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CleanTech’s way to cost controll, efficiency increase and sustainable development
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Clean Photovoltaic Technology Co., Ltd. (hereafter referred as the Company or Cleanfeéh,Co.)
is a high-tech electronic manufacturing enterprise that produces PV junction boxes and eonneCtors
for PV module enterprises. With the growing prosperity of the photovoltaic industry, the ‘gompany's
revenue has increased steadily in the past three years (see Figure 1). Daniel Zhy§ ehairman and
general manager with rich experience in sales management in the photovoltaic indtstry,judged that
the photovoltaic industry is in the blue ocean market, and the company must seize the opportunity
of new energy industry development. In 2021, the board of directors of Gleanlech/Co. formulated
the second three-year strategic objective. The financial objectives mairlyiaCiade: strive to double
the sales revenue in three years (compound annual growth rate of 26%j, réturii on equity of no less
than 20%, and strive to become the first tier of domestic suppliers ofpY module supporting products.
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Figurel: CleanTech Co's revenue trend Uniti-Fen Thousand RMB
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Frank Li is an old employee of the company, he had served as a purchasing assistant and
financial director. With both business and financial work experience, he can support the financial
department to communicate across departments in daily work. However, due to the lack of
management accounting knowledge, he often falls into a state of helplessness when encountering
business problems. Realizing the importance of management accounting knowledge, Frank Li
participated in the CMA training and obtained the Certified Management Accountant (CMA)
certificate in 2020. To better achieve the strategic objectives, the company established the
Management Accounting Department in 2021. Frank Li took the initiative to bet the head of the
Management Accounting Department, focusing on budget control, business analysis, control cost
and increase efficiency.
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With the decline of subsidies in the photovoltaic industry, photovoltaic companies are about to
wean itself from subsidies. Meanwhile, facing at the huge pressure on the ordinary price for PV
power delivered to the national power grid, photovoltaic enterprises have to accelerate technological
innovation, and keep decreasing the production costs. The overall trend to all links of PV industry
chain is to control cost and increase efficiency (see Figure 2).
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Figure2: Trend of initial total investment on ground PV system
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Sino-U.S. trade friction an ctors, the purchasing prices of bulk commodities such as copper,
plastic particles,and dio hvaccount for more than 80% of the company's product costs,
continued to rise (se , the sea freight has increased while the time of sea shipping

extended, the lab led to an increase in temporary employment. The company is facing
the pressure of gisi 0S and declining asset turnover rate.
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Figure3: SHFE copper price trend
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Since the product cost increased by the rise of raw materials price, the company slightly
increased its sales price. But the price increase can not catch up with the cost increase, hence the
company's 2021 gross profit margin is estimated to decline by about 10%. If there is no effective
measures, the company will face the risk of failing to achieve its strategic objectives. Frank Li has
just taken over the work of management accounting. the biggest problem he faces is how to help
the company achieve strategic objectives.

Zv  TA4E Industry Introduction
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In recent years, with the global attention to climate issues, governments‘and institutions have
successively formulated more active and strict zero-carbon etissien plans. Photovoltaic power
generation, as a clean power resource, has been widely promoted=*Aceelerating the development
of renewable energy generation has gradually become a{glébal consensus. Renewable energy
generation has a broad market space (Figure 4). From 2012 1072015, the development of China's
photovoltaic industry was still affected partly by indusitial\policies, especially financial subsidy
policies. In January 2019, the National Energy Administratign issued policies including <Notice on
Actively Promoting the Work of Non-subsidized afid\ardinary price for Wind Power and Photovoltaic
Power Generation delivered to the national power gfid>, In the future, when photovoltaic generation
gradually enters non-subsidy era with ordinarinipfice delivered to the national power grid,
photovoltaic product companies will conffonté,gudite competitive market.
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Figure 4: Prediction of the £ompound Growth Rate of China’s PV installations(2021-2025)
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Data sources: National Energy Administration, National Bureau of Statistics, Kaiyuan Securities Research Institute
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The photovoltaic production chain includes five links, namely silicon raw material, wafer, PV
cells, PV battery module and PV application system. The upstream includes silicon raw material
and wafer; the midstream consists of PV cells and battery module; the downstream is the link of the
PV application system (Figure 5). In the whole industrial chain, the entry barrier is high for the
upstream by relatively more difficult technologies, therefore the gross profit rate is good. Since there
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are less technology difficulties in the midstream and downstream, the gross profit rate is relatively
low there, especially for the PV model link. Currently there are a number of PV module factories
standing on the edge of business losses. At present, Lingxian PV and Mingxi PV are the main
suppliers in the first tier of PV module supporting products producing PV junction boxes and
connectors.
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Figure 5: Photovoltaic Industry Production Chain
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Excerpted from ETF Weekly Report <Photovoltaic Boom, Is y Coming?> (June 14, 2021)
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Founded in 2012, CI Co. focuses on the electrical protection and connection of PV
modules and PV powe alnly engaged in the R&D, production and sales on series
products of PV juncti connector. PV junction box and connector are the "control center"

Although they than 3% of battery module components, their safety is quite important.
The compan e title of National High-tech Enterprise in 2018, with the ability to provide
customized &%e R&D and production of core accessories for major PV module manufacturers.

of PV battery mod%h e 6), they belong to the midstream of photovoltaic production chain.

As an impo of PV module, PV junction box and connector are used in open air, and

freque exposed to severe weather or environment. Therefore, they consist of many key

prop %cluding: higher level electrical safety; stability on electrical protection and mechanical

etter weather fastness, sealing and waterproofing; sufficient carrying capacity to high

% nd high voltage, etc. To improve the competitiveness for its products, the company focused
D investment, which accounted for 4.9% of the revenue in the past three years.
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Figure 6: working diagram for PV junction box and connector
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Difficulties in achieving business objectives (case questions)
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On October 15, 2021, the company held a budget kick-off meeting. On the meeting, Daniel Zhu
presented overall budget target of 2022: sales revenue of 730 million yuan, net profit of 70 million
yuan, and total asset turnover of 1.15. After the meeting, all departments studied the market situation
and proprosed from experiences the budget assumption at an average increase of 2% in sgle${rice
for 2022, whereas another average increase of 5% in material cost, which is accountingfor80%of
the company’s total cost. In order to achieve the overall budget target of 2022, Daniel"Zhutallocated
the budget target to each department according to the sales target of 2022.
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Please refer to the company's organization chart (Annex 1) to proVide/suggestions for each
department and propose the direction of efforts on controlling costand ingreasing efficiency to
achieve the annual budget target (help at least three departments\imiprove“cost control progect in
the annual work plan).
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With the increasing application of'distfibuted PV system, intelligent junction box attracts more
and more attention. Advanced intelligent junction box in the industry possesses advantages of
intelligent safety reminder as wefl\as<less heat with better profitability. The R&D Department
proposed that in order to achieye CleanTech’s strategic objectives, they should not only focus on
short-term benefits, but als@’increase R&D investment in the development of intelligent junction box.
The R&D Department conducted, a\feasibility study on the development of intelligent junction box,
they believe that the conditionssfor its research and development have been met, and applied for
an increment of 5ymillion ywan in R&D investment in 2022 to maintain the company's long-term
competitiveness, Daniel Zhu was in a dilemma about whether to approve the R&D budget. Frank Li
indicated that R&B.incldes two stages, which are technical development and product development.
Please compafe’and analyze the characteristics of the two stages of R&D, What is the difference
between management priorities on them? If you are Frank Li, how would you propose a budget?

Mt ¥kl Attached Information:

TEEREHEE RA T 2021 FHLEME 4 D
Organization Chart of CleanTech Co. in 2021 (Annex 1)

TEREDGRBHA IRA T 2021 FHHRE HF 2)

Estimated financial statements of CleanTech Co. in 2021 (Annex 2)
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Table of main financial indicators of CleanTech Co. 2019-2021 (Annex 3)
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Annex 2: Estimated Financial Statements of CleanTech Co. in 2021

Wil % F= i f% 3 Estimated Balance sheet

ALK TEERBHAPR/A W Company Name: Clean Photovoltaic Technology Co., Ltd.

it J I5F BB AR 2 1A] Period or Deadline:  2021. 12. 31

LiNbAF

Thousand

=
Assets

CUEE

Beginning Balance

MBIEF= (Current Assets) 37,344 | «

W4 (Cash) 4,7 \‘/ 6, 101
RESCEEAE K NSk ER (Notes and Accounts Receivable) . 2%9 )’ 36, 469
HABR U (Other Receivables) \& IW' . 140
Tt (Prepayment) ;/‘“\\)gl 74
1% (Inventory) ! 7,539 10, 028
HABRBh %7 (Other Current Assets) ‘,\ T 1,504 1,126
FEFBIE = (Non-current Assets) A 7‘\1 N 7,002 6, 952
K%K (Long-term Investment) ‘, y - -
5% (Fixed Assets) K78 5,032 4,989
T (Intangible Assets) N\ 780 490
HAtm AR sh % 7= (Other Non-current Ass%),\@) i 1, 190 1,473
W44 (Total Assets) N 44,346 60, 890

N

s (Current Liabilities) 2 18, 821 30, 238
A (Short-Term Loﬁ) '\V 1, 200 1, 200
LA 4 e A K 3 S rlable and accounts

payablo) \(\4 x 12, 281 22,695
HABR B ‘()’t rrent Liabilities) 5, 340 6, 343
Jeizh feff (Non‘eurrent Liabilities) - -
K4 1§ %onb-Term Loan) - -
ﬁs& \ﬁvﬂﬁ (other Non-current Liabilities) - -
A (Total liabilities) 18, 821 30, 238
A< (Capital Stock) 5, 000 5, 000
ZEAAF (Capital Reserves) - -
EAf7lkz5 (Retained Earning) 20, 525 25, 652
BeZ&MEE (Shareholder's equity) 25, 525 30, 652
ARFBR R (Liabilities and Shareholder's equity) 44, 346 60, 890
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Estimated Income statement of CleanTech Co.

Bfr: JiT6

Unit: Ten Thousand Yuan

2021 FEAAFETIHE
Bre 1H1H-9H30H=k | 10 H1H-12 A 31 HWit | Estimated number
2020 EAEH
Assets Jan.1 — Sep.30 Actual Oct.1 — Dec.31 Estimated of the whole year
in 2021 A
TR &
) 41,039 17,120 58, 159 46, 034
Operating Revenue - r
B A )és \
32,694 13, 890 35, 860
Operating Cost /(ls\/ﬁ
£FI# Gross Profit 8,345 3,230 | 0 NI 575 10, 174
Tod <a S B m < A4
110 49 9 )/ 159 198
Taxes and Surcharges N4
- \
A AN )
] 809 f 1, 007 903
Operating Expense .‘\;/P’ \
B ”n
o ] 978 = 389 1, 367 1,238
Administrative Expense 7{\‘.
A 2 ’,
2,089 821 2,910 2,198
R&D Expense i,
Itk 4% ¢ YO
29 168 164
Financial Expense 4 A N
#\FI Operating Profit Ao 1, 744 5, 964 5, 473
I 20 20 230
Non-Business Expenditure 0\
FHEH Total Profit OO 4200 1, 744 5,944 5,243
PR, A\
FF B /\
1 578 239 817 754
Income Tax
3,622 1,505 5,127 4,489

X%
¥ Net Profit \9&\

\V
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Annex 3: Table of main financial indicators of CleanTech Co.

_ R SR B ER AR
E L i N N
CleanTech Co. LingXian PV MingXi PV
Indicators
2019 ‘ 2020 | 2021 2021 2021
—. AR /1447 Profitability Analysis
1. 254 F)Z%E Return On Equity (ROE) 18.79% | 19.28% | 18.25% 18.84% 24.87%
2. EFIZE Gross Profit Margin 24.30% | 22.10% | 19.90% 18.70% | /3, 23.00%
3. BB 2 Net Profit Margin on Sales 8.92% | 9.75% | 8.82% 7.90%, | < 10.90%
4, D% ROTA 10.44% | 11.95% | 9.74% 10.35% 15.26%
—. EEfige 10T Analysis of Short-term Solvency AN
1. Jishtk& Current Ratio 2.55 1.98 1.78 (*.‘ - 1.88
2. 3= Quick Ratio 191 | 150 | 141 5\ f22 1.53
3. Bl& k% Cash Ratio 0.25 0.25 0.20 ; Y~ 012 0.23
=. KHR#EEE 14T Analysis of Long-term Solvency X ‘k ‘
1. B QAL \NH!
o _ ) 31.65% | 42.44% | 49.6 45.41% 39.89%
Asset-Liability Ratio (Endling Balance) N
2. B TRE CPHID ~ )&’75
1.80 1. N.a 1.82 1.63
Equity Multiplier (Average Value) N 4'/
M. HEEEMESH Analysis of Assests Managemen /V'
1. BB re %R Total Assets Turnover 1.&“& /o111 1.31 1.40
2. MUK JE# % Receivables Turnover 36477233 1.94 2.42 3.12
=k AN ¥
3. fE5REEZ Inventory Turnover ;/\\@} 5.68 5.30 491 5.78
4, FEEE %S Fixed Assets Turnover 9.73 | 11.61 10.38 9.43
5. HAbAEREN T R NS
39.36 | 43.02 | 43.68 44.39 43.98
Other Non-current Assets Turno%
6. Rk H A% 7 X
2.30 3.37 2.66 2.42 2.23
Accounts Payable Turnover, /
T KT Grow‘m y
1. INIE K T Re\@\%/vth rate 25.77% | 24.82% | 26.34% 38.02% 48.11%
2. HBHKE Total\ae.g!tgrowth rate -4.61% | 44.09% | 37.31% 16.40% 80.36%
3. HRlEIERE rofit growth rate 12.20% | 36.44% | 14.21% 16.33% 20.16%
\ \)
-End -




