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OVERVIEW

We are an electric two-wheeled vehicle provider in mainland China, focusing on the design,
research and development, manufacturing and selling of electric two-wheeled vehicles.
According to Frost & Sullivan, we were the fifth largest manufacturer of electric two-wheeled
vehicles in mainland China in terms of total revenue in 2022, with a market share of 4.2%.

We have built an offline sales and distribution network and embraced informatization and
established online retail channels, continuously improving the penetration and coverage of our
products. As of April 30, 2023, we had over 1,300 distributors covering over 11,400
point-of-sales in mainland China. Our Luyuan brand is a well-known brand in the industry, and
we participated in developing industrial standards. With our great emphasis on product quality,
we continue to expand the breadth and depth of cooperation with distributors, suppliers and
commercial customers, seizing the opportunities of standardized and large-scale development
of the industry brought by the implementation of the New National Standards and the booming
shared mobility industry.

Our headquarters is located in Jinhua, Zhejiang Province and comprises our principal office
buildings, our product research and development center and our Zhejiang production plant.
Apart from our Zhejiang Plant, we have two other production plants located in Shandong and
Guangxi. As of December 31, 2022, our annual production capacity of electric two-wheeled
vehicles was approximately 3.3 million units. Through our continuous investment in upgrading
our production equipment, we strive to bring products with controllable product quality to

consumers to further improve our brand image, while maintaining our scale advantage.

We attach great importance to upgrading our products and developing relevant technologies.
Our core technologies cover key components of electric two-wheeled vehicles such as motors,
controllers, batteries and chargers. Technological development and progress have significantly
improved the service life and safety level of our electric two-wheeled vehicles. In May 2022,
we extended the warranty period for certain parts and components of our vehicles, including
the liquid-cooled motors, highly crafted vehicle frames and front forks and rear flat forks, to
ten years. In terms of technological research and development, we focused on areas with strong
growth potential such as lithium-ion battery safety and electric two-wheeled vehicles with
smart functions. As of the Latest Practicable Date, we held a total of 437 patents in mainland
China, of which 46 were invention patents, 251 were utility model patents and 140 were design
patents.

During the Track Record Period, we achieved strong growth. Our revenue increased from
RMB2,378.3 million in 2020 to RMB4,783.0 million in 2022, representing a CAGR of 41.8%.
Our revenue increased by 42.1% from RMB1,162.0 million for the four months ended April 30,
2022 to RMB1,651.4 million for the same period in 2023. However, given the increasing
competition and slower growth in the electric two-wheeled vehicles industry, we may not be
successful in maintaining the high historical growth of our business. For a relevant risk factor,
see “Risk Factors — Risks Relating to Our Business and Industry — We may not be successful
in maintaining the growth and profitability of our business”.
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STRENGTHS

We

are a well-known electric two-wheeled vehicle brand that has continuously

contributed to industry development.

Our Luyuan brand has over 20 years of history in the electric two-wheeled vehicle industry in

mainland China. Since our inception, we have been committed to promote the development of

the industry and has made remarkable contributions to the development of the electric

two-wheeled vehicle industry in mainland China, including:

()

(ii)

(iii)

(iv)

)

(vi)

(vii)

in 2004, we introduced EABS electromagnetic braking system, high-efficiency energy
recycling technology and positive and negative ampere meter technology, which
essentially equips electric two-wheeled vehicles with unique technologies;

in 2005, we introduced magnetic code anti-theft motor lock technology to enhance the
vehicles’ anti-theft performance and alleviating one of the major obstacles to potential
users’ consumption;

in 2008, we led the industry in introducing over 30 welding robots to the production
process of electric two-wheeled vehicles, which significantly improved the quality of
vehicle frame welding;

in 2013, we successfully applied dynamic Internet of vehicles (EJREELHA) technology
into practice. In the same year, the fifth generation of our charging technology made
progress in addressing the decline of battery life caused by charging problems, which
significantly increased driving range and battery life;

in 2015, we introduced core child safety technologies, such as child lock activation and
socket protection, which gradually became industry standard;

since 2017, we launched three major systems with smart functions regarding safety,
battery life and anti-theft systems. In this process, we have achieved comprehensive
upgrade and iteration of our electric two-wheeled vehicles. Our liquid-cooled motor and
ceramic brakes also demonstrate our dedication in research and development. For details
of these two technologies, see “— We continuously invest in research and development
capabilities in core technologies” below; and

in 2018, we were one of the only two manufacturers among the main drafting parties of
the New National Standards. The New National Standards have significantly improved
standardization of electric bicycles and put forward higher requirements on product
safety. In addition, the New National Standards significantly accelerated the
consolidation process of mainland China’s electric two-wheeled vehicle industry. While
at its peak, mainland China had around 2,000 electric two-wheeled vehicle manufacturers,
the number fell to only around 100 as of 2021 that could meet the requirements of the
New National Standards and are qualified to manufacture electric motorcycles and
electric mopeds. In this context, the electric two-wheeled vehicle industry has entered the
stage of industry consolidation, and manufactures with robust technological strength and
production capacity are expected to enjoy a competitive advantage.
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We have formed our unique brand image and core competitiveness by always focusing on our
Luyuan brand and devoting efforts to produce safe, reliable and hassle-free electric two-
wheeled vehicles for our customers. Over the years, Luyuan has become a well-known brand
in mainland China’s electric two-wheeled vehicles market, with high visibility, reputation and
customer loyalty. We were awarded five-star authentication under the National Standard for
Consumer Product Customer Service Evaluation ( (MR EZEFERR) ) GB/T27922-
2011 by the Evaluation of Compliance Certification Review Committee for National
Commodity After-sales Service (42 i 5 7% I F5 s E AR 3R 3 51 % & B &) and Beijing Sky
Certification Center (At TP K F 523 H.0>) and were also awarded five-star brand under the
National Standard for Evaluation of Business Enterprise Brand and Guide of Enterprise Culture
Construction ( (& 5 HFAEBL A 3 0L @345 /) ) GB/T27925-2011 by Beijing Sky
Certification Center (b3 FLill R FrE# H.0>). We have been recognized by China National
Light Industry Council (4 EJ#8 T.2£1: 5 ) as Top 10 Enterprises of China’s Electric Bicycle
Industry (HFEEE) H17H1T3 T3 B2). We have also been awarded Well-known Trademark
in China (4Bl %4 P51%) and Famous Brand Product of Zhejiang Province (#7714 WL7E fi). We
believe these recognitions fully demonstrate our position in the industry.

As carbon-neutral strategies and green mobility policies continue to be implemented
worldwide, the phase-out of traditional motorcycles will accelerate and demand for electric
two-wheeled vehicles will continue to grow. In particular, there is great development space for
premium electric two-wheeled vehicle products (with manufacturer suggested retail price of
over RMB3,500). According to Frost & Sullivan, the premium segment of the electric
two-wheeled vehicles market is expected to be more popular among consumers and thus gain
stronger growth momentum with a CAGR of 27.6% from 1.7 million units in 2023 to 4.5
million units in 2027. In addition, affected by the COVID-19 pandemic, more consumers
choose electric two-wheeled vehicles over public transportation for commuting. The
development of the on-demand delivery market led by China and ASEAN countries will also
stimulate the demand for electric two-wheeled vehicles. Under this background, we will further
leverage our advantages to achieve rapid and sustainable growth.

We continuously invest in research and development capabilities in core technologies.

We have been committed to producing high-quality and durable electric two-wheeled vehicles
with enhanced performance through research and development. We continue to invest in the
core technologies and applications of electric two-wheeled vehicles to improve our research
and development capabilities and market competitiveness. As of the Latest Practicable Date,
we held a total of 437 patents in mainland China, of which 46 were invention patents, 251 were
utility model patents and 140 were design patents.
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We are recognized as a National High-tech Enterprise (B ZX# = #Hli3£). We have also
been named Provincial-level Enterprise Research Institute (B AZEWFFBE) and Provincial-
level Enterprise Technology Center (#3447 H1:L>) by relevant government departments.
We believe that the following projects demonstrate our research and development capabilities:

. Liquid-cooled motor technology — Our in-house developed liquid-cooled motor
technology is currently the only technology related to electric two-wheeled vehicle
motors that has been awarded the Science and Technology Progress Award (FH:4% fiif 4
#4%) issued by China National Light Industry Council (- E#¢ T .25 5 €r). By using an
insulating coolant that reduces the motor operating temperature, this technology increases
the motor’s working efficiency to over 90%, and thus achieves long driving range for our
products and significantly improves the service life of our vehicles and the batteries. We
also provide a ten-year warranty for our liquid-cooled motors, while the industry average
for motors is approximately three years. As of the Latest Practicable Date, we have been
granted 30 patents concerning our liquid-cooled motor technology.

. Safe braking system — We use ceramic brake pads on electric two-wheeled vehicles. With
brake pads made of ceramic materials, ceramic brakes help increase vehicle safety as they
are able to reduce breaking distance due to higher value of friction coefficient compared
to traditional brakes and have more stable performance under high temperature. In 2021,
we further enhanced our safety braking system by launching the flexible anti-skid brake,
to shorten braking distance, prevent wheels from locking, and thereby improve braking
safety. Compared with mainstream metal brake pads, our ceramic braking system can
shorten braking distance by approximately 30%, and has lower noises, stronger resistance
to high temperature and corrosion, while extending comprehensive service life by
approximately 500%.

. Graphene range-extension steel cord tires — Graphene range-extension steel cord tires
have been extensively applied to our products. By adding a layer of steel cord
anti-puncture net on the ply of a vacuum tire, steel cord tires offer increased puncture
resistance. With graphene added into steel cord tires as well as tire crowns made of
high-quality rubber, the wear resistance and stability of steel cord tires can be further
improved. For our premium vehicle models, we use aramid anti-puncture tires which offer
stronger resistance against external impact. In terms of wear resistance, flex resistance
and shock resistance, aramid anti-puncture tires can better cope with various harsh
conditions, including deformations, heavy loads and high and low temperatures, as
compared to ordinary tires.

In the journey of building a higher level of safe, reliable, and hassle-free electric two-wheeled

vehicle products, we plan to continue investing in extending our technical capabilities and
optimizing product performance.
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We emphasize product development capabilities and make durable products with both
fashion and performance.

We have strong product development capabilities based on which we are able to offer
consumers a wide range of vehicle models including, among others, simple, classic, sports and
luxury models, with different functions suitable for different consumer groups. For example,
our INNO series, which represents our luxury electric bicycles targets younger and higher-
income consumer groups and features elegant exterior lines, a sense of technology and
Luyuan’s core technologies. Our S series electric mopeds which primarily target male
consumer groups feature a more muscular design and are also equipped with Luyuan’s core
technologies.

We endeavor to constantly excavate young consumer’s desire for fashion and invest substantial
resources in product design. To this end, we have a professional product design team and
cooperate with well-known industrial design companies which jointly help maintain our
fashion edge and popularity amongst consumers in terms of model lines, paint texture and use
of colors. As a member of the China Fashion Color Association ("4 T {4 &) and the
China Color Innovation Center for Electric Two-wheeled Vehicles designated by the
association, we jointly release popular colors for electric two-wheeled vehicles in mainland
China with the association.

Under the marketing tagline “Luyuan Liquid-cooled Electric Vehicles, A Ten-Year Ride” (4%
WK% BB, — S8 H T 4F), we position our products as durable goods with fashion and
performance. We apply our liquid-cooled motor and other in-house developed technologies to
solve the key issues affecting product life and apply our achievements in braking systems,
anti-puncture tires and safe and fast charging technology to our products. We believe, with the
application of new technologies such as lithium-ion battery, durability of electric two-wheeled
vehicles are expected to further improve. Following such industry trend as part of our strategy,
we provide consumers with quality assurance that exceeds the industry level. We provide a
six-year warranty period for certain of our vehicles and core parts such as air-cooled
controllers and motors, which is the longest in mainland China’s electric two-wheeled vehicle
market, according to Frost & Sullivan. In addition, since May 2022, we further extended the
warranty period of our liquid-cooled motors to ten years. For further details of our warranty

113

policies, see “— Customers and Customer Services — Product Warranties and Recall”. We
believe our emphasis on the durability of our products will in turn promote the healthy
development of the electric two-wheeled vehicle industry. We have officially reached a
strategical cooperation with CCIC Western Testing Co., Ltd. (FFAEPEEAREIA BRA A, to

jointly formulate standards for durability of electric two-wheeled vehicles.

Our product development capabilities are also reflected in our insight and grasp of the
technological development trend of electric two-wheeled vehicles and our launch of premium
models with smart features. According to Frost & Sullivan, the premium segment, which
covers vehicles with better performance, diversified functions including more advanced
features, is expected to be more popular among consumers and thus gain stronger growth
momentum with a CAGR of 27.6% from 2023 to 2027. Through various sensors and display
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output devices, some of our new models increase interaction between users and vehicles and
offer NFC unlocking, Bluetooth communication, positioning features, vehicle sharing and
other functions including cruise control system, walk-assist and auto-sensing headlights. As of
April 30, 2023, we have 16 models with such smart features in production and 10 models in
our pipeline. We believe, the launch of these models further diversifies our product portfolio
and offers different user experiences than that of homogeneous products and improves user
stickiness.

In 2020, 2021 and 2022 and the four months ended April 30, 2022 and 2023, our research and
development costs were RMB83.5 million, RMB95.8 million, RMB150.5 million, RMB29.0
million and RMB41.9 million, respectively.

We have built a nationwide offline distribution network and enjoy mature channel
management advantages.

We have established a nationwide distribution network covering both offline and online
channels. We focus on offline distributors and continuously explore corporate and institutional
customers for our offline channels and actively explore popular e-commerce platforms such as
Tmall and JD.com for our online channels. Our network of distributors performs not only as
sales channels but also provides significant opportunities to provide services to and engage
with consumers and enhance our brand awareness. After years of accumulation, we have built
an efficient flat domestic distribution channel with deep penetration into districts and counties.
As of April 30, 2023, we cooperated with over 1,300 distributors which cover over 11,400 retail
outlets across 30 provincial-level administrative regions in mainland China.

Leveraging years of experience in marketing network construction and management, we have
established a standardized and process-based management system and an information
management system, covering site selection for retail outlets, store decoration, product display,
staff training, customer ordering, product delivery, supervision and tracking, etc., which
demonstrates our strong marketing network expansion capability. We have also established
strict access and performance assessment systems for proposed new distributors and new retail
outlets and make prompt adjustments based on operation status of existing stores. Meanwhile,
we have established long-term and stable relationships with our distributors through various
measures including regular assessment and training. As of April 30, 2023, the average length
of our cooperation with our distributors in mainland China was approximately six years, and
we had business relationships with our five largest distributors in mainland China for each
period of the Track Record Period for an average of approximately ten years. In addition,
leveraging the BI system installed in retail outlets, our headquarters have access to distributors’
sales data on an hourly basis, with which we are able to make prompt evaluations for
distributors’ sales results and adjust training plans for distributors. We have also configured the
safety system for retail outlets, including smoke detection system and sprinkler system, which
are connected with our backend information technology system to monitor fire safety 24-7.
Meanwhile, the remote inspection function of our Luyuan Sky Eye system installed in our retail
outlets is also conducive to improving store safety.
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Apart from expanding the distributor network and improving distributor management, we have
been gradually expanding our online presence, including establishing flagship stores on Tmall,
JD.com and other well-known e-commerce platforms in mainland China. In 2020, 2021 and
2022 and the four months ended April 30, 2022 and 2023, revenue generated from online
channels was RMB97.6 million, RMB108.8 million, RMB271.7 million, RMB24.3 million and
RMB72.0 million, respectively. In recent years, we have also continued to strengthen our brand
exposure online through promotion channels including the Internet and TV media. For
example, we have placed advertisements on Chinese TV variety shows such as the fourth
season of Rock & Roast ( /i 175 KE) ), Back to Field ( {#{Ef415) ), and Have Fun
( <WEHIRY ), which are popular among young consumers.

Apart from online and offline retail channels, in order to seize the emerging opportunities
including those arising from the significant growth of the on-demand delivery market and the
shared mobility market, we also actively focus on developing corporate and institutional
customers, including leading shared mobility service providers, on-demand e-commerce
companies, logistics companies and government organizations. Leveraging our research and
development and customization capabilities, we provide our corporate and institutional
customers with fast and high-quality product customization services. In 2020, 2021 and 2022
and the four months ended April 30, 2022 and 2023, revenue generated from corporate and
institutional clients was RMB554.0 million, RMB421.0 million, RMB96.4 million, RMB17.9
million and RMB94.6 million, respectively.

We enjoy the scale advantage of the layout of our production plants close to our markets
and our mature production process which ensures good and stable quality.

As of December 31, 2022, our production capacity of electric two-wheeled vehicles reached
approximately 3.3 million units. A larger scale is beneficial for us in maintaining close
relationships and bargaining power when dealing with suppliers and distributors while
reducing unit production costs in the electric two-wheeled vehicle market. Additionally, along
with the expansion of our production capacity, we continue to improve our production
processes leading to increases in production efficiency. With the promulgation of the New
National Standards and other policies, the electric two-wheeled vehicle industry has entered a
stage of industry consolidation. We believe we are well positioned to capture the opportunities
from the trend of industry consolidation leveraging our scale advantage which enables us to
achieve rapid research and development and mass production while controlling costs.

We have strategically located our production plants according to factors such as regional
market conditions and local differences to enhance our responsiveness to market demand,
lower transportation costs and increase the competitiveness of our products. We have three
production plants, namely, the Zhejiang Plant, Shandong Plant and Guangxi Plant. Our
production plants are equipped with complete production and manufacturing systems, which
allow us to carry out independent research and development and manufacturing of a wide range
of key components including the motor, frame and vehicle surface. Our production plants have
complete vehicle assembly lines to produce and manufacture a variety of models with low
failure rate and high stability.
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We always take the production and sales of safe, reliable and hassle-free electric two-wheeled
vehicles as our foundation, strive for excellence in the production process and ensure
high-quality product output through production informatization. We have formed a highly
flexible, personalized and networked supply chain using a comprehensive set of digital
systems, including our MES system, at our production plants which facilitates data analysis
through monitoring the entire production process and collecting data thereof. Such systems
help enhance the level of visualization and transparency of our production process, achieve
information interconnectivity of vehicle assembly and improves management efficiency and
decision making. We also use unmanned transport systems and welding robots, which can
significantly improve production efficiency and lower unit production costs. Our Zhejiang
Plant has over 20 welding robot workstations, a series of advanced metal processing
equipment, such as unmanned pipe bending machines, automatic feeding and cutting machines,
arc punching machines, and automatic flat ironing machines, and fully automated electro-
coating line. Our Guangxi Plant has a smart command center, which realizes unmanned
operation of pipe processing, welding, painting, motor production, screw locking and vehicle
assembly, forming a highly flexible, personalized and digital production model of products and
services. The highly automated production process guarantees the reliability and quality of our
products and reduces unit production costs. Our new factory at our Zhejiang Plant, which
commenced operation in April 2022, extensively utilizes advanced logistics model designs
such as unmanned material handling systems and overhead conveyor systems. The
informatization level of our production plants has won many recognitions and awards. In
November 2017, our Zhejiang Plant was awarded Zhejiang’s Third Batch of Model Enterprises
for Big Data Application (HIVLESE =M RKEIEMER /R#HZ) by the Economy and
Information Technology Department of Zhejiang Province. In January 2018, our Zhejiang Plant
was awarded Zhejiang’s First Batch of Model Enterprises for Cloud Computing Platform
Access (WIVLES —Ht L EFEF M) by the Economy and Information Technology
Department of Zhejiang Province. In December 2021, our Guangxi Plant was awarded
Guangxi’s Model Enterprise for Intelligent Factory in 2021 (202 1 4F-J& P4 &5 2% T s i 4> 2€) by
the Department of Industry and Information Technology of Guangxi Zhuang Autonomous
Region. In March 2022, our Zhejiang Plant was awarded Model Project for Transformation of
Production Mode in 2022 (20224F A i fid 7 N AR#IHEH) by the Economy and
Information Technology Department and Financial Department of Zhejiang Province.

We believe, smart manufacturing is one of the major trends of mainland China electric
two-wheeled vehicle industry. Currently most manufacturers including some leading players’
manufacturing facilities still mainly leverage forklifts to transport materials or components, or
rely on manual work for vehicle frame welding or vehicle assembly, which is of low efficiency
and relatively high cost. We believe that our efforts in improving the informatization level of
our production equipment allows us to bring consumers products with more stable quality,
thereby further enhancing our brand image. We believe such efforts have increased the
replicability of our production process and is conducive to and lays a solid foundation for

future production capacity expansion.
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We have a complete quality inspection system and strictly implement our quality control
measures. Our products have been on the market for many years, and we have gained extensive
recognition and good reputation for the quality of our products. By being able to conduct
rigorous testing on over 200 major items and 1,100 minor items of electric two-wheeled
vehicles, our testing center has reached international advanced level and has also been certified
CNAS Accredited Laboratory (CNAS#E ] B %) by the China National Accreditation Service
for Conformity Assessment ("B A8 E R KR AT Z B ).

We have a professional and experienced management team.

Our founders have extensive experience in the electric two-wheeled vehicle industry, with over
25 years of experience in the industry. The engineering background and outstanding experience
in corporate governance of our founders, are one of the key factors for our success. Mr. Ni
holds a master’s degree in engineering majoring in communication and electronic systems from
the University of Science and Technology of China (H'EIRM2E; i1 K£E). He is one of the
pioneers in the electric two-wheeled vehicle industry in mainland China. With over 25 years
of experience, he has witnessed the vigorous development of mainland China’s electric
two-wheeled vehicle industry, led the development of key technologies and is the inventor of
43 relevant invention patents and utility model patents, including those covering liquid-cooled
motor, liquid-cooled integrated power technology, controller air-cooled technology, smart
charging technology, lead-acid SOC precise electricity technology, flexible floating brake
technology and Ludong online platform technology. As a technology leader of the industry, Mr.
Ni has participated in formulating major industry standards of the electric two-wheeled vehicle
industry, including the Safety Technical Specifications for Electric Bicycles ( { &E#E) H1TH %
HTHIED) ). In addition, Mr. Ni has held senior industrial positions, such as vice chairman
of the technical committee of the China Bicycle Association (B H1TH[#®) and also vice
chairman of this association. Mr. Ni has also been recognized as one of the industry leaders by
media. For example, he was selected as one of the Top 10 Industry Persons by CCTV and China
Network Television. With his many breakthrough contributions to the technological
advancement of the industry, Mr. Ni has established his prominent position in mainland China’s
electric two-wheeled vehicle industry. For details on Mr. Ni’s honors and titles, see “Directors

and Senior Management — Directors.”

Ms. Hu holds a master’s degree in power system and automation from Hefei University of
Technology (5 T.25 K £:). With her professional background, Ms. Hu has been able to lead
our development from a unique vision combining technology and corporate governance and
build a solid management foundation for our success. Ms. Hu has won numerous awards which
fully demonstrate her strong industrial influence, including the 5th Zhejiang Outstanding
Female Entrepreneur (VLH 5 1./ il i 2045 5%), and the Jinhua Outstanding Entrepreneur
(Golden Bull Award) (4 #1718 75 2K (84 48) R 5%). She is also a representative of the 12th
Shandong Provincial People’s Congress. For further details on Ms. Hu’s honors and titles, see
“Directors and Senior Management — Directors.”
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We believe our technical knowledge has laid a solid foundation for our Group’s success.
Inspired by our founder’s spirit of excellence and refinement, our Group has established a
cohesive management team. We believe that our management team’s technical experience,
management capability, and the spirit of solidarity and mutual trust developed over the years
have become our competitive advantage.

STRATEGIES

Leveraging our competitive strengths, we aim to become an enterprise leading the development
of mainland China’s electric two-wheeled vehicle industry by implementing the following
strategies:

Further enhance brand awareness and increase market share in mainland China.

We plan to continuously promote our brand to increase awareness among existing and potential
end customers to increase our market share in mainland China. Specifically, we plan to use
multiple marketing vehicles on traditional and new media channels to enhance visibility and
recognition of our brands and ensure comprehensive consumer exposure.

Our traditional media channel matrix covers offline promotions, media advertisements, public
relations activities, spokesperson engagement and other traditional media channels. We will
primarily focus on entertainment marketing by sponsoring film, television and variety shows
leveraging our successful experiences in sponsoring variety shows and dramas. In addition, as
we expect the popularity of sports events to rebound since the lifting of the zero-COVID policy
in mainland China, we engaged the national table tennis team as our spokespersons in March
2023 plan to build various marketing campaigns around this cooperation. Furthermore, as
offline retail outlets remain the main sales channel in the electric two-wheeled vehicles
industry, we plan to continue to invest in offline brand promotion activities around our retail
outlets, including traditional outdoor advertisements, more innovative and interactive large-
scale promotional activities, and online-to-offline marketing designed to bring online traffic to
our physical retail outlets.

We will also take advantage of new media channels including Internet advertisements,
emerging social medial platforms and others. We plan to implement precise and efficient
advertising strategies and utilize emerging social medial platforms to engage in personalized
consumer interaction. With an aim to generate more organic word-of-mouth marketing and
recommendation from distributors and customers, we will increase our use of content
marketing on social media and new media platforms.

We intend to leverage our competitive advantages in technology development and insights into
consumer preferences and habits to produce highly acceptable and recognizable products. Our
recent marketing campaigns will focus around our marketing tagline of “Luyuan Liquid-cooled
Electric Vehicles, A Ten-Year Ride” (#kUFVRY% HH)H, —EBHLES 4F), showcasing the quality
and durability of our liquid-cooled electric vehicles and other popular products and the
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advantages of our technologies. Based on our liquid-cooled motor technology, we plan to
further expand our product portfolio to cover other product categories including electric
strollers, electric skateboards and electric three-wheelers. In particular:

. In terms of the product appearance, we plan to continue to leverage our position as the
first and only China Color Innovation Center for Electric Two-wheeled Vehicles
designated by China Fashion Color Association and release fashion colors and lead the
color trend of electric two-wheeled vehicles. We plan to further attract young and
fashionable consumer groups by launching vehicle models in collaboration with artists or
IPs. We also plan to cooperate with professional design teams to create blockbuster
products to promote our brand image.

. In terms of functional details such as feedback from saddles, handlebars, lights, review
mirrors and brakes, we plan to increase the number of focal points of our internal product

review to enhance user experience.

. In terms of new functions, we plan to optimize user experience by launching an updated
version of the Luyuan APP, which comprehensively strengthens interaction between users
and our vehicles, so that the smart functions such as saddle sensors and voice interaction
can be fully integrated into our new products.

. We plan to launch more derivatives for electric two-wheeled vehicles, such as
high-quality rearview mirrors, aluminum alloy windshields and customized caterpillar

saddles, further completing our brand system.

We intend to apply approximately [REDACTED]% or HK$[REDACTED] of the net proceeds
from the [REDACTED] to finance this strategy. The remainder will be funded by our internal
resources and/or bank borrowings. See “Future Plans and Use of Proceeds — Use of Proceeds”
for details.

Further enhance production capacity to support rapid business growth.

The market size of electric two-wheeled vehicles is estimated by Frost & Sullivan to increase
at a CAGR of 4.6% in mainland China and 9.5% globally from 2023 to 2027 in terms of total
sales volume. We intend to continue to expand our production capacities to address growing
demands of our products while solidifying our market position. In particular, we plan to
selectively construct a new production facility in a Southwestern China city with mature supply
chains and supporting resources. We expected the new production facility to commence
operations in 2024 and incrementally increase production capacity up to approximately 2.0
million units annually by 2026.

The new factory at our Zhejiang Plant, which came into operation in April 2022, extensively
utilizes unmanned material handling systems and overhead conveyor systems that greatly
enhance production efficiency. With an aim to align with this standard, we plan to
incrementally elevate the informatization level and production efficiency of our other
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production facilities, including our Shandong Plant and Guangxi Plant, through deploying
more new and advanced production machinery and equipment. We also plan to enhance our
warehousing and logistics capabilities including by constructing new warehouses and adopting
three-dimensional racks.

Furthermore, we plan to upgrade our information technology systems along with the expansion
of our production capacity to improve operational efficiency in the management of
procurement, production planning, inventory, sales, logistics and administration. In particular,
we plan to set up a big data platform to enhance our digitalization analysis capabilities, to

better understand consumer preferences and formulate optimal production plans accordingly.

We intend to apply approximately [REDACTED]% or HK$[REDACTED] of the net proceeds
from the [REDACTED] to finance this strategy. The remainder will be funded by our internal
resources and/or bank borrowings. See “Future Plans and Use of Proceeds — Use of Proceeds”
for details.

Further upgrade, expand and optimize the layout of our sales and distribution network.

We cooperated with 1,314 offline distributors in mainland China who controlled over 11,400
retail outlets in 319 cities across 30 provincial-level administrative regions in mainland China
as of April 30, 2023. With reference to official administrative divisions, we divided our market
in mainland China into 106 city clusters under three tiers (strategic, key and general) and will
continue to optimize our sales and distribution network by implementing tailored strategies for
each tier. For the strategic tier such as Jinan and Hangzhou whose performance has a
significant impact on our national brand recognition and reputation, we plan to fully leverage
the capabilities and resource advantages of high-quality distributors through customized
strategies, attract more high-quality distributors to join our distributor network, and open
experiential and landmark retail outlets to boost our brand influence. For the key tier, we plan
to continuously optimize and develop our network through business analysis and customer
insights to enhance local market competitiveness. For the general tier, we are committed to
maintaining good relationships and cooperation, enhancing their stickiness and trust with us

and achieving sustained and stable growth.

Going forward, based on the current distribution of our network, we plan to further support and
motivate distributors to operate additional retail outlets or develop sub-distributors, especially
in Eastern China and Central and Southern China, primarily through the addition of the
following three main types of retail outlets: (i) core retail outlets located in major business
districts to establish primary influence in the region and ensure basic local sales; (ii)
community and township retail outlets to expand network coverage and deepen penetration;
and (iii) experience retail outlets at commercial centers or landmark locations to bolster our
brand image and increase end-consumer touch points.
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We plan to further strengthen our management capabilities for distribution channels. We plan
to continue to optimize our selection, evaluation and monitoring of distributors and support
them through providing more effective training. We plan to further upgrade and optimize our
various information technology systems to improve operating efficiencies. Specifically, we
plan to upgrade our SI store management system to strengthen and increase our guidance over
distributor retail outlets to unify our brand image and improve customer service which we
believe will help increase customer’s loyalty to our brand.

Moreover, we attempt to bring online traffic to our physical retail outlets, which we believe
will enhance the visibility of our brand and products and make our products more accessible
to potential consumers. In this process, we will leverage various marketing vehicles including
social media to carry out branding and promotion activities and launch new products. For
details, see “— Sales and Distribution — Online Channels”.

We intend to apply approximately [REDACTED]% or HK$[REDACTED] of the net proceeds
from the [REDACTED] to finance this strategy. The remainder will be funded by our internal
resources and/or bank borrowings. See “Future Plans and Use of Proceeds — Use of Proceeds”
for details.

Further enhance our research and development capabilities to solidify our position in
product and technology.

We believe capabilities in research and development and design have been critical for us to
deliver advanced, high-quality and fashionable products with outstanding performance.
Following industry trends, we are committed to investing significant resources in our research
and development efforts to enhance the autonomous rate of our products, maintain our
technical edge and continue to promote technology development and innovation in the electric
two-wheeled vehicle market.

In particular, we plan to continuously improve the performance of our products and
technologies, such as further upgrading our liquid-cooled motor technology to enhance driving
range and further optimizing our ceramic brake system to enhance safety level and user
experience. We plan to extend our research and development efforts to battery swapping,
including developing infrastructure and management systems for centralized battery swapping
and the application of different types of batteries on electric two-wheeled vehicles such as
sodium-ion batteries and solid-state batteries to offer users safer and more convenient electric
two-wheeled options. To reinforce our product positioning as safe, reliable, and hassle-free
electric two-wheeled vehicles, we plan to focus on improving the overall quality and durability
of our products while reducing weight by testing and introducing new materials and new
structural designs. We will also focus on developing IoT-enabled vehicles or other functions to
enhance user convenience and experience.

In addition, with the extended application of lithium-ion batteries, shared mobility and battery
swapping industries are expected to offer the electric two-wheeled vehicles industry new
development opportunities. Leveraging our strength as a well-known electric two-wheeled

—200 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST
BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

vehicle brand that has continuously contributed to industry development and in order to further
create an electric two-wheeled vehicle ecosystem, provide users with safe, convenient,
economic and diversified mobility options, we plan to increase our research and development
efforts in shared mobility, battery swapping and other services, invest in hardware
infrastructure for battery swapping, including batteries and charging cabinets, and launch an
online shared mobility and after-sales service platform.

As our long-term success and growth will depend on our ability to improve our products and
technologies described above, which meet consumers’ needs and evolving market trends, we
plan to further upgrade our research and development infrastructure and equipment, including
by introducing advanced research and testing equipment and software. We will fully tap into
the strength of our National High-tech Enterprise (BZ&Km=#iHli{3), Provincial-level
Enterprise Research Institute (&M JiPt) and Provincial-level Enterprise Technology
Center (A A AZEFR T H.0) statuses and strengthen our cooperation with suppliers, universities

and research institutes to further improve our research and development capabilities.

We intend to apply approximately [REDACTED]% or HK$[REDACTED] of the net proceeds
from the [REDACTED] to finance our research and development expenditures other than
those for talent recruitment. The remainder will be funded by our internal resources and/or
bank borrowings. See “Future Plans and Use of Proceeds — Use of Proceeds” for details.

Continue to attract, train and motivate talented professionals.

In line with our business growth, we will continue to attract, train and motivate high caliber
employees and talents. In particular, our recruitment plan will focus on talents with expertise
in specialized areas such as research and development including battery swapping and IoT
technologies given their future growth potentials and sales and marketing to support the growth
of our sales and distribution channels.

We plan to align our interests with that of our employees. To achieve this goal, we have adopted
share incentive schemes, the details of which are set forth in “Statutory and General
Information — D. Share Incentive Schemes” in Appendix IV. We also offer employees,
especially those with outstanding performance, on-the-job training that prepare them for
management positions and allow them to achieve career aspirations so that we and our
employees can both succeed. We believe such measures help attract and retain high caliber
talents and solidify our market position.

We intend to apply approximately [REDACTED]% or HKS[REDACTED] of the net proceeds
from the [REDACTED] to finance our recruitment of additional research and development
personnel. The remaining spendings in relation to our employment and recruitment will be
funded by our internal resources and/or bank borrowings. See “Future Plans and Use of
Proceeds — Use of Proceeds” for details.
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Steadily expand our business in international markets.

With the support of our advanced technologies and quality products, we plan to take advantage
of favorable policies to further expand our presence in international markets. Given its ideal
location neighboring Southeast Asia markets, we believe our Guangxi Plant offers unique
advantages in terms of lowering production and logistics costs that will greatly support our
overseas expansion plans. In addition, we have formulated detailed expansion plans tailored to
different overseas markets based on comprehensive analysis on various aspects including
market size, market conditions and regulatory requirements.

As compared to the PRC, international markets are at a relatively early stage of development
and their legal and regulatory requirements are different from those in China in various aspects
and still evolving. For example, an EEC certification which refers to the European Economic
Community certification, is a mandatory standard used within the European Economic Area,
indicating that a product meets the relevant EU regulations and has passed corresponding
safety, health, and environmental protection tests. Some southeast Asia countries have
developed their own regulatory requirements using the EEC certificate as a blueprint. We
recognize that overseas markets have different and/or evolving laws and regulations regarding
electric two-wheeled vehicles. Therefore, when entering and operating in overseas markets, we
will conduct comprehensive and continuous analysis on the market conditions and regulatory
requirements, consult overseas distributors with local experience and seek professional advice
whenever necessary to ensure compliance. We also cooperate with local distributors to
complete relevant registrations or approvals to ensure our products comply with local laws and
regulations before being licensed or used on road. Our Directors confirm, to the best of their
knowledge, there has been no material non-compliance of laws and regulations of the relevant
overseas markets where our products were distributed during the Track Record Period and up
to the Latest Practicable Date. For a relevant risk factor, see “Risk Factors — Risks Relating to
Our Business and Industry — We may be unsuccessful at maintaining or expanding our
international sales and our international sales may subject us to risks that may have a material
adverse impact on our business.”

Instead of targeting different consumer subsets, we have formulated our overseas expansion
plans around our understandings of the major product demands, local consumer habits and
overall economic level in the countries and regions and rely on distributors with local expertise
and resources to distribute suitable customized products that meet local demand or sample
products to test the market. For example, in North America and Europe which aggregately
account for approximately 45% of sales in overseas markets, there is greater demand for
electric two-wheeled vehicles for daily commuting, shopping and leisure purposes. These
markets have relatively higher but stable regulatory requirements with consumers with higher
consumption powers, and therefore suitable for our long-term development. We intend to
further explore such markets by actively exploring local customers and initially supplying
small batches of product models ordered by such local customers for them to gauge the demand
and preferences of local customers. As another example, in Southeast Asia markets excluding
India, demand for electric motorcycles with higher speed and longer driving range is stronger
and local governments tend to promulgate favorable supporting policies out of environmental
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and resource preservation considerations. We plan to leverage the ideal location of our Guangxi
plant to provide more tailored products for the Southeast Asia market. As we deepen our
cooperation with existing overseas distributors in developed markets such as Thailand and
Indonesia and as our distribution in Southeast Asia expands, we expect to manage risks of
cannibalization and channel stuffing through introducing regional product restrictions and
designated distribution areas. Leveraging our product development and customization
capabilities, we will actively pursue opportunities to tap into major cities our nearby countries
such as Malaysia with products that cater to local demand. In the mid- to long-run and
following the development of ASEAN integration, we also plan to localize production and sales

by establishing a Southeast Asia operation center.

We intend to apply approximately [REDACTED]% or HK$[REDACTED] of the net proceeds
from the [REDACTED] to finance this strategy. The remainder will be funded by our internal
resources and/or bank borrowings. See “Future Plans and Use of Proceeds — Use of Proceeds”
for details.

OUR BUSINESS AND PRODUCTS

We are mainly engaged in the design, development, manufacturing, marketing, and sales of
electric two-wheeled vehicles, offering consumers a convenient, safe, cost-effective and
environmentally friendly riding experience and an alternative mobility option to other ways of
transport such as by four-wheeled automotives or public transportation. Our electric two-
wheeled vehicles are empowered by various technologies that enhance performance and digital
and smart connectivity, designed and developed by leveraging our in-house research and
development capabilities and close collaboration with third parties. For more details about our
technologies, see “— Research and Development — Our Technologies.” The manufacturing of
our electric two-wheeled vehicles is substantially fulfilled by our three strategically located
production plants equipped by various advanced equipment.

We currently offer our products under our Luyuan (#%If) brand, which has over 20 years of
history. Our Luyuan brand was recognized as a well-known trademark of China (%t i
#E), famous trademark of Zhejiang Province (WT{LHE 2 1) and have received other
national awards and recognitions. See “— Awards and Recognitions” for details.

During the Track Record Period, our revenue was mainly derived from the sale of electric
two-wheeled vehicles which can be broadly classified into electric motorcycles, electric
mopeds, and electric bicycles. To a much lesser extent, we also generated revenue from sale
of other special function vehicles, batteries and other vehicle parts, and the provision of various
services to our distributors. The following table sets forth a breakdown of (i) our revenue by
type of product and (ii) revenue generated from the provision of services to distributors during
the Track Record Period.
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For the year ended December 31,

For the four months ended April 30,

2020 2021 2022 2022 2023
RMB’000 % RMB’000 % RMB’000 % RMB’000 % RMB’000 %
(unaudited)

Types of products

Electric bicycles 1,010,096 425 1,423,025 417 2,232,086 46.7 450,089 387 804,532 487
Electric mopeds 722,892 304 495,043 145 258,177 54 104,385 90 27241 1.6
Electric

motorcycles 244920 103 686,672 201 953,887 199 265,019 28 371373 2.9
Batteries' 306,366 129 606,128 177 1,052,365 220 257859 222 363,116 220
Electric two-

wheeled vehicle

parts” 60,220 25 147,793 43 226,164 47 67952 59 57574 35
Others 11,430 0.5 5,446 02 5,090 0.1 318 0.0 61 0.0
Subtotal 2,355,924 99.1 3,364,707 98.5 4,727,769 98.8 1,145,622 98.6 1,629,897 98.7
Types of services

Training service 10,421 04 28,081 0.8 36,765 0.8 13,049 1.1 14425 0.9
Others 11,987 05 24389 0.7 18489 04 3,290 0.3 7,102 04
Subtotal 22,408 09 52,980 1.5 55254 12 16,339 14 21527 13
Total 2,378,332 100.0 3,417,687 100.0 4,783,023 100.0 1,161,961 100.0 1,651,424 100.0
Notes:

1. Representing batteries sold together with our electric two-wheeled vehicles.

2. Representing vehicle parts, such as tires and batteries, sold separately to distributors for their provision of

after-sales services to end customers.
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The following table sets forth the sales volume and average selling prices per unit of our

electric vehicles (excluding batteries) for the periods indicated:

For the year ended December 31, For the four months ended April 30,

2020 2021 2022 2022 2023

Average Average Average Average Average

selling selling selling selling selling

Sales price Sales price Sales price Sales price Sales price

volume per unit  volume per unit  volume per unit volume per unit volume per unit

unit RMB unit RMB unit RMB unit RMB unit RMB

Electric bicycles 873,708 1,156 1,218,462 1,168 1,705,300 1,309 361,204 1,246 674,502 1,193

Electric mopeds 451,504 1,601 330913 1,496 172,467 1,497 68,070 1,533 18413 1,479
Electric

motorcycles 144,874 1,691 398,304 1,724 546,601 1,745 152,593 1,737 230435 1,638

Others 2,379 4,805 654 8,327 199 25,580 § 39,657 230,897

Total 1,472,465 1,351 1,948,333 1,340 2,424,567 1423 581,875 1,409 923,352 1,310

Our electric two-wheeled vehicles are built with a focus on quality, safety and durability, and
are currently available in approximately 68 models with different designs and specifications to
cater to a wide range of consumer preferences and demands. The table below sets forth a
summary of certain features of our electric motorcycles, electric mopeds and electric bicycles
as of April 30, 2023.

Representative model

Electric Motorcycles

MKK (b5

Electric Mopeds

MOO (MODA3)

Electric Bicycles

Z0Q (INNO9Y)

Motor power =1,200W 600W-1,000W =400W
Maximum speed >50km/h =50km/h =25km/h
Load capacity =150kg =75kg =75kg
Driving range 50km ~ 100km 40km ~ 100km 30km ~ 100km

Suggested retail price
(including batteries
and VAT)

Driver’s license

RMB2,599 ~ 5,299

D, E license

RMB2,399 ~ 4,599

D, E, F license
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Electric Motorcycles

Our electric motorcycles are two-wheeled vehicles powered by powerful electric motors and
rechargeable batteries capable of reaching a speed of over 50km/h. They typically feature a
covered frame, a step-through chassis and a footrest platform. In contrast to conventional
motorcycles, electric motorcycles are easy to maneuver, require less maintenance and represent
an energy-efficient and environmentally friendly mobility experience. Set forth below are
pictures of our electric motorcycles.

o &

Electric Motorcycle (MKK (HB5))

For the years ended December 31, 2020, 2021 and 2022 and the four months ended April 30,
2022 and 2023, revenue generated from our electric motorcycles amounted to RMB244.9
million, RMB686.7 million, RMB953.9 million, RMB265.0 million and RMB377.4 million,
respectively, representing 10.3%, 20.1%, 19.9%, 22.8% and 22.9% of our total revenue for the
same periods, respectively.

Electric Mopeds

In line with the classification under the Safety Specification for Electric Motorcycles
and  Electric Mopeds (GB24155-2020) (75 B/ FLH N FE BY 06 (o B8 FLE 22 2 30K )
(GB24155-2020)), while similar in terms of exterior appearance, electric mopeds are typically
less powerful in terms of motor capacity, loading capacity, braking system and overall
performance as compared with electric motorcycles, but are more advanced than our electric
bicycles in these aspects. Set forth below are pictures of our electric mopeds.

Electric Moped (MOO (MODA3))
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For the years ended December 31, 2020, 2021 and 2022 and the four months ended April 30,
2022 and 2023, revenue generated from our electric mopeds amounted to RMB722.9 million,
RMB495.0 million, RMB258.2 million, RMB104.4 million and RMB27.2 million,
respectively, representing 30.4%, 14.5%, 5.4%, 9.0% and 1.6% of our total revenue for the
same periods, respectively.

Electric Bicycles

Electric bicycles are largely similar to bicycles but equipped with electric motors and
rechargeable batteries to power the vehicle, or to assist with pedaling as they have retained
functional pedals. As compared with electric motorcycles and electric mopeds, electric bicycles
typically have fewer plastic parts coated, more vehicle frame exposed, and are comparatively
lighter and more portable. Set forth below are pictures of our electric bicycles.

Electric Bicycles (ZQQ (INNO9Y))

For the years ended December 31, 2020, 2021 and 2022 and the four months ended April 30,
2022 and 2023, revenue generated from our electric bicycles amounted to RMB1,010.1 million,
RMB1,423.6 million, RMB2,232.1 million, RMB450.1 million and RMB804.5 million,
respectively, representing 42.5%, 41.7%, 46.7%, 38.7% and 48.7% of our total revenue for the
same periods, respectively.

Other special function vehicles

During the Track Record Period, we accommodated special requests by customers and sold
(off-road use) electric sightseeing vehicles (FEA B iR BI6H) which are required to
comply with the General Technical Conditions for Garden Patrol Minibus ( € FF2\ % i 7% 81
B A F2 i) ) instead of the New National Standards. For the years ended December
31, 2020, 2021 and 2022 and the four months ended April 30, 2022 and 2023, revenue
generated from special function vehicles amounted to RMB11.4 million, RMBS5.4 million,
RMB5.1 million, RMB318,000 and RMB61,000, respectively, representing 0.5%, 0.2%, 0.1%,
0.0% and 0.0% of our total revenue for the same periods, respectively.
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Batteries and vehicle parts

We sell batteries together with our electric two-wheeled vehicles. We also sell electric
two-wheeled vehicle parts, such as tires and batteries, separately to distributors for their
provision of after-sales services to end customers. For the years ended December 31, 2020,
2021 and 2022 and the four months ended April 30, 2022 and 2023, revenue generated from
batteries and other related products amounted to RMB366.6 million, RMB753.9 million,
RMB1,278.5 million, RMB325.8 million and RMB420.7 million, respectively, representing
15.4%, 22.0%, 26.7%, 28.0% and 25.5% of our total revenue for the same periods, respectively.

Our Luyuan Mobile App and Smart Features

Drawing upon our industry expertise, we have been enriching our electric two-wheeled vehicle
product offerings by introducing connectivity and smart features to our vehicles. According to
Frost & Sullivan, the premium segment, which covers vehicles with better performance,
diversified functions including more advanced features, is expected to be more popular among
consumers and thus gain stronger growth momentum with a CAGR of 27.6% from 2023 to
2027.

We have integrated several smart functions to certain high-end product models that are
accessible through our Luyuan mobile app, including vehicle positioning, tracking, monitoring,
remote sharing and anti-theft functions. The picture below sets forth the homepage and user
interface of our Luyuan mobile app.

Vehicle Power

Vehicle Control

Anti-theft Function
. Remote saddle bag unlock
(on/off) 2

Vehicle Searching
Vehicle Location Vehicle Tracking

181 19
-C y: d FWINE . ~ .
Non-contact Function Lt o Vehicle Sharing

Vehicle Information @ = [i] eeue

& ]

. Digital keys. We have developed digital keys to enhance customer convenience. Our
customers can unlock their vehicles through our mobile app by utilizing Bluetooth or
NFC functions, allowing our users to forget about carrying or losing physical keys. Once
users successfully install our app and pair their smartphones with their vehicles, they can
use their smartphones as keys to unlock the vehicles when they approach them. Users can
also select the sensitivity mode and adjust the sensing distance according to their needs
and preference. The pictures below set forth illustrative examples of our digital key
function.
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. Anti-theft features. Our vehicles are equipped with positioning systems, that pinpoints the

location of the vehicle on our mobile app. It can also track riding information such as
riding time, distance, average speed, and routes. In the event of attempted theft,
movement sensors and anti-theft alerts the users by message if their vehicles are receiving
unexpected or unauthorized movement.

. Remote vehicle sharing. Our Luyuan mobile app allows owners to remotely share access

to other users, such as family and friends, by entering information of the user and sending
a digital key through instant messaging apps. Owners can manage the user accounts and
cut off their connections to the vehicles after the sharing. We believe, in addition to
providing convenience to our customers, this function potentially expands our user base
by allowing those that do not currently own our vehicles to gain firsthand riding
experience.

We also equip our vehicles with other smart features to enhance user experience throughout the
entire riding experience. Certain premium models of our vehicles have installed cruise control
systems that help users maintain speed and reduce fatigue. On several vehicle models, we offer
auto-sensing headlights that make it safer for users to ride at night and an adjustable
walk-assist mode to make our vehicles more maneuverable when pushing. In addition, we have
installed saddle sensors on some of our vehicles that prevent accidental acceleration when
pushing the vehicle. When used together with Bluetooth automatic distance sensing functions,
such sensors can power-off the vehicle automatically three minutes after the user leaves the
vehicle.
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RESEARCH AND DEVELOPMENT

We believe our success is largely attributable to our strong research and development
capabilities and our continued commitment to research and development efforts. In light of
changing consumer preferences and regulatory developments in the electric two-wheeled
vehicle industry, we are committed to continuing to ensure product compliance, quality and
safety as well as keeping up with new technologies in order to build and maintain our market
position. For example, we have developed in-house our liquid-cooled motor technologies that
prevents motors from overheating and enables longer travel distance and are also devoting
resources to research and development in areas with strong growth potential such as safe
lithium-ion battery technologies and charging cabinets in relation to battery swapping and
functions including saddle sensors and voice interaction.

In order to keep in pace with consumer preferences, our research and development team works
closely with our sales and marketing department which tracks and collects consumption data
through our vast offline distribution network and online channels. In addition, in order to
enhance product quality, promote cost efficiency and promote overall profitability, we have
developed innovative production techniques and installed advance equipment to optimize our
manufacturing process. For example, we have equipped our production plants with robotic
technologies that can perform tasks such as unmanned welding to enhance production

efficiency and improve stability of product quality.

Our research and development efforts have produced notable technical achievements and have
a track record of developing intellectual property and industry know-how that can be applied
to our products. As of the Latest Practicable Date, we registered a total of 437 patents in
mainland China, including 46 invention patents, covering key areas such as liquid-cooled
motor and battery management. In addition, as a testament to our research and development
capabilities, we have participated in the establishment and revision of four national standards
and three industry standards, including the New National Standards in 2018.

Research and Development Teams

We have a professional and experienced research and development team led by Mr. Ni, our
co-founder, who is committed to constantly investing into technology development. As of April
30, 2023, we have assembled a team of 361 employees in our research and development team,
with specialties covering electrical engineering, mechanical engineering and automation and
man-machine and environmental engineering. We have divided our research and development
department into two primary functions with one focusing on the development of new products
and the other focusing on the research of fundamental technologies in relation to electric
two-wheeled vehicles, such as control units, motors, battery packs and braking systems. In
2020, 2021 and 2022 and the four months ended April 30, 2022 and 2023, our research and
development costs amounted to RMB83.5 million, RMB95.8 million, RMB150.5 million,
RMB29.0 million and RMB41.9 million, respectively.
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External Collaboration

In addition to leveraging our in-house research and development capabilities, we have formed
in-depth collaboration with our upstream suppliers in relevant industries to acquire additional
support to our own research and development efforts and promote the development of electric
two-wheeled vehicle technologies and components. We are deeply involved in the research and
development process of our suppliers and provide them with valuable improvement and
optimization suggestions to their technical and structural designs. We provide them with
substantial performance testing and verification that are necessary for the deployment of their
products on electric two-wheeled vehicles using our in-house testing equipment and facilities.
We believe such joint research and development collaboration provides us with insights into
industry trends and emerging new technologies, enabling us to focus our current and future
research and development efforts more effectively. For example, we have collaborated with our
suppliers on a number of components including ceramic brakes, SOC precise battery display
LCD dashboards, steel cord tires, aramid tires and chargers. The major terms of our strategic
cooperation agreements with relevant suppliers typically include the following terms:

Exclusive supply We are entitled to the exclusive rights to use particular
patented products of the supplier. The supplier shall
notify us of any upgrade or breakthrough with respect to
relevant patents which shall become the subject of the
agreement.

Term The term of the strategic cooperation agreements is
typically one year.

Joint R&D and ownership of The parties agree to enhance cooperation in terms of
intellectual property research and development of product technologies. The
suppliers shall assign core technical personnel to
participate in our research and development efforts. Any
intellectual property derived from a development plan
proposed by one party shall be owned by such party and
any intellectual property jointly designed and developed
products shall be jointly owned by the parties.

Most favorable price Under the premise of maintaining reasonable profit, the

supplier agrees to offer us the most favorable pricing
terms within the industry.
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Termination We are entitled to terminate the agreement upon the
occurrence of certain specified events, such as mass
quality incidents caused by the supplier’s products,
failure to offer us their latest products and technologies
and failure to prioritize the production of our products in
peak seasons.

Product Development Process

As part of our effort to ensure that we deliver the best products with consistent product quality
to consumers, we maintain a standard product development process, product standards and
critical control points for each of our core products. Our product development process

primarily consists of the following key steps:

. Project planning and feasibility assessment. In the product planning phase, our sales and
marketing department crafts proposals for new products after analyzing end user needs,
competitive environment and market feedback. Our research and development team then
assesses feasibility in terms of product engineering, quality assurance, safety, aesthetics,
function, costs and manufacturability. Upon completion of feasibility assessment, such
proposals are submitted to our management for approval.

. Structural and technical design. Once approval is received, our research and development
team then develop the structural and technical design and sets out the specifications and
details of raw materials, components and accessories required to manufacture the product
and ensure the best possible user experience. Based on the confirmed design, our research
and development team will work with our suppliers to produce prototype vehicles.

. Trial production and trial sales. Once a prototype passes testing phase with satisfactory
results, we conduct trial production to evaluate safety, performance and reliability of the
prototypes and the manufacturing process to enhance production efficiency. Our research
and development department then partners with our marketing department to roll out the
new products to selected regions for small-scale trial sales to test market acceptance. Our
sales and marketing department will closely monitor our sales and customer feedback and
assist our research and development team in adjusting the prototype as needed.

. Mass production. After receiving positive feedback from trial sales, we pass on the
product to our manufacturing facilities for mass production.

Our Technologies
Leveraging our in-house research and development capabilities and collaborations with

upstream suppliers, we have equipped our vehicles with a variety of advanced and effective

technologies. Set forth below are a number of examples.
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Liquid-Cooled Motor Technology

Most of our current electric two-wheeled vehicle models have adopted motors that are
equipped with our independently developed liquid-cooled motor technology, which is currently
the only technology related to electric two-wheeled that has been awarded the Science and
Technology Progress Award (FHEFLfIH#EA4E) issued by China National Light Industry
Council (HE# T84 €). Our liquid-cooled motor technology features an insulating
coolant that absorbs excessive heat and decreases operating temperature of the motor, which
enables our motors to reach a motor efficiency of over 90%, higher than that of traditional
air-cooled motors. Such increased motor efficiency then translates into an increase in driving
range. The proprietary design of our liquid-cooled motor which offers low working
temperature, dustproof, waterproof, rust-proof and anti-demagnetization effects also increases
the longevity of our motors. By maintaining a high level of motor efficiency, our liquid-cooled
motor also prevents our batteries from overloading and thereby increasing battery life. As a
result, we are able to provide a six-year warranty period for our electric two-wheeled vehicles
and core parts such as the air-cooled controllers and motor, which is the longest warranty
period among other industry peers, according to Frost & Sullivan. In addition, since May 2022,
we further extended the warranty period of our liquid-cooled motors to ten years. We are the
first and only company to provide such a long warranty period for electric motors in the

industry.

We have also developed a liquid-cooled middle drive motor, which, in addition to adopting
liquid-cooled heat dissipation technologies, as compared to wheel-hub motors, integrates the
motor and controller (the two most critical heat sources of electric two-wheeled vehicles) in the
same cabin closer to the center of the vehicle to provide further improved efficiency and
service life and achieve a more balanced riding experience.

Lead-acid Battery SOC Mileage Management Technology

SOC, or state of charge, describes the amount of energy left in a battery at a specific point in
time, similar to a fuel gauge in a gasoline-powered vehicle. The majority of electric
two-wheeled vehicles utilize lead-acid batteries and most indicate remaining battery level with
a few inaccurate bars. Leveraging our in-house developed lead-acid battery SOC mileage
management technology which is capable of accurately displaying remaining battery of
lead-acid batteries in percentage, we allow our users to easily and accurately determine when
to recharge their vehicle or how far they could travel. With this technology, we are able to
indicate battery level of lead-acid batteries by percentages 1%.

Safety Braking System

We use ceramic brake pads on electric two-wheeled vehicles. With brake pads made of ceramic
materials, ceramic brakes help increase vehicle safety as they are able to reduce breaking
distance due to higher value of friction coefficient compared to traditional brakes and have
more stable performance under high temperature. Compared to traditional brake pads
commonly seen on electric two-wheeled vehicles, our ceramic brake pads are capable of
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reducing braking distance by 30% and increasing brake life up to five years. In 2021, we
further enhanced our safety braking system by adopting a mechanical design with flexible
braking features developed in-house which increases pressure between the tier and the ground
when braking and hence further reduces braking distance. At the end of 2021, we developed
flexible anti-skid brakes based on our ceramic brake technologies that prevent wheels from
locking while braking and avoid uncontrolled skidding.

Graphene Range Extension Steel Cord Tires

Tires are critical to the handling, braking, safety and power efficiency of electric two-wheeled
vehicles. We add graphene to the tires of our vehicles to optimize the molecule structure of the
tire rubber and enhance durability and wear resistance. Tires laced with graphene dissipate heat
more efficiently and reduce rolling resistance which help reduce power loss and can extend the
mileage up to an additional 10km as compared to traditional tires. We also reinforce our tires
with a steel cord that offers increased durability, puncture resistance and damage energy level
and thereby providing users a more stable and safer riding experience.

Product Design

Consumers, especially those of younger generations, are increasingly focused on product
appearance and design. As such, we aim to offer electric two-wheeled vehicles that have a
distinctive design identity that caters to customer preferences and improves our brand and
product visibility to our target customers. To this end, in addition to leveraging our strong
in-house vehicle design capabilities delivered by our internal design team which comprised 27
members as of April 30, 2023, including 12 experienced structural designers and 15
professional styling and color designers, we also collaborate with well-known industrial design
companies to assist us in designs of new vehicle models. Prior to completing new vehicle
designs, these industrial design companies are required to conduct extensive market research
on the latest fashion trends and consumer preferences. In general, we are entitled to all
intellectual property developed under our collaboration with third party industrial design
companies. We are also the member of the China Fashion Color Association ([ 17 €4 14 €r)
which is designated as the first and only China Color Innovation Center for Electric
Two-wheeled Vehicles and are in charge of releasing popular colors for electric two-wheeled
vehicles in mainland China together with the association.

During the Track Record Period, leveraging our strong design capabilities and external
collaborations, we launched more than 190 new models of electric two-wheeled vehicles under
ten different series featuring different designs, functions tailored for different consumer
groups. Set forth below are illustrative descriptions of certain features and consumer profiles
of three main series.
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Series Features and consumer profile

. We offer both electric motorcycles and electric mopeds under the S
] ! Series mainly targeting male consumers in urban areas between 18 to
Q ok 65, with a more muscular design featuring geometric planes and lines

A-'e with simple colors. The S Series also features enhanced technical
features and human-machine connectivity.

We offer both electric motorcycles and electric mopeds under the
Moda Series mainly targeting female consumers in urban areas
between 18 to 65, with a more feminine design featuring curved lines

and surfaces with cute and fashionable colors. The Moda series has
adopted various core technologies including liquid-cooled motors,

Moda Series

ceramic brakes, SOC mileage management technology and can be
connected with our Luyuan Mobile App.

We mainly offer electric bicycles under the INNO Series mainly

targeting consumers between 18 to 65 of both sexes, with a design of

/ Y geometric planes with simple but fashionable colors and a sense of
$% technology, modernization and digitalization. It is primarily marketed
in Tier 1 and Tier 2 cities in China. We have equipped the INNO Series

INNO Series with a variety of novel technologies such as seat sensors, cruise control

and walk-assist. INNO Series electric bicycles are also equipped with
long-life lithium-ion batteries extending its driving range to 100km.

PRODUCTION

We have been continuously building competitive advantages in our production capabilities
since our inception. We manufacture a significant portion of the key components used in our
electric two-wheeled vehicles in-house. For example, during the Track Record Period, apart
from vehicles sold to certain corporate and institutional customers which have specific
requirements for electric motors, 100% of our electric motors and over 75% of our vehicle
frames were produced in-house. Meanwhile, to ensure quality of our products, we also
carefully select component and raw material suppliers with reliable quality, research and
development capabilities and reasonable prices for components such as batteries and central
control units. We believe that this combination of in-house production and external
procurement enables us to better control our core technical know-how and intellectual property,
accumulate the knowledge and expertise which are required for optimizing production
efficiency, ensure the quality of our products while controlling our production costs.
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Production Planning

We typically prepare production plans on a periodic basis based on the production forecasts and
seasonality. Through joint efforts of various departments of our Company including the
procurement department and sales and marketing department, we also conduct a rolling
production forecast based on actual orders received, which enables us to efficiently create an
accurate procurement and production plan and maintain suitable inventory level.

Production Process

Our production process is designed to ensure high standards of quality and timely delivery to
meet market demands. Set forth below are the key steps of our production process:

. Preproduction quality control. We conduct quality inspection over raw materials and
components provided by suppliers against our internal standards and relevant rules and
regulations prior to production.

. Bending and welding of vehicle frame. Pipes are bended and welded into vehicle frames.
We use welding robots in this process to increase efficiency.

. Surface treatment of vehicle frame. Vehicle frames are further treated and polished to
enhance resistance and outlook.

. Processing and assembly of components. We fine tune each component, including the
electric control unit, electric motor, brakes and wheels before mounting them onto the
assembly lines for assembly.

. Surface treatment of plastic parts. Premade plastic parts are processed and painted
according to different designs.

. Vehicle assembly. At the final assembly process, motors, wheels, plastic parts and other
components are assembled onto the vehicle frame forming a complete vehicle.

. Post-production quality control. We conduct quality inspection and test drive each and
every complete vehicle.

. Packaging. After inspection and test drives, vehicles are generally packaged with

protective films or carton boxes. Batteries and certain other components are stored
separately.
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Existing Production Facilities

As of the Latest Practicable Date, we operated three strategically located production facilities
in mainland China. In April 2022, our new factory at our Zhejiang Plant commenced operation.
This factory extensively utilizes unmanned material handling systems and overhead conveyor
systems that greatly enhance production efficiency. The table below sets forth information
regarding our existing production facilities as of April 30, 2023.

Number of
production Primary products Commencement
Facility Name  Location = GFA  lines manufactured Geographic coverage of production
(sq.m.)
Zhejiang Plant  Jinhua, 238,259 11 Electric bicycles, Mainly Eastern China  May, 2004
Zhejiang electric mopeds and  including Zhejiang,
electric motorcycles  Jiangxi, Jiangsu,
Anhui, Fujian, and
Shanghai
Shandong Plant  Linyi, 172,087 4 Electric bicycles, Mainly Northern July, 2009
Shandong electric mopeds and  China including
electric motorcycles  Shandong, Shanxi,
Henan, Hebeti,
Beijing and Tianjin
Guangxi Plant ~ Guigang, 136,034 5 Electric bicycles, Mainly Southern September, 2021
Guangxi electric mopeds and ~ China including

electric motorcycles  Guangxi, Hainan,
Guangdong, Yunnan
and Guizhou

Critical Machinery and Equipment

We endeavor to equip our production facilities with advanced equipment, which we believe is
essential to increase automation, ensure reliability, efficiency as well as cost competitiveness.
We also use unmanned transport systems and welding robots, which can significantly improve
production efficiency and lower unit production costs, to the production process of electric
two-wheeled vehicles. The use of such robotic technologies can also enhance workplace safety

by reducing human involvement in our manufacturing process.
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We purchase various production and testing equipment and parts mainly from domestic
suppliers which are then assembled in-house. We have also internally developed many of the
production technologies and required customization of certain equipment.

Set forth below are certain critical machinery and equipment applied in our production process.

. Robot manipulator — Robot manipulators are humanoid and programmable production
machinery used primarily for the production of vehicles frames and handles, etc. Robot
manipulators are especially suitable for flexible production of multiple product types of

different production volumes.

. Welding robots — We use welding robots to streamline the welding process, enhance
production efficiency and stabilize product quality. The use of welding robots also shields
our employees from hazardous fumes, dusts and welding arc flash.

. Coil winding machines — For motors, we use unmanned coil winding machines that offer
stable performance and high precision and produces tighter coils using less wires.

. Electro-coating lines — We use electro-coating lines to apply a uniform, even and
corrosion resistance coating on metal vehicle frames and other metal parts. Our
electro-coating lines require minimal human operation and increase labor efficiency. They
are also relatively environmentally friendly as they offer high paint recycle rates.

. Assembly lines — We equip our assembly lines with unmanned transport systems which
significantly lower labor intensity, save valuable floor space and increase production
efficiency.

Based on our replacement schedule, the expected useful lives of our major machinery and
equipment are approximately three to ten years. As of the Latest Practicable Date, the average
age of our major machinery and equipment was approximately eight years. We adopt the
straight-line method to allocate costs of the relevant equipment over their estimated useful

lives to calculate depreciation of our machinery and equipment.

Maintenance

We carry out inspections and maintenance at our production facilities. Each of our major
equipment or machinery will be periodically maintained and serviced based on pre-defined
schedules. We have developed and periodically update internal procedures at our production
facilities according to the characteristics and requirements of the particular equipment or
machinery in order to ensure they function properly. During the Track Record Period, we did
not experience any material or prolonged suspensions of operations due to machinery,
equipment or other facility failures.

- 218 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST
BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

Production Capacity

The following table sets forth a summary of our annual production capacity in terms of
designed production capacity and utilization rates for our production facilities for the years and

periods indicated.

Four months ended
Year ended December 31, April 30,
2020 021 00 2023

Production Production Utilization Production Production Utilization Production Production Utilization Production Production Utilization

Facility capacity'  vome  rate® capacity’  volme  rate’ capacity'  volme  rate’ capacity'  volme  rate’
(million units) (%) (million units) (%) (million units) (%)

Zhejiang Plant 1.0 0.9 §5.1 11 1.0 944 19 1.2 04.1 0.5 04 69.1

Shandong Plant 08 0.6 48 08 0.7 §6.8 08 0.7 §8.2 03 03 873

Guangxi Plant’ - - - 02 0.1 03.8 0.6 0.5 85.5 0.3 03 89.9

Notes:

1. Production capacity is calculated based on daily production capacity (i.e. production capacity per hour per

production line multiplied by daily hours and production lines in each production facility) multiplied by
production days per month and production months per year/period and based on the following assumptions:
(i) all production lines are functioning in its full capacity; (ii) our production lines operate eight hours per day;
and (ii1) 299 working days for 2020, 2021 and 2022, respectively and 91 working days for the four months
ended April 30, 2023.

2. The utilization rate is calculated based on the production volume for the relevant year/period divided by the
production capacity for the relevant year/period.

3. We operated production facilities on rental property in Guangdong which were discontinued and relocated to
Guangxi (also on rental properties) around November 2019 as a transitional arrangement prior to the
commencement of operation of our Guangxi Plant.

According to Frost & Sullivan, the industry average level of utilization rates is approximately
65%. As such, we have generally maintained high utilization rates during the Track Record
Period. The lower utilization rate of our Zhejiang Plant in 2022 was primarily due to the
expansion of production capacity following the commencement of operation of the newly
established factory in April 2022 and experienced a ramp-up period since then. The utilization
rate of our Shandong Plant continued to increase from 74.8% in 2020 to 86.8% in 2021, and
further increased to 88.2% in 2022, primarily due to the gradual increase in production volumes
to meet the increasing demand for our electric bicycles as reflected by the increase in revenue
attributable to electric bicycles from 2020 to 2022. The increase in production capacity and
utilization rate of our Guangxi Plant from 0.2 million units in 2021 to 0.6 million units in 2022
and from 63.8% in 2021 to 85.5% in 2022, respectively, were primarily attributable to the
ramp-up of its production capacity since its commencement of operation in August 2021.
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SUPPLIERS AND RAW MATERIALS
Raw Materials

The key raw materials, parts and components for our operations primarily include batteries,
including lead-acid batteries and lithium-ion batteries, motors, frames and iron spare parts,
plastic parts, shock absorbers and tires. All of our suppliers are located in mainland China. In
2020, 2021 and 2022 and the four months ended April 30, 2022 and 2023, raw materials and
consumables used attributable to our cost of sales amounted to RMBI1,920.7 million,
RMB2,775.3 million, RMB3,883.5 million, RMB968.4 million and RMB1,344.5 million,
respectively, representing 91.8%, 91.6%, 92.0%, 91.6% and 92.0%, respectively, of total cost
of sales for the same periods.

Other than certain raw materials and components such as batteries, control units and brake
pads, other raw materials such as metal and plastic components are commodities that can be
readily purchased on public markets at transparent prices. During the Track Record Period,
prices of our raw materials experienced fluctuations. For example, prices of lithium-ion
batteries increased significantly in recent years primarily due to the shortage of lithium supply
and booming demand of lithium from both NEV and power storage sectors. We do not engage
in hedging using derivative instruments relating to the risk exposures in connection with our
raw materials. We typically take into account such fluctuation in raw material costs when
pricing our products. To reduce price risks on the procurement side, we generally enter into
framework agreements with our suppliers. In particular, we may enter into agreements with
price linkage clauses with suppliers of certain components to control price volatility by
adjusting the prices periodically based on the price of raw materials or components and other
factors. We also may stock up on relevant raw materials in advance in anticipation of price
increases. We have not experienced any shortage of raw materials or quality issues with our
raw materials during the Track Record Period that materially affected our operations. For a
sensitivity analysis on the fluctuations in raw material costs during the Track Record Period,
see “Financial Information — Description of Key Components of Our Results of Operations —
Cost of Sales”.

Suppliers

We strive to obtain high quality supplies from reliable sources at reasonable prices. Our
centralized procurement system is jointly managed at our headquarters by procurement team
under our business department and support department at our headquarters. Our procurement
team is required to make purchases only from those suppliers on our accredited suppliers list.
We carefully select our suppliers and require them to satisfy certain evaluation and assessment
criteria. Before we engage a new supplier, our team evaluates various aspects of a supplier,
including its ability to meet our requirements, production capacity, quality control, innovation
capability, technical strength, financial conditions and market reputation. We also require our
suppliers to comply with all applicable laws and regulations and inspect their licenses,
certifications and other accreditation. We conduct assessments on our suppliers on a regular
basis and rank our suppliers based on the results of the assessments. Suppliers that are ranked
at the bottom of the ranking are required to make rectifications or we may terminate our
cooperation with them.
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For critical bottleneck supplies, we may secure exclusive supply arrangements with key
suppliers, have multiple suppliers or suppliers with multiple technical solutions while taking
their geographic location into account to minimize any potential disruption in our operations,
maintain sourcing stability and/or avoid over-reliance risk. For other non-core supplies, we
typically cooperate with a smaller number of suppliers to achieve economies of scale and
secure competitive prices.

We typically enter into supplier framework agreements with our suppliers setting forth general
terms that will be used in each purchase order. Depending on the actual production plan, our
raw material and component purchases are made on a purchase order basis, and we specify the
product type, quality standards, unit price, quantity, delivery timeline, product return policies
and other items in each purchase order we send to our suppliers. Payment terms granted by our
suppliers vary depending on a number of factors including the size of the transactions and the
types of raw materials or components purchased. We usually settle payment with our suppliers
within 180 days. We typically settle our trade payables by bank transfers and bank bills.

We may from time to time enter into strategic cooperative agreements with key suppliers, in
order to strengthen the business relationships and further secure sufficient supplies of our
quality raw materials and advanced components. Pursuant to such strategic cooperative
agreements, we generally secure exclusive supply rights for advanced or patented components
of such suppliers and co-develop or improve such components with them to be applied to our
electric two-wheeled vehicles. Such strategic partnerships offer us advantages in pricing,
priority in terms of production capacity, as well as access to new technologies. We have
co-developed and improved advanced electric two-wheeled vehicle technologies and
components with certain suppliers, and we believe such collaboration demonstrates suppliers’
confidence in our research and development capabilities and prospects. For example, we
collaborated with one supplier to develop and enhance the hub brakes used on our vehicles
which offer reduced braking distance. Depending on the specific arrangement, the intellectual
property rights of the cooperation results may be owned solely by us or the supplier or jointly
owned by us and the supplier pursuant to the terms of the relevant agreements. For further
details, see “— Research and Development — External Collaboration”.

To the best of our knowledge and during the Track Record Period, save as disclosed in “Legal
Proceedings and Compliance — Legal Proceedings”, we have not been subject to any material
product liability claims in respect of the raw materials, parts and components procured from
our suppliers, nor have we received any material claims from consumers because of issues
arising from raw materials procured from suppliers. We maintained product liability insurance
applicable to our products and believe that our existing insurance coverage is adequate for our
existing operations and is in line with industry standards. Pursuant to relevant insurance
policies, we shall assign our right of recourse against responsible suppliers to the relevant
insurance company in the event of product liability claims involving quality issues of parts and
components. For details, see “— Insurance”.
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Major Suppliers

Our major suppliers are suppliers of lead-acid batteries and lithium-ion batteries, control units,
magnetic steel and tires. In 2020, 2021 and 2022 and the four months ended April 30, 2023,
purchase from our largest supplier in each period during the Track Record Period accounted for
8.1%, 9.8%, 10.4% and 14.4%, respectively, of our total purchase amount for the respective
periods. For the same periods, purchase from our five largest suppliers in each period during
the Track Record Period accounted for 17.4%, 24.0%, 31.7% and 29.8%, respectively, of our
total purchase amount for the respective periods.

The following tables set forth the details of our five largest suppliers by purchase amount for
each period of the Track Record Period.

For the year ended December 31, 2020

Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Supplier Zhejiang-based subsidiaries of a  Lead-acid 2005 15-48 166,445 8.1%
Group A company principally engaged in  batteries, days
the production of lead-acid lithium-ion
batteries, the securities of which  batteries
are traded on the Hong Kong
Stock Exchange
Supplier A Jiangsu based company and its  Lithium-ion 2006 40-70 50,738 2.5%
Group B Anhui subsidiary engaged in the  batteries days
R&D, production and sales of
lithium-ion batteries
Supplier C A Zhejiang-based company Front and 2009 40-70 47,993 2.3%
engaged in the production and rear wheels days
processing of non-ferrous metal
products, motorcycle hubs,
motorcycle accessories, etc.
Supplier D A Jiangsu-based company Controller 2010 40-70 45,862 2.2%
engaged in R&D, production, days

processing and sales of integrated
circuit power devices and
electronic products
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Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Fujian A Fujian-based company engaged Lead-acid 2008 22-52 43,679 2.1%
Yizhou in the R&D, production and sales batteries days
of electric bicycles, motors,
batteries and accessories.
354,717 17.4%
For the year ended December 31, 2021
Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Supplier Zhejiang-based subsidiaries of a  Lead-acid 2005 15-48 297,530 9.8%
Group A company principally engaged in  batteries, days
the production of lead-acid lithium-ion
batteries, the securities of which  batteries
are traded on the Hong Kong
Stock Exchange
Supplier Subsidiaries of a Zhejiang-based  Lead-acid 2003 22-52 183,666 6.0%
Group E company principally engaged in  Dbatteries, days
the production of batteries for lithium-ion
electric vehicles, the securities of batteries
which are traded on the Shanghai
Stock Exchange
Supplier A Jiangsu based company and its  Lithium-ion 2006 40-85 108,718 3.6%
Group B Anhui subsidiary engaged in the  batteries days

R&D, production and sales of
lithium-ion batteries
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Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Supplier D A Jiangsu-based company Controller 2010 40-85 81,572 2.7%
engaged in R&D, production, days
processing and sales of integrated
circuit power devices and
electronic products
Supplier F A Tianjin-based company engaged Tires 2017 40-85 57,486 1.9%
in the production and processing days

of inner and outer tires of
automobiles, motorcycles and

bicycles

728,973 24.0%

For the year ended December 31, 2022

Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Supplier Subsidiaries of a Zhejiang-based  Lead-acid 2003 22-52 415,560 10.4%
Group E company principally engaged in  batteries, days
the production of batteries for lithium-ion
electric vehicles, the securities of batteries
which are traded on the Shanghai
Stock Exchange
Supplier Zhejiang-based subsidiaries of a  Lead-acid 2005 15-48 386,790 9.7%
Group A company principally engaged in  batteries, days
the production of lead-acid lithium-ion

batteries, the securities of which  batteries
are traded on the Hong Kong
Stock Exchange
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Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Supplier A Jiangsu based company and its  Lithium-ion 2006 55-85 243,643 6.1%
Group B Anhui subsidiary engaged in the  batteries days
R&D, production and sales of
lithium-ion batteries
Supplier D A Jiangsu-based company Controller 2010 55-85 118,652 3.0%
engaged in R&D, production, days
processing and sales of integrated
circuit power devices and
electronic products
Supplier G A Zhejiang-based company Magnetic 2014 55-85 97,010 2.4%
engaged in the sales of magnetic ~ steel days
materials and rare earth
functional materials
1,261,655 31.7%
For the four months ended April 30, 2023
Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Supplier E A subsidiary of a Zhejiang-based Lead-acid 2003 22-52 187,290 14.4%
company principally engaged in  batteries days

the production of batteries for
electric vehicles, the securities of
which are traded on the Shanghai
Stock Exchange
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Year of
commencement
of business Percentage
relationship Credit Purchase  of total
Supplier Background Supply type with us terms amount  purchase
(RMB’000)
Supplier Zhejiang-based subsidiaries of a  Lead-acid 2005 15-48 109,330 8.4%
Group A company principally engaged in  batteries, days
the production of lead-acid lithium-ion
batteries, the securities of which  batteries
are traded on the Hong Kong
Stock Exchange
Supplier D A Jiangsu-based company Controllers 2010 55-85 39,702 3.0%
engaged in R&D, production, days
processing and sales of integrated
circuit power devices and
electronic products
Supplier H A Zhejiang-based company Plastic parts 2010 55-85 26,460 2.0%
primarily engaged in R&D, and vehicle days
production and sales of plastic spare parts
parts and vehicle spare parts
Supplier Zhejiang-based companies Chargers 2003 55-85 25,710 2.0%

Group I engaged in the production and days
sales of chargers, displayers and
other electronics in relation to
electric two-wheeled vehicles

388,492 29.8%

Notes:

The following information is extracted from the latest annual reports, public business registrations or websites of the
respective companies.

Supplier Group A comprises three private companies incorporated in the PRC in 2010, 2011 and 2018, respectively.
Their parent company focuses on the supply of products to electric bike manufacturers in mainland China.

Supplier Group B comprises a private company incorporated in the PRC in 2003, which has a registered capital of
RMB321.6 million. Supplier Group B also comprises a private company incorporated in the PRC in 2018, which has
a registered capital of RMB2,877.6 million.

Supplier C is a private company incorporated in the PRC in 2003 and has a registered capital of RMB20 million.

Supplier D is a private company incorporated in the PRC in 2011 and has a registered capital of RMB55 million.
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Supplier Group E comprises Supplier E, a private company incorporated in the PRC in 1998, and another private
company incorporated in the PRC in 2004. Their parent company, which was incorporated in the PRC in 2003, has
a registered capital of RMB972.1 million.

Supplier F is a private company incorporated in the PRC in 1996 and has a registered capital of RMB80 million.
Supplier G is a private company incorporated in the PRC in 2006 and has a registered capital of RMB10 million.
Supplier H is a private company incorporated in the PRC in 2010 and has a registered capital of RMB38 million.

Supplier Group I comprises a private company incorporated in the PRC in 2001, which has a registered capital of
RMBI11 million. Supplier Group I also comprises a private company incorporated in 2013, which has a registered
capital of RMBS5 million.

Fujian Yizhou, one of our top five suppliers in 2020, was owned as to 27.45% from 2008 to
February 2022 and 67.45% from February 2022 and up to the Latest Practicable Date by Lin
Pingzai, one of our top five customers during the Track Record Period. Fujian Yizhou stopped
production in July 2020 due to its unsatisfactory performance. In January 2022, our Group
entered into an equity transfer agreement pertaining to the disposal of our equity interest in
Fujian Yizhou. See “History, Reorganization and Corporate Structure — Reorganization —
Onshore Reorganization” for further details. Revenue generated from sales to Lin Pingzai in
the years ended December 31, 2020, 2021 and 2022 and the four months ended April 30, 2023
accounted for 2.0%, 3.5%, 4.0% and 2.0% of our total revenue for the same periods,
respectively. Save as disclosed above, to the best knowledge of our Directors, none of our top
five suppliers during the Track Record Period is also our customers.

Supplier Group B, one of our five largest suppliers during the Track Record Period, comprises
Phylion Battery Co., Ltd. (IEEHE M AR F]) which is owned as to 0.5% by Ms. Ni
Boyuan, the daughter of Mr. Ni and Ms. Hu, who are our Controlling Shareholders and
executive Directors.

Save as disclosed above, as of the Latest Practicable Date, none of our Directors, their
associates or any of our shareholders (who owned or to the knowledge of Directors had owned
more than 5% of our issued share capital) had any interest in any of our five largest suppliers.

QUALITY CONTROL

Product quality is vital to our business, since any potential quality defect may cause significant
risks to consumers. Highly reliable products also foster consumer satisfaction and confidence
in our brand name which in turn encourages brand loyalty. As such, we maintain rigorous
quality assurance policies and processes to ensure that our products conform to our internal
product specifications and national and industry standards.

We obtained ISO9001 certification for our quality management system in 2007, a standard and
guideline relating to quality management systems and representing an international consensus
on good quality management practices, and subsequently renewed such certification for our
Zhejiang Production Plant, Shandong Production Plant and Guangxi Production Plant in March
2022, June 2022 and January 2021, respectively. Following our development, we have
continuously improved our quality management system. In 2008, we established a testing
center which received CNAS Accredited Laboratory (4B &A% 5T E B K58 1l 2 B G g v] B
%) certificate in 2019 by China National Accreditation Service for Conformity Assessment (4
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Bl A A% FTE B A 58 7] 25 B ) and is capable of carrying out a wide range of rigorous testing on
over 200 major items and 1,100 minor items of electric two-wheeled vehicles throughout the
entire product development and production process with an aim to minimize any elements that
could compromise safety, including 300 hour dynamometer testing on motors, 2,000 times of
charge and discharge testing on batteries, fire redundant tests as well as extensive testing on
product usage in simulated real-life and extreme settings. As of April 30, 2023, we had a
quality control workforce of 381 personnel. Our quality control workforce is responsible for
formulating and implementing our quality control policies, and conducting inspections of raw
materials, production processes and finished products to identify quality defects. We also
collaborate with external parties to enhance our quality control process. For example, we
entered into a technical service agreement with a professional testing service provider to jointly
establish testing standards for electric two-wheeled vehicles in terms of product marketability,
durability and key component life.

Quality Control of Procurement

We only purchase raw materials and components from qualified suppliers who have passed our
quality and reliability assessment. We also require suppliers to provide us with relevant
certificates. In accordance with our internal guidelines, our quality control staff inspect our raw
materials and components for their appearance, specifications and functionality and our testing
center conducts tests on randomly selected samples to ensure that the quantity and quality of
the raw materials and components meet our specifications before they are accepted. Our quality
control system has been designed to identify and address defective or sub-quality raw materials

and components as early in the production process as possible.
Quality Control of Production

We follow all relevant standards for the production of our products, including the national
mandatory standards and our stricter internal standards. We are required to obtain CCC quality
assurance certificates for each product model before selling. Our product certification
department are in charge of filing applications for CCC quality assurance certificates with
competent authorities and submit product prototypes and other relevant documents to
designated testing institutions for testing. As of the Latest Practicable Date, all of our product
models in the market have obtained their respective CCC quality assurance certificate as

required by relevant laws and regulations.

We have established comprehensive operating procedures to conduct quality control
throughout the entire production process in order to ensure that the quality of our products
meets the requirements. We conduct regular equipment inspections and maintenance to ensure
that our production lines and production process is operating properly. We regularly check our
staff members’ compliance with our internal operation standards. In addition, we perform
routine inspections on semi-finished products and set quality checkpoints during the key
production process to ensure consistent quality of our products. We have also devoted
substantial resources to streamline our production process which we believe will enable us to

enhance our quality control capabilities by reducing human involvement and error.
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Quality Control of Finished Products

Our quality management system extends to the quality of products in the storage, delivery and
sales stages so as to ensure that our products are stored, delivered and sold in good condition.
Our finished products are packaged and stored in designated zones within our production
facilities and warehouses before they are delivered to our customers. We conduct random
out-of-box inspection on our finished products. Additionally, we take safety measures to
minimize fire hazards, water damage and other similar risks to our finished products.

LOGISTICS AND INVENTORY MANAGEMENT

Warehousing and Logistics

We primarily utilize warehouses located at our production facilities as well as warehouse
leased from third parties in various regions to meet our storage needs and ensure the delivery
of our products across our distribution network efficiently and economically. As of the Latest
Practicable Date, other than warehouses within our production facilities, we had 13 warehouses
located across seven provinces and two municipalities including Shanghai, Jiangsu, and Hubei.

We procure delivery services from third-party logistics service providers. As of April 30, 2023,
we collaborated with five third-party logistics service providers. We select logistics service
providers based on their track record, geographic coverage, management ability and price. Our
arrangements with third-party logistics service providers allow us to provide fast and efficient
delivery services of our products, reduce our capital investment and reduce the risk of incurring
liability for traffic accidents, delivery delays or loss. Once our logistics service providers
confirm receipt of the products to be delivered, the risks relating to the transportation and
delivery of our products are transferred to the logistics service providers. During the Track
Record Period, we did not experience any material disruption in the delivery of our products
or suffer any loss as a result of delays in delivery or poor handling of goods.

Inventory Management

Our inventories primarily consist of raw materials, work in progress and finished goods. In
2020, 2021 and 2022 and the four months ended April 30, 2023, our inventory turnover days
were 30.0 days, 35.9 days, 36.0 days and 35.5 days, respectively. See “Financial Information
— Selected Key Balance Sheet Items — Inventories” for details.

We use our ERP system to track our inventory level, which enables us to monitor our inventory
on a timely basis in order to maintain sufficient levels of raw materials, finished and
semi-finished products. We procure raw materials and plan our production activities based on
our historical sales, sales forecasts as well as the actual sales activities and purchase orders. We
communicate our estimated demand to raw material suppliers to plan ahead and store sufficient
raw materials and components. Subject to fluctuations during off-season and peak seasons and
depending on the type of raw material and its availability, we usually maintain a minimum
level of inventory for certain main raw materials which is the estimated amount we consider
necessary to meet any increase in demand for products, and to ensure that there are no

-230 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST
BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

disruptions in supply of products. For example, we maintain different levels of plastic parts
during peak seasons depending on estimated monthly demands and typically maintain three- to
five-day’s worth of general-purpose components and three-day’s worth of batteries.
Meanwhile, in order to ensure the stability and efficiency of supply, we are actively discussing
with our suppliers for them to maintain transit warehouses located within one kilometer from
our production facilities where they would store their products.

Leveraging various data feeds, we are able to access information of many of our distributors,
including their sales volume, selling prices, estimated volume of inventory on their hand and
turnover rate. With such information, we are able to: (i) monitor sales performance of
distributors, (ii) understand latest market demand for our products, (iii) prepare sales forecasts
and production plans, and (iv) maintain optimal levels of inventory at our end which can satisfy
market demand in a timely manner without increasing the risk of inventory obsolescence.

SALES AND DISTRIBUTION

Overview

During the Track Record Period, we sold our products primarily in mainland China through our
network of offline distributors, and to a much less extent, in certain other countries and regions,
including Thailand, Indonesia and the Philippines. We also distribute our products through
online channels comprising our self-operated online stores on major e-commerce platforms and
social media platforms. Furthermore, with the rise of shared economy and on-demand
e-commerce, especially those that utilize electric two-wheeled vehicles, we customized and
manufactured electric two-wheeled vehicles for a number of leading shared mobility service
providers and on-demand e-commerce brands, and other corporate and institutional customers.

The table below sets forth a breakdown of revenue from sales of our products by channel
during the periods indicated:

Year ended December 31, For the four months ended April 30,
2020 2021 2022 2022 2023
RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %
(unaudited)

Offline channels 1,604,844 707 2,771,684 824 4245048  89.8 1,057484 923 1455681  89.3
Online channels 97,550 41 108,768 32 271,697 57 24333 2.1 72,041 44
Corporate and

institutional

clients 554,037 235 421,003  12.5 96,427 2.1 17,897 1.6 94,614 5.8
Overseas

distributors 39,493 1.7 63,252 1.9 114,597 24 45,908 4.0 7,561 0.5
Total 2,355,924 100.0 3,364,707 100.0 4,727,769  100.0 1,145,622 100.0 1,629,897 100.0
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The following table sets forth a breakdown of our gross profit and gross profit margins of our
products (excluding provision of services) by sales channels for the periods indicated:

For the year ended December 31, For the four months ended April 30,
2020 2021 2022 2022 2023

Gross Gross Gross Gross Gross
Gross profit  Gross profit  Gross profit  Gross profit  Gross profit
profit  margin  profit margin  profit margin  profit margin  profit  margin
RMB % RMB % RMB % RMB % RMB %
(In thousands, except for percentages) (unaudited)

Offline channels 167,489 10.1 261,430 9.4 401,276 9.5 69,048 6.5 137,245 94
Online channels 17913 184 18,468 170 54,674 20.1 5,508 226 20,790 289
Corporate and
institutional

clients 64,539 1.6 35369 84 14,4006 14.9 1,402 7.8 9,146 9.7
Overseas

distributors 13,875 350 18,867 298 35,721 312 12,176 20.5 1,752 232
Total 263,817 112 334,133 9.9 506,078 107 88,134 7.7 168,933 104

For detailed analysis, see “Financial Information — Description of Key Components of Our
Results of Operations — Gross Profit and Gross Profit Margin.”

Offline Channels

In line with industry norm, we primarily sell our products through our network of offline
distributors to effectively cover the mainland China market. According to Frost & Sullivan,
offline distribution channels are the most important distribution channels for electric
two-wheeled vehicles in mainland China. To a substantially lesser extent, we also sold a few
of our products directly to consumers, including our employees, mainly during special
occasions such as anniversary of our production plants or clearing of products that were used
in display. In 2020, 2021 and 2022 and the four months ended April 30, 2022 and 2023, revenue
generated from direct sales was approximately RMB5.2 million, RMB1.6 million, RMB1.0
million, RMBO.1 million and RMBO0.1 million, respectively. We typically sell our products to
local distributors who further sell our products directly to end customers or sub-distributors.
As of April 30, 2023, we cooperated with 1,314 offline distributors in mainland China who
controlled over 11,400 retail outlets in 319 cities across 30 provincial-level administrative
regions in mainland China. In 2020, 2021 and 2022 and the four months ended April 30, 2022
and 2023, revenue generated from offline channels was RMB1,664.8 million, RMB2,771.7
million, RMB4,245.0 million, RMB1,057.5 million and RMB1,455.7 million, respectively,
representing 70.7%, 82.4%, 89.8%, 92.3% and 89.3% of our revenue from sales of products for
the same periods.
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The map below illustrates the number of our offline distributors as of April 30, 2023:

Xinjiang
20)

() The number of distributors in corresponding

provinces/municipalities (as of April 30, 2023)

~ 39 distributors
[ 40~ 79 distributors
I Not less than 80 distributors

Gansu

Heilongjiang

Inner Mongolia
22)

Ningxia

@

The table below sets forth a breakdown of revenue from offline channels by geographical

regions for the periods indicated:

Eastern China
Central and
southern China
Southwestern China
Northern China
Other regions

Year ended December 31,

For the four months ended April 30,

Total

2020 2021 2022 2022 2023
RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %
(unaudited)

884,198  53.1 1,517,639  54.8 2508,014  59.1 571,498 540 728,768  50.1
463,614  27.8 756,718 273 1,090,314 257 300338 284 432,091  29.7
87,193 52 134292 48 250,946 5.9 74,059 70 125391 8.6
117,044 70 217,198 78 218,029 5.1 58,096 55 102,103 7.0
112,795 6.8 145837 53 177,745 42 53,493 5.1 607,328 4.6
1,664,844 100.0 2,771,684 100.0 4,245,048 100.0 1,057,484 100.0 1,455,681 100.0
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We consider a number of selection and evaluation criteria in selecting offline distributors while
taking regional differences into account, including, among others, their industry experience,
market coverage, reputation and credibility, financial conditions, management capabilities,
legal compliance status, understanding of our brand concept and business philosophy, size and
quality of employee team, and warehousing and logistics capabilities. Only candidates that
pass our selection and evaluation criteria will be qualified as our contracted offline distributors.
Set forth below are certain details of our selection and evaluation criteria for distributors.

. Licenses and certifications. Distributors must have obtained business license or otherwise
have been approved by the relevant authorities to conduct business in the sales of electric
two-wheeled vehicles.

. Industry experience. In order to ensure the sustainable and healthy development of our
brand and business and avoid cannibalization, we set strict regional designated
distribution areas and sales experience requirements in the process of distributor
selection.

. Financial conditions. Distributors shall have sufficient start-up and working capital to
support their operating activities and continuous operation.

. Business premises. We require distributors to have their own properties or leased
properties to be used as their retail outlets to ensure certain storefront advantages.

. Brand concept and service awareness. Distributors shall abide by our regulations in their
operations, understand and recognize our brand concept and business philosophy. At the
same time, distributors shall have the motivation and awareness to provide warm and
thoughtful service to consumers and shall be able to improve the shopping experience of
consumers under our guidance.

. Administrative penalties. We pay close attention to the nature, severity and results of
distributors’ past legal compliance status. Past administrative penalties, if any, shall have
been properly settled and distributors must recognize the importance of operating in
compliance with laws and regulations.
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During the Track Record Period and up to the Latest Practicable Date, we have maintained
good business relationships with our offline distributors. The table below sets forth the
movement in number of our offline distributors during the periods indicated:

For the four
months ended

For the year ended December 31, April 30,
2020 2021 2022 2023
Number of distributors at the
beginning
of the period 1,222 1,114 1,108 1,236
Number of new distributors’ 251 354 375 139
Number of terminated distributors? (359) (360) (247) (61)
Net increase/(decrease) in
distributors (108) (6) 128 78
Number of distributors at the end
of the period 1,114 1,108 1,236 1,314
Notes:
1. Number of new distributors represents those distributors that made purchases from us for the year/period

indicated but did not purchase from us for the year immediately preceding the year/period indicated.

2. Number of terminated distributors represents those distributors that we directly terminated during the
year/period indicated and those distributors that made purchases from us for the year/period indicated but did
not purchase from us for the year/period immediately subsequent to the year/period indicated.

We have a long-term and stable relationship with our major offline distributors. As of April 30,
2023, we had business relationships with our five largest offline distributors in mainland China
for each period of the Track Record Period for an average of approximately ten years. In 2020,
2021 and 2022 and the four months ended April 30, 2023, revenue generated from our five
largest offline distributors in mainland China in each period during the Track Record Period
amounted to approximately RMB121.9 million, RMB332.9 million, RMB534.4 million and
RMB168.5 million, respectively, representing approximately 5.1%, 9.7%, 11.2% and 10.2%,
respectively, of our revenue for the respective periods. In 2020, 2021 and 2022 and the four
months ended April 30, 2023, revenue generated from our largest offline distributor in each
period during the Track Record Period amounted to approximately RMB47.7 million,
RMB119.0 million, RMB189.0 million and RMB40.0 million, respectively, representing
approximately 2.0%, 3.5%, 4.0% and 2.4%, respectively, of our revenue for the respective
periods. The increase in revenue contribution of the five largest distributors in each period
during the Track Record Period was primarily because, as our strategy, we tend to engage
high-quality distributors with strong and stable sales performance and have provided
customized strategies tailored to specific local market conditions to help further increase their
sales.
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We actively manage our offline distributors and determine whether to continue our contractual
relationships with them based on their performance. During the Track Record Period, we
engaged 251, 354, 375 and 139 new distributors in 2020, 2021 and 2022 and the four months
ended April 30, 2023, respectively. During the same period, we terminated distribution
relationships with 359, 360, 247 and 61 distributors in 2020, 2021 and 2022 and the four
months ended April 30, 2023, respectively, primarily due to (i) our channel consolidation
strategy whereby we replaced certain distributors with ones with larger scale or better
performance. In this process, some of the distributors that were replaced became sub-
distributors of new first-tier distributors; (ii) their subpar performance; (iii) our termination of
agreements with distributors who violated our distribution agreements or policies including
unauthorized alteration of our products and sales of competitive products in Luyuan branded
retail outlets; and (iv) closure of business due to poor management or other personal reasons.
Revenue attributable to such terminated distributors amounted to approximately RMB78.5
million, RMB122.3 million, RMB77.1 million and RMB1.0 million, respectively, in 2020,
2021 and 2022 and the four months ended April 30, 2023. During the Track Record Period and
up to the Latest Practicable Date, we had no material unresolved disputes or lawsuits with these
terminated distributors. In line with industry practice, for distributors that have terminated
their business relationship with us, if they still have inventory remaining, it is our policy that
we do not accept their product return; instead, we usually coordinate with other newly engaged
distributors in the relevant region to take over their remaining inventory, if any.

Distribution Agreements with Offline Distributors

We typically enter into written distribution agreements with our offline distributors. During the
Track Record Period, each distributor was assigned designated account(s) in our distributor
management system and orders are recorded in such system from ordering to settlement. Set
out below are the key terms of standard distribution agreements we enter into with our offline

distributors:

Duration The duration of the distribution agreements is one year
and are renewable subject to our evaluation of, among
other things, distributor’s performance.

Exclusivity Our distributors are prohibited from selling any

competitive products sourced from other suppliers in
Luyuan branded retail outlets.
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Charge of training and
other service fees

Designated distribution area

Minimum purchase requirements

We charge to our distributors a one-off fixed service fee
for each retail outlet for site selection and training
services we provide to them and their sub-distributors
mainly related to product display and repair of our
products. In 2020, 2021 and 2022 and the four months
ended April 30, 2022 and 2023, revenue generated from
such services amounted to RMB22.4 million, RMB53.0
million, RMB55.3 million, RMB16.3 million and
RMB21.5 million, respectively.

Distributors are not allowed to sell our products outside
the designated distribution area. Unless otherwise
authorized, distributors are not allowed to sell our
products on online channels.

We set annual and monthly minimum purchase
requirements for distributors taking into account their
size, designated distribution area, their historical sales
records and our estimates of local demand. Our minimum
purchase requirements do not constitute mandatory
purchase obligation for distributors, but mainly serve as
reference for us to evaluate the performance of
distributors and provide rebates to distributors while
offering us the flexibility to adjust our sales arrangement
with distributors. Failure to meet monthly minimum
purchase targets for two consecutive months or
accumulatively three months in a year might result in
adjustment of the designated distribution area or
termination the distributor relationship. Our distributors
typically sell our products to end customers directly or to
sub-distributors. To our best knowledge, distributors’
procurement from us for sales to end customers are
typically not on a back-to-back basis while, with respect
to sales to sub-distributors, some distributors purchase
from us after receiving orders from sub-distributors but
also procure from us based on their estimations of local
demand and their expansion plans.
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Rebates

Anti-corruption and anti-bribery
obligations

Transportation and logistics

To motivate distributors, we offer rebates to distributors,
under certain circumstances, such as when their total
purchase amount exceeds a predetermined amount in a
period or when certain other conditions are met, or when
they participate in our periodical marketing and
promotion plans. In January 2022, we upgraded our sales
rebates policies with a loyalty program, under which
distributors can accumulate rebates in the form of loyalty
points for purchases they make that entitle them to
discounts on future purchases of our products. Our sales
rebates are deducted from our revenue. For further details
of the relevant accounting policy, see ‘“Financial
Information — Critical Accounting Policies, Estimates
and Judgements — Revenue Recognition.” In 2020, 2021
and 2022 and the four months ended April 30, 2022 and
2023, approximately RMB147.7 million, RMB281.3
million, RMB478.5 million, RMB117.6 million and
RMB182.1 million, or 8.9%, 10.1%, 11.3%, 11.1% and
12.5% of our revenue from offline channels, were
deducted from our revenue. According to Frost &
Sullivan, it is an industry norm for electric two-wheeled
manufacturers to offer sales rebates as incentives to its
distributors in order to encourage distributors who have
achieved good sales performance, or as part of
manufacturers’ marketing and sales promotion initiatives
and the Group’s rebates offered to offline distributors
during the Track Record Period as percentages of revenue
from offline channels was generally in line with industry
norm.

Distributors and their employees are prohibited to, for
any reason and in any form, directly or indirectly provide
any rebate, commission or object etc., to our employees
or their relatives. We deem such actions as commercial
bribery and, in serious cases, may terminate the
distribution agreement.

Distributors are generally required to arrange
transportation of products from our warehouses to their
retail outlets. Upon the requests of the distributors, we
may arrange third party logistic service providers to
deliver the products with the logistics expenses born by
the distributors. We bear the risks before the products are
handed to the distributors or the logistics service
providers.
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Recommended wholesale and

retail price

Product Modification

Management of retail outlets

Return of products

After-sale services

Termination

We set guidance on wholesale and retail prices for
distributors sales to sub-distributors and end customers
through our distributor management system.

Distributor shall not modify any part or component of our
vehicles, including but not limited to replacing/changing
the vehicle motor, vehicle controller and other

accessories.

Distributors shall operate retail outlets in accordance
with our guidelines.

Except for products with material quality defects,
products are not allowed to be returned once the
distributor or logistics service provider has confirmed
receipt of the goods. We have not experienced any
material product returns during the Track Record Period
and up to the Latest Practicable Date. We believe that this
product return policy, coupled with our general
requirement of payment-before-delivery, discourages
distributors from over-ordering and prompts them to
purchase our products based on actual demands and avoid
large inventory accumulation which helps us avoid

channel stuffing.

Distributors are responsible for after-sales services
including repairing and replacing products pursuant to
product warranties. The scope of the warranty is specified
in the product brochure. We are responsible for providing
parts and components to distributors for them to carry out
repairs pursuant to product warranties.

We are entitled to terminate the distribution agreement if
the distributor or its sub-distributors materially breaches
the contract, or if the distributor continuously fails to
meet the minimum purchase target.

During the Track Record Period and up to the Latest Practicable Date, we were not aware of

any of our distributors committing any material breach of their distribution agreements or any

material claims or non-compliant incidents regarding our distributors.
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Management of Offline Distributors

We proactively manage our distributors to ensure healthy and orderly distribution networks,
mitigate cannibalization among distributors and distribution channels, avoid channel stuffing
and to protect our brand and reputation. Set forth below are key aspects of our distributor
management policies and measures.

. Geographic exclusivity. We grant specific geographic regions to our offline distributors
so that we can reduce the degree of competition between different offline distributors. We
take into account a number of factors when determining designated geographic regions
for offline distributors, including geographic location of the relevant retail outlets,
population density, consumer purchasing power and competition in the surrounding area.
The distribution agreements we signed with distributors generally specify the designated
geographic areas. Our distribution agreements generally prohibit the distributors from
selling the products outside the respective designated geographical regions or online
channels;

. Periodic and ad hoc on-site inspections. We leverage a variety of measures to inspect and
monitor our distributor and sub-distributor retail outlets in addition to real time
monitoring through our distributor management system. Our regional sales teams conduct
scheduled and occasional unannounced on-site inspections of our distributor and
sub-distributor retail outlets to monitor business operations of distributors and sub-
distributors including sales performance, inventory level, service quality and compliance
with our policies and guidelines.

We divide on-site inspections into routine inspections for all retail outlets and special
inspections for retail outlets with abnormal or unsatisfactory sales performance. We
require all retail outlets to be inspected at least once every three months, whether through
on-site inspections by our regional sales teams or third parties we engage, remote
inspections through surveillance cameras or review of site photos. For retail outlets with
abnormal or unsatisfactory sales performance discovered through our distributor
management system, we perform on-site inspection at least once every month. We require
our sales managers to visit at least ten distributor retail outlets per month. In 2020, 2021
and 2022 and the four months ended April 30, 2023, we had approximately 120, 200, 270
and 270 sales managers that performed this task, respectively. To strengthen our
management over distributors, we also conduct remote inspections and over 3,700, or
33% of our retail outlets as of April 30, 2023 have installed surveillance cameras which
we have access to from our headquarters. Most of the retail outlets opened after 2019 with
strong sales performance have installed such surveillance cameras, and we are in the
process of installing surveillance cameras for the remaining retail outlets. For the retail
outlets with surveillance cameras, our operation teams are able to more conveniently
monitor a variety of aspects including product compliance, product display and
uniformity of decorations, and rate the retail outlets accordingly. For the retail outlets
without surveillance cameras, (i) we carry out routine and special on-site inspections
as described above, (ii) we require distributors to complete a self-check
list and submit photos for us to inspect; and (iii) we engage external third parties to carry
out on-site inspections and submit photos for us to inspect. We may also require
distributors to carry out on-site inspections of retail outlets operated by their sub-
distributors. Non-compliant distributors are required to address all issues identified in a
timely manner.
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. Monitoring of sales and inventory records. As of the Latest Practicable Date, all of our
distributors and sub-distributors have access to and have adopted our in-house developed
distributor management system which provides transparency of sales activities of
distributors and sub-distributors and enables us to monitor sales data and estimate the
inventory levels of distributor retail outlets and, to a certain extent sub-distributor retail
outlets as well, to avoid accumulation of inventory. However, the effectiveness of this
system is also subject to the continuous and prompt update of information of distributors
and subdistributors.

While we encourage distributors and sub-distributors to enter sales information in a
timely manner and as complete as practicable, we specifically ask and train our
distributors (and ask them to encourage and train their sub-distributors) to use the
e-warranty card function in our distributor management system when selling our
products. Specifically, when a customer purchases our vehicle, sales staff of the retail
outlet may introduce the e-warranty card to customers and, if the customer opts for the
e-warranty card, collects the customer’s information upon his/her consent and enters the
same in our system. In order to activate the e-warranty, the sales staff must also enter the
corresponding vehicle’s information in our system. Compared to traditional paper
warranty cards which are easy to lose, e-warranty cards are more convenient for
consumers. In addition, e-warranty cards are automatically recognized in our systems,
thereby increasing efficiency and accuracy when recording sales and purchase data. In
2020, 2021 and 2022 and the four months ended April 30, 2023, approximately 0.9
million, 1.1 million, 1.7 million and 0.6 million consumers opted for e-warranty cards,
respectively. Assisted by comparing the sales and purchase data of distributors (or
sub-distributors) in a given period against their performance in a previous comparable
period or performance of other comparable distributors, together with information
collected by our sales managers through on-site and remote inspections, we are able to
generally estimate the inventory levels within our sales channels. We check the estimated
inventory levels of distributors and sub-distributors against sales records and the size of
the respective retail outlets to determine whether their inventory is at reasonable levels
and whether there is any excessive accumulation of inventory by distributors. In the event
that we identify any abnormal sales or inventory data, we actively follow up with relevant
retail outlets and may arrange on-site inspections. During the Track Record Period and up
to the Latest Practicable Date, we have not identified any abnormal sales or inventory
data which required us to suspend sales to distributors. Going forward, we plan to further
encourage distributors and sub-distributors to use the e-warranty card function by linking
such practices with our distributor performance evaluation criteria, pursuant to which
only sales with e-warranty cards will be recognized for the purpose of performance
evaluation and grant of rebates.

Our IT department is also in the process of developing a system which better supports real

time sales data recording to better manage the inventory level and sales information of
distributors and sub-distributors.
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In addition to our periodic and ad hoc inspections, either through on-site visits by our regional
sales teams, external third parties, surveillance cameras or review of site photos, and
monitoring through our distributor management system, we also control and manage channel
stuffing risks among our distribution network through distributorship agreements and a number
of distributor management policies and measures, including (i) we generally require payment
before delivery from our distributors and, to the best of our knowledge, our distributors also
generally deliver products to sub-distributors on a payment-before-delivery basis; (ii) save for
major quality defects, we do not allow products return and typically only provide repair or
exchange of defective products, and, to the best of our knowledge, our distributors typically
adopt the same approach when making sales to their sub-distributors, and (iii) we provide
recommendations on product pricing as well as support on sales and marketing to our
distributors, especially those with abnormal or unsatisfactory sales performance, to help them
avoid inventory accumulation. As such, we believe that our sales to distributors correspond to
actual end-customer demand and therefore our products are at low risk of channel stuffing in
our distribution network. During the Track Record Period and up to the Latest Practicable Date,
we were not aware of any incidents of material channel stuffing.

For illustrative purpose only, the table below shows the inventory level and turnover days as
of the dates and for the years/periods indicated.

As of/For As of/For
the four the seven
As of/For the year ended months ended months ended
December 31, April 30, July 31,
2020 2021 2022 2023 2023

Inventory level
(000 units) 348 448 624 726 775
Turnover days N/A 96 88 107 N/A

Notes:

1. The figures in the table above are for illustrative purpose only as they are based on reports and

confirmations from distributors and/or sub-distributors within our network (as of April 30, 2023 for the
Track Record Period and July 31, 2023 for the seven months ended July 31, 2023) provided to us upon
our request but not verified by us and does not cover information of retail outlets of distributors or
sub-distributors that have been terminated as of prior to the reference dates.

2. Turnover days are calculated by the average of the beginning and ending balance of inventories of retail
outlets of the relevant year/period divided by sales volume of our offline channels multiplied by 365
days for the years ended December 31, 2020, 2021 and 2022, by 120 days for the four months ended
April 30, 2023 and by 210 days for the seven months ended July 31, 2023.

3. Turnover days for the year ended December 31, 2020 was not applicable as the balance of inventories

at the beginning of 2020 was not available; turnover days for the seven months ended July 31, 2023 were
not available as sales volume of our offline channels for the corresponding period was not available.
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Based on the inventory level above and that our offline network in mainland China covered
over 11,400 retail outlets as of April 30, 2023, we estimate that each retail outlet possessed
approximately 60 to 70 vehicles as of April 30, 2023.

To mitigate the risk of cannibalization among our distributors, we clearly delineate their
geographic coverage and our distribution agreements explicitly prohibit our distributors from
selling our products outside the respective designated geographical regions. Our distributors
are required to ensure their sub-distributors operate within their designated geographical
regions. We are entitled to terminate the distribution agreements with those distributors that
repeatedly engage in cannibalization and require distributors to terminate their relationships
with sub-distributors that violate our policies. In addition, each of our vehicles is assigned a
unique vehicle frame code (B2 9E) before being delivered to distributors. This code allows us
to trace back to the relevant distributor when conducting on-site inspections and thereby deters
cross-region sales. We believe that distributors of electric two-wheeled vehicles, as compared
to distributors of other types of retail products (such as daily chemicals that are much smaller
in size), do not have strong incentive to engage in cannibalization as the sales of electric
two-wheeled vehicles in any region typically requires an established physical storefront and
warehouse to display and store the vehicles which significantly increases their costs. We also
leverage the e-warranty card function of our distributor management system that only allows
the entering of sales information for products within their designated geographic region to
further minimize risks of cannibalization. We are able to detect material cannibalization by
following up with abnormalities between purchase and sales data of distributors through
on-site inspections. During the Track Record Period and up to the Latest Practicable Date, we
were not aware of any material incidents of cannibalization among our distributors and
sub-distributors.

We have a seller-buyer relationship with our distributors and revenue is recognized when the
ownership of our products has been transferred to our distributors. We do not rely on any of
our distributors individually. To the best knowledge of our Directors, substantially all of our
distributors are Independent Third Parties. Save as elaborated under the paragraph headed “—
Credit Policies and Financial Assistance to Distributors” below, during the Track Record
Period, a number of our employees or former employees were shareholders or key personnel
of, or were related to, a total of four distributors. Our Directors confirm that the sales to such
distributors were conducted on an arm’s length basis on normal commercial terms which were
fair and reasonable and treated such distributors in an equal manner as the way we treat other
independent distributors. During the Track Record Period, such distributors contributed less
than 1.9% of our revenue generated from sales of products to offline channels. Our Directors
also confirm that with respect to employee distributors, we have either ceased distribution
relationships or terminated employment with relevant employees as of December 31, 2021. To
the best of our Director’s knowledge, none of these employee distributors have any past or
present relationship (including, without limitation, shareholding, family, business or trust
relationship), transaction (including, without limitation, financing), agreement, arrangement or
understanding (whether express or implied) with our Company, its subsidiaries, shareholders,
directors, senior management, customers, suppliers or subcontractors, or any of their respective
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associates, except for being employee or former employees of our Group and in the capacity
as a distributor of our Group. In addition, we have adopted the following measures to
continuously improve our corporate governance in terms of independence of distributors and
sub-distributors:

. we prohibit employees to engage in any business collaboration with our Group either in
his/her personal capacity or through entities controlled by him/her;

. we request each newly hired employee to sign a form of declaration of interests
confirming their independence from our distributors and sub-distributors; and

. our human resource department performs background checks on our distributors and
sub-distributors (to the extent of available information on sub-distributors provided by
distributors) on a sampling basis to ascertain if there is any relationship between
distributors/sub-distributors and our employees.

Distributor retail outlet support and service

During the Track Record Period, our distributors typically cover multiple points of sales
directly or through sub-distributors within their respective designated regions. During the
Track Record Period, the number of retail outlets within our distribution network was over
5,400, 7,800, 9,800 and 11,400, respectively, as of December 31, 2020, 2021 and 2022 and
April 30, 2023. We require distributors and sub-distributors to distribute our products through
retail outlets only.

Our sales and marketing team is responsible for managing and supporting our distributor retail
outlets, which include, among other things, (i) soliciting and selecting potential distributor
candidates; (ii) ensuring their compliance with the relevant distributorship agreements
including the adoption of our retail outlet decoration, product display and pricing guidelines;
and (iii) monitoring and conducting on-site inspections of distributor retail outlets. Set forth
below are key distributor management measures and support and services we provide to our

distributors in connection with distributor retail outlet management.

. Assessment of retail outlet locations. Prior to engagement of potential distributors, our
sales and marketing team assists potential distributors to identify potential retail outlet
sites. Our sales and marketing team considers a number of factors including geographic
location, population density, consumer purchasing power and competition in the
surrounding area. Such assistance helps our distributors make informed decisions on their
site selection processes and also helps us manage competition between our distributors.

. Retail outlet decoration and product display. To provide standardized shopping
experiences and deliver a consistent brand image to end-customers, we directly manage
the decoration and refurbishment of retail outlets and have borne the relevant decoration
and refurbishment costs since July 2019. For retail outlets that are relatively smaller in

scale, we typically provided them with the necessary decorative supplies and materials for
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them to handle decoration themselves. For the years ended December 31, 2020, 2021 and
2022 and the four months ended April 30, 2023, decoration costs we bore amounted to
RMB55.4 million, RMB123.7 million, RMB132.0 million and RMB46.4 million
involving approximately 730, 2,350, 3,440, 1,530 retail outlets, respectively. The average
decoration costs of a retail outlet amounted to approximately RMB76 thousand, RMB53
thousand, RMB38 thousand and RMB30 thousand for the years ended December 31,
2020, 2021 and 2022 and the four months ended April 30, 2023, respectively, calculated
by dividing the amount of decoration costs we bore by the number of retail outlets
decorated in the year/period. As of December 31, 2020, 2021 and 2022 and April 30,
2023, prepayment of decoration costs recorded under other receivables and prepayments
of the Group amounted to RMBO0.6 million, RMB87.4 million, RMB155.3 million and
RMBI181.2 million, respectively, among which prepayment of decoration costs
attributable to sub-distributors amounted to RMBO0.4 million, RMB46.5 million,
RMB96.0 million and RMB113.0 million as of the same dates, respectively. We also
provide retail outlet decoration and product display guidelines to ensure that our retail
outlets continuously adopt uniform designs, appearance, decoration, layout and color
schemes. Set out below are the key terms of the decoration support agreements we entered
into with relevant distributors and the relevant sub-distributors where applicable:

Duration Generally three to five years, the relevant
distributor or sub-distributor is required to keep the
decorations in place throughout.

Decoration cost We pay for the decoration of the retail outlets in full
on behalf of the relevant distributors and sub-
distributors, which is determined based on factors
including size and geographical location of the
retail outlets, condition of the retail outlets before
decoration and quotation of the decoration

companies.
Notification of decoration The relevant distributor or sub-distributor shall
progress within five days after the decoration is completed

provide us with detailed photos and confirmation
receipts evidencing completion, otherwise, the
relevant distributor or sub-distributor shall return
20% of the total decoration fees for each month of
delay.

Exclusivity Relevant distributors and sub-distributors are
prohibited from selling any competitive products
sourced from other suppliers in the decorated retail
outlets.
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Minimum sales requirements We generally set minimum sales requirements on
sales volume for the duration of the agreement
taking into account the decoration costs we bear and
the estimated annual sales of the retail outlet.
During the Track Record Period, the vast majority
of minimum sales requirements for a retail outlet
ranged between 100 to 1,000 vehicles per year for
the term of the decoration support agreements.
Failure to meet the sales commitment constitutes
breach of agreement, in which case the distributor
shall return part of decoration costs borne by us in
proportion to the unfulfilled portion of its minimum
sales commitment.

Management of retail outlets Distributors/sub-distributors shall maintain the
appearance, layout and brand presentation at their
retail outlets by keeping the decorations in place.
They shall ensure the safety of the retail outlets,
install relevant devices such as inspection cameras
and smoke detectors, purchase relevant insurances
and actively participate in promotional events.

Events of default Events of default under the decoration support
agreements include, among others, (i) change or
remove of decorations without authorization and (ii)
arbitrarily close the retail outlet or breach of
exclusivity.

If an event of default occurs and is not rectified, we
are entitled to damages commensurate to the total
amount of decoration costs borne by us and suspend
all relevant rebates.

Distributors shall assume joint and several liability
for all amounts due from their relevant
sub-distributors.

According to Frost & Sullivan, the decoration costs of a new urban retail outlet generally
range from RMBS80 thousand to RMB100 thousand while flagship stores at premium
locations could reach RMB250 thousand. In addition, the decoration costs of retail outlets
located in counties, suburbs or rural regions generally range from RMB20 thousand to
RMB60 thousand. During the Track Record Period, with an aim to develop county and
suburb markets, many of the retail outlets that received our decoration support were
located in counties or suburbs which require relatively simple decorations. Considering
the minimum sales requirement (generally 100 to 1,000 vehicles per year for the term of
the decoration support agreements), average selling price and gross profit margin of our
products, we believe our profit attributable to the minimum sales requirements is able to
cover the decoration costs we bear.
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Despite the relatively thin gross profit margin of electric two-wheeled vehicles and the
long payback period, according to Frost & Sullivan, it is common practice in the industry
to settle decoration costs on behalf of distributors and sub-distributors and the terms of
our decoration support agreements are in line with industry norm. This arrangement helps
distributors and sub-distributors avoid bearing significant upfront costs before generating
sales, which allows for faster distribution network expansion for electric two-wheeled
vehicle manufacturers. In return, distributors and sub-distributors commit to minimum
sales volumes and maintaining retail outlets exclusive to our products. This approach
helps us stay competitive and benefit in the long run from increased brand visibility and
distribution network expansion.

. Training. We place great emphasis on the training of retail outlet staff and provide our
distributors with training on a variety of topics, including our brand history, brand image,
marketing strategies, product knowledge and repair and maintenance skills. We also
provide periodical training to our distributors to help them understand our distribution
policies such as prohibition of cannibalization.

. After-sale services. we maintain telephone and online channels to answer distributors’
questions or troubleshoot problems on issues such as product quality, technical
difficulties, product return and exchange, and handling customers’ complaints.

We believe our support and services to distributors and their sub-distributors have strengthened
our relationships with them and helped us maintain their loyalty. We may also benefit from
word-of-mouth references from our existing distributors to attract potential distributors.

Sub-distributors

In line with industry practice in mainland China, we allow distributors to engage sub-
distributors within their designated geographical region. Such sub-distributors are typically
local sellers and/or repairers of electric two-wheeled vehicles that are relatively smaller in
scale as compared to first-tier distributors and operate as individuals or legal entities
established by individuals, such as private enterprises. To the best knowledge of our Directors,
as of April 30, 2023, our distributors had in aggregate over 9,600 sub-distributors. As of
December 31, 2020, 2021 and 2022 and April 30, 2023 and up to the Latest Practicable Date,
based on information submitted by distributors through our distributor management system,
484,577, 607, 649 and 681 distributors engaged sub-distributors. To the best knowledge of our
Directors, all of the sub-distributors were Independent Third Parties, and we are not aware of
any relationship between the sub-distributors and our employees or former employees.

We do not have direct contractual relationships with the sub-distributors that are used by our
distributors. We delegate to our distributors the authority to choose their sub-distributors and
negotiate the transaction terms directly with them, and we rely on our distributors to limit their
sub-distributors’ activities within the distributor’s designated distribution territory. Under our
standardized distribution agreement, our distributors are responsible for managing their
sub-distributors including limiting them to resell our products within the designated
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distribution areas. In addition, we have adopted measures to ensure that sub-distributors
operate in line with our overall sales and distribution strategy. These measures include our
sales personnel visiting sub-distributors and their retail outlets from time to time,
communicating with them, providing support and training, and collecting information and
feedback from sub-distributors. If we become aware of any non-compliance or misconduct of
a sub-distributor, we will notify the relevant distributor and sub-distributor accordingly and
request them to take rectification and improvement measures. In case of any material breach
or that any sub-distributor’s activity disrupts the market of our products, we are entitled to
require the relevant distributor to terminate its relationship with the relevant sub-distributor or,
in serious cases, terminate the distribution agreement with the relevant distributor in
accordance with the distribution agreement. Although certain sub-distributors were subject to
administrative penalties as a result of unauthorized alterations and certain other reasons during
the Track Record Period, considering that (i) relevant sub-distributors have complied with the
administrative penalty decisions and rectification requirements to the satisfaction of the
relevant government authorities and us, and (ii) to the best of our knowledge, none of the
relevant sub-distributors were subject to multiple administrative penalties for the same
underlying reasons during the Track Record Period, we are of the view that during the Track
Record Period and up to the Latest Practicable Date, we were not aware of any material
violation of our sales policies by sub-distributors or any material claims or non-compliant
incidents regarding sub-distributors. For further details of administrative penalties in relation
to sub-distributors, see “— Distributor Administrative Penalty Decisions.”

Credit Policies and Financial Assistance to Distributors

Credit limits

During the Track Record Period, our sales to most of our offline distributors were made on a
payment-before-delivery basis. We believe such practice helps mitigate channel stuffing risks
as it encourages distributors to distribute our products in a timely manner and discourages them
from overstocking. During the Track Record Period, we did not offer credit terms (defined as
a specified number of days after which full payment becomes due) to our offline distributors
in mainland China. Instead, on a case-by-case basis, we provided revolving credit limits to
certain creditworthy distributors, distributors with whom we have long-term relationships or
distributors with a relatively larger scale.

Our credit limit in general represents a maximum revolving amount we grant to distributors for
purchasing products only. Each credit limit we grant has a validity period, within which, credit
limit can be used, repaid and re-used up to the maximum limit. The validity period begins when
we approve the credit limit rather than first used by distributors. Distributors are required to
settle all outstanding amounts upon expiration of the validity period and outstanding balances
are recorded as receivables. In addition to limiting the use of credit limits to purchasing our
products only, in order to control associated risks, we generally require relevant distributors to
provide sufficient collateral or personal guarantees. In general, credit limits we grant to
distributors can be divided into regular credit limits and temporary credit limits.
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Regular credit limit is usually granted to distributors to support their continuous business
expansion. The validity period for regular credit limit is typically one or within one year. The
amount of regular credit limit is typically determined based on the relevant distributor’s
performance in the previous year and estimated sales target in the coming year/validity period
of the credit limit. In principle, such amount does not exceed RMB100 per vehicle of the
proposed annual sales target. If the distributor applies to renew the credit limit upon expiration,
we will re-evaluate the distributor’s qualifications and adjust the amount based on its sales
performance and renewed sales target. In very limited circumstances, we provided regular
credit limits with validity periods of over one year, mainly for the following reasons: (a) to
attract distributors with strategic importance to join our network. For example, when
negotiating terms of distribution and cooperation agreements with certain potential
distributors, in order to attract such distributors, we offered credit limits with validity periods
within one to five years taking into account their qualifications and market influence; (b) to
support relevant cooperating distributors’ liquidity needs to open new retail outlets or
continuously place large orders to better develop important regional markets. For markets with
intense competition or high importance to the company, if the distributor needs funds for
expansion purposes and has formulated a reasonable development plan, on a case-by-case
basis, our senior management team will carefully evaluate the feasibility of the development
plans formulated by such distributors and relevant risks and determine appropriate credit limit
amounts and validity periods.

Temporary credit limit is typically granted to distributors with short-term working capital
needs, for example, during peak seasons. The validity period of temporary credit limit is
typically one to three months and, in principle, no longer than six months. Such temporary
credit limit is typically not re-evaluated or renewed after expiration.

The table below sets forth a breakdown of number of offline distributors with credit limits by
type of credit limit:

As of
As of December 31, April 30,
2020 2021 2022 2023
Number of offline distributors with
credit limits™"* 36 52 67 77
— Regular credit limits 27 39 55 46
— Temporary credit limits 12 16 21 49
Notes:
1. Includes distributors with credit limits in the year/period who had outstanding receivables at the end of the

same year/period.

2. Three, three, nine and 18 distributors in 2020, 2021 and 2022 and the four months ended April 30, 2023,
respectively, were granted both regular credit limits and temporary credit limits.
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The table below sets forth a further breakdown of distributors with regular credit limits by
different validity periods.

Four
months
ended
Year ended December 31, April 30,
2020 2021 2022 2023
Number of offline distributors with
regular credit limits' 27 39 55 46
— Within I year 25 31 47 38
— Over I year and within 3 years 2 7 6 6
— Over 3 years and within 5 years 0 1 2 2
Notes:
1. Includes distributors with regular credit limits in the year/period who had outstanding receivables at the end

of the same year/period.

The table below sets forth a further breakdown of distributors with regular credit limits by
different ranges of credit limit amounts offered.

Four
months
ended
Year ended December 31, April 30,
2020 2021 2022 2023
Number of offline distributors with
regular credit limits' 27 39 55 46
— Within RMB2 million 18 25 38 31
— Over RMB2 million and within
RMBS5 million 5 9 11 10
— Over RMBS5 million and within
RMBI10 million 2 3 4 4
— Over RMBI10 million® 2 2 2 1
Notes:
1. Includes distributors with regular credit limits in the year/period who had outstanding receivables at the end
of the same year/period.
2. A total of three distributors were granted credit limits with amounts over RMB10 million, including (a) Lin

Pingzai whose maximum credit limit amount was approximately RMB13.0 million during the Track Record
Period, (b) the Nanjing Distributor (as defined below) whose maximum credit limit amount was approximately
RMB27.7 million during the Track Record Period, and (c) a distributor in Guangxi Province whose maximum
credit limit amount was approximately RMB20.5 million during the Track Record Period. The Company
granted such credit limits with relatively larger amounts primarily considering (i) their historical sales
performance or mid to long-term market development plans which include procuring real estate to open new
retail outlets, and (ii) the collateral they provided.

- 250 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST
BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

According to Frost & Sullivan, as purchasing and stocking of electric two-wheeled vehicles
bring substantial cash flow pressure to distributors and as financial strength and sales
performance of electric two-wheeled vehicle vary substantially across distributors, it is not
uncommon in the electric two-wheeled vehicle industry in mainland China for companies to
grant credit terms and credit limits to their distributors.

We determined to provide credit limits instead of credit terms to offline distributors primarily
considering the specific nature of the electric two-wheeled vehicle industry and general
practices in the industry. Due to seasonality, the procurement and sales frequency of offline
distributors differs significantly in peak and off-peak seasons. In peak seasons, due to higher
sales demand and the constraint by limited storage space of their retail outlets, distributors
often purchase products from us at a higher frequency, such as several times a week, while in
off-seasons, they make purchases less frequently on a weekly or semi-monthly basis.
Compared to traditional credit term arrangements, we believe our credit limit arrangement
better matches with the working capital turnover needs of distributors and provide greater
flexibility in terms of using and repaying credit limits within the validity period according to
their sales plans. At the same time, we believe our credit limit arrangement provides stability
which is convenient for distributors to comply with and helps maintain their loyalty. On the
other hand, this credit limit arrangement also enables us to recover funds from distributors
more promptly during peak seasons and allows us to track, manage and evaluate the credit
performance of relevant distributors, and update or adjust our credit limits on a case-by-case
or region-by-region basis whenever necessary.

The table below sets forth further details regarding credit limits granted to distributors during
the Track Record Period.

Four months
ended/As of

Years ended/As of December 31, April 30,
2020 2021 2022 2023
Total number of offline
distributors 1,114 1,108 1,236 1,314
Number of distributors with
credit limits! 36 52 67 77

Number of distributors with

credit limits as a percentage

of total number of offline

distributors 3.2% 4.7% 5.4% 5.9%
Amount of receivables

attributable to distributors

with credit limits (RMB’000) 86,000 117,930 135,560 119,112
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Four months
ended/As of
Years ended/As of December 31, April 30,
2020 2021 2022 2023

Amount of receivables

attributable to distributors

with credit limits as a

percentage of total revenue 3.6% 3.5% 2.8% 7.2%
Revenue contribution of

offline distributors with

credit limits (RMB’000) 300,572 809,938 1,214,579 537,669
Revenue contribution of

offline distributors with

credit limits as a percentage

of total revenue 12.6% 23.7% 25.4% 32.6%
Turnover days® 106 46 38 28
Note:

1. Includes distributors with credit limits in the year/period who had outstanding receivables at the end of the

same year/period.

2. Turnover days are calculated by the average of the beginning and ending balance of receivables attributable
to distributors with credit limits divided by revenue contribution of such distributors in the year/period and
multiplied by 365 for the years ended December 31, 2020, 2021 and 2022 and by 120 days for the four months
ended April 30, 2023. We are unable to provide a comparison between such turnover days with that of industry
peers primarily because the industry peers have not publicly disclosed this level of detail on their credit limits
granted to distributors or the underlying information required to calculate such turnover days including
revenue or outstanding receivables attributable to such distributors.

Considering that (i) the amount of outstanding receivables attributable to offline distributors
with credit limits in 2020, 2021 and 2022 and the four months ended April 30, 2023 was
equivalent to approximately 3.6%, 3.5%, 2.8% and 7.2% of our total revenue, respectively, (ii)
it is not uncommon in the electric two-wheeled vehicle industry in mainland China to grant
credit terms and credit limits to their distributors and (iii) we have adopted a credit
management policy which sets forth, among other things, annual limits (maximum amount of
credit limit approved shall not exceed RMB200 million inaggregate at all times, which is
relatively small as compared with our total revenue during each year of the Track Record
Period), eligibility of distributors/sub-distributors, application and approval procedures,
collection procedures, and default clause to manage associated risks, we believe our
distributors do not materially rely on credit limits for their business and we believe that we did
not significantly rely on granting credit periods to generate sales to distributors. For further
details of our trade receivables, see “Financial Information — Selected Key Balance Sheet Items
— Trade and Notes Receivables”.

- 252 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION MUST
BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

Loans

In 2020, 2021 and 2022 and the four months ended April 30, 2023, we provided loans to a total
of 31 distributors and sub-distributors, with an aggregate loan amount of approximately
RMB6.8 million, RMB15.9 million, nil and nil, respectively. Such loan amounts were
equivalent to approximately 0.4%, 0.6%, nil and nil of our revenue generated from sales of
products to offline distributors for the same periods, respectively. As of April 30, 2023,
approximately RMBS5.6 million of our loans to distributors or sub-distributors remain
outstanding with three distributors. We initiated litigations against these three distributors and
under the auspices of the relevant courts, we have entered into mediation agr