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.
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