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Key Data 

Average FY13E PE (x) 4.57  
Average FY13E PB (x) 0.63 

Source: Bloomberg, ABCI Securities  

 

 

Net income in FY2012 (Rmb mn)  

Tianneng (819) 709.4 
Chaowei (951) 619.9 

Leoch (842) 71.6 

Coslight Tech (1043) -32.3 

Scud Group (1399) -192.6 

Source: Company 
 

Average share performance (%) 

 Absolute Relative* 

1-mth (19.6) (8.1) 

3-mth (18.8) (5.8) 

6-mth (21.1) (5.7) 

*Relative to Hang Seng Index 
Source: Bloomberg 

 

 
1 year price performance  
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Lead-acid Battery Sector  
 

Profit warning 
We have talked to Tianneng management after Tianneng and Chaowei, 

market leaders of the lead-acid batteries industry, issued profit warning last 

week. Since the ASP recovery trend in 1Q2013 is not sustainable, we lower 

Tianneng EPS by 40% to Rmb0.4275 and downgrade Tianneng to Hold. 

We currently put Chaowei under review.  

 

Market leaders announced profit warning: Chaowei and Tianneng 

announced profit warning for their 1H2013 results. They indicated that the 

significant decline in net profit was attributed to falling ASP which resulted 

from intense competition since 4Q2012. Although GP margin of Tianneng/ 

Chaowei rebounded to 14.7%/17.1% in 1Q2013 from historical low of 

6.8%/4.0% in 4Q2012, we do not expect the upward trend to continue as 

both Tianneng and Chaowei are still increasing their capacity in 2013 while 

the continue decline in lead price provides more room for further ASP cut.  

 

Over-supply: Chaowei and Tianneng accounted for a total of 55% market 

share in terms of sales revenue in 2012. Despite falling ASP, Tianneng/ 

Chaowei planned to increase production capacity by 20%/30%YoY to 

106/120mn units in 2013. According to Tianneng management, utilization 

rate of the group was over 90% in 1H2013. And in addition to the 20% 

increase in capacity, they will continue to produce part of their batteries 

through OEM and we estimate that it will account for 18% of their total 

sales volume in 2013. In our view, the continued capacity expansion by the 

two largest players in the market will continue to put a pressure on ASP.  

 

Net profit margin of both Chaowei and Tianneng were as low as 4.0%and 

3.4% respectively in 1Q2013 as compared to 5.2%7.2% in 2012 and 

management indicated a number of smaller players were making loss. 

Hence, we previously assumed small inefficient players would have been 

forced out of the market given the historical low level of profit margin and 

ASP may stabilize. However, the recent decline in lead price provides room 

for further ASP cut, which will continue to have a negative impact on 

topline growth and will lead to a longer period of industry consolidation. 

Lead price, which accounted for over 65% of production cost, dropped 

3.4% in 2Q2013 or 5.8% YTD.  

 

Management misjudgment: We see the price war between the two major 

players as the result of management’s over-estimation of market demand 

for their products. Their misjudgments has led to aggressive expansion of 

their production capacities. Chaowei publicly announced to expand 

production plant in Jiangsu on Jun 11 but unveiled profit warning on Jun 13. 

We doubt on the corporate governance of the group why it approved 

production expansion given that intense market competition has hurt its 

earnings. Intense market competition is a signal of supply significantly 

outstripping demand. Bankers may not renew and reduce credit facilities 

granted to them later this year in view of their poor half-year results. Credit 

risks of both Tianneng and Chaowei are expected to climb and risk 

premium on their stocks will inevitably increase subsequently. 
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Valuation: Due to a longer period of industry consolidation, we lower 

Tianneng 2013 ASP by 4% and we revised our est 2013 EPS by 40% to 

Rmb0.4275. Based on 2013 PE valuation of 7x, we lower our TP from 

HK$6.22 to HK$3.75. We currently put Chaowei under review as we are 

still pending for their updates.  

The rechargeable battery sector underperformed the market in 1, 3 & 6 

mths. Market was bearish on the sector. The profit warnings of Tianneng 

and Chaowei re-affirm market bearish view. Moreover, Tianneng and 

Chaowei may cut down their upcoming interim or annual dividends. Yield 

investors will disappoint.  Among renewable energy sector, including 

rechargeable battery industry, solar industry, wind industry and hydropower 

industry, funds may stay with the latter two as their business outlooks look 

better than the former two in the short to medium terms. 

 

Summary on selected companies in the sector 

Company Ticker Price Ratings TP 12 PE 13 PE PB Divi yld 

  HK$  HK$ x x x % 

Tianneng  819 3.38 Hold 3.75 4.3 6.4 0.96 4.80 

Chaowei  951 2.92 Review - 4.7 4.1 1.07 5.08 
Leoch 842 0.89 - - 14.0 3.2 0.40 1.64 
Coslight  1043 2.19 - - - - 0.42 0.00 

Scud Group 1399 0.38 - - - - 0.28 0.00 

Source: Bloomberg, ABCI Securities
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Disclosures 
 

I,  Lee Oi-yee, Lisa , being the person primarily responsible for the content of this 

research report, in whole or in part, hereby certify that all of the views expressed in 

this report accurately reflect my personal view about the subject company or 

companies and its or their securities. I also certify that no part of my compensation 

was, is, or will be, directly or indirectly, related to the specific recommendations or 

views expressed in this report.  

 

Definition of equity rating 

Rating  Definition  

Buy Stock return ≥ Market return rate 
Hold Market return – 6% ≤ Stock return < Market return rate 
Sell Stock return < Market return – 6% 

Stock return is defined as the expected % change of share price plus gross dividend 
yield over the next 12 months 
Time horizon of share price target: 12-month 
 

Definition of share price risk 

Rating  Definition  

Very high 2.6 ≤180 day volatility/180 day benchmark index volatility  
High 1.5 ≤ 180 day volatility/180 day benchmark index volatility < 2.6 
Medium 1.0 ≤180 day volatility/180 day benchmark index volatility < 1.5 
Low 180 day volatility/180 day benchmark index volatility < 1.0 

We measure share price risk by its volatility relative to volatility of benchmark 
index. Benchmark index: Hang Seng Index. 
Volatility is calculated from the standard deviation of day to day logarithmic historic 
price change. The 180-day price volatility equals the annualized standard deviation 
of the relative price change for the 180 most recent trading days closing price. 

 

Disclosures of Interests 

ABCI Securities Company Limited and/or its affiliates may pursue financial 

interests to the companies mentioned in the report. 

 
Disclaimers 

This report is for our clients only and is for distribution only under such 
circumstances as may be permitted by applicable law. It has no regard to the 
specific investment objectives, financial situation or particular needs of any specific 
recipient. It is published solely for informational purposes and is not to be construed 
as a solicitation or an offer to buy or sell any securities or related financial 
instruments. No representation or warranty, either expresses or implied, is provided 
in relation to the accuracy, completeness or reliability of the information contained 
herein. This report should not be regarded by recipients as a substitute for the 
exercise of their own judgment. Any opinions expressed in this report are subject to 
change without notice and may differ or be contrary to opinions expressed by other 
business areas as a result of using different assumptions and criteria. The analysis 
contained herein is based on numerous assumptions. Different assumptions could 
result in materially different results. The analyst(s) responsible for the preparation 
of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting market 
information. ABCI Securities Company Limited is under no obligation to update or 
keep current the information contained herein. ABCI Securities Company Limited 
relies on information barriers to control the flow of information contained in one or 
more areas within ABCI Securities Company Limited, into other areas, units, 
Groups or affiliates of ABCI Securities Company Limited. ABCI Securities 
Company Limited will not pay any research analyst any bonus, salary or other form 
of compensation that is based upon a specific investment banking transaction. The 
analysts’ compensation shall be based upon several factors. Chiefly among such 
factors is the quality of the research and financial advice provided to our customers 
and the impact that the analysts’ research has on the success of the Company’s 
overall business. The final compensation of the analyst who prepared this report is 
determined exclusively by research management and senior management of ABCI 
Securities Company Limited. The securities described herein may not be eligible for 
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sale in all jurisdictions or to certain categories of investors. The price and value of 
the investments referred to in this research and the income from them may fluctuate. 
Past performance is not necessarily indicative of future results. Foreign currency 
rates of exchange may adversely affect the value, price or income of any security or 
related instrument mentioned in this report. For investment advice, trade execution 
or other enquiries, clients should contact their local sales representative. Neither 
ABCI Securities Company Limited nor any of its affiliates, directors, employees or 
agents accepts any liability for any loss or damage arising out of the use of all or 
any part of this report. Additional information will be made available upon request. 

Copyright 2013 ABCI Securities Company Limited 

No part of this material may be (i) copied, photocopied or duplicated in any form by 

any means or (ii) redistributed without the prior written consent of ABCI Securities 

Company Limited. 

Office address : ABCI Securities Company Limited, 13/F Fairmont House,  

                 8 Cotton Tree Drive, Central, Hong Kong.  

Tel   : (852) 2868 2183 
 

 


