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XPeng Inc.

Five-Year Financial Summary

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

Year ended December 31,

2019 2020 2021 2022 2023
[(RMB, in thousands)

Total revenues 2,321,219 5,844,321 20,988,131 26,855,119 30,676,067
Total cost of sales (2,879,360 (5,578,332)  (18,365,576)  (23,766,728] (30,224,912)
Gross (loss] profit (558,141) 265,989 2,622,555 3,088,391 451,155
Total operating expenses (3,234,727)  [4,646,555)  (9,419,700) (11,903,082) (11,835,516)
Loss from operations (3,780,574) (4,293,736) (6,579,405) (8,705,523) (10,889,434)
Loss before income tax expenses and share

of results of equity method investees (3,691,672) (2,730,762) (4,837,106) (9,118,358) (10,393,705)
Net loss (3,691,673) (2,731,985) (4,863,096) (9,138,972 (10,375,775)
Net loss attributable to ordinary shareholders

of XPeng Inc. (4,642,754) (4,889,729) (4,863,096) (9,138,972) (10,375,775)
Total comprehensive loss attributable

to ordinary shareholders of XPeng Inc. (3,694,641) (3,456,418) (5,781,264) (5,946,399) (10,089,161)

CONSOLIDATED BALANCE SHEETS

As of December 31,
2019 2020 2021 2022 2023
(RMB, in thousands)

ASSETS

Total current assets 4,960,650 39,679,278 48,830,736 43,527,421 54,521,629
Total non-current assets 4,290,715 5,027,501 16,820,566 27,963,585 29,640,912
Total assets 9,251,365 44,706,779 65,651,302 71,491,006 84,162,541
LIABILITIES

Total current liabilities 3,297,691 7,837,263 18,012,664 24,114,853 36,111,562
Total non-current liabilities 3,090,626 2,439,707 5,492,060 10,465,488 11,722,452
Total liabilities 6,388,317 10,276,970 23,504,724 34,580,341 47,834,014

SHAREHOLDERS'(DEFICIT) EQUITY
Total shareholders’ (deficit) equity (6,830,430) 34,429,809 42,146,578 36,910,665 36,328,527
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Key Achievements

OPERATIONAL AND FINANCIAL HIGHLIGHTS FOR THE YEAR ENDED DECEMBER 31, 2023

o Total deliveries of vehicles were 141,601 in 2023, representing an increase of 17.3% from 120,757 in 2022.
. XPENG’s physical sales network had a total of 500 stores, covering 181 cities as of December 31, 2023.

o XPENG self-operated charging station network reached 1,108 stations, including 902 XPENG self-operated

supercharging stations and 206 destination charging stations as of December 31, 2023.

o Total revenues were RMB30.68 billion for the year ended December 31, 2023, representing an increase of 14.2% from
RMB26.86 billion for the year ended December 31, 2022.

o Revenues from vehicle sales were RMB28.01 billion for the year ended December 31, 2023, representing an increase
of 12.8% from RMB24.84 billion for the year ended December 31, 2022.

. Gross margin was 1.5% for the year ended December 31, 2023, compared with 11.5% for the year ended December 31, 2022.

o Vehicle margin, which is gross profit or loss of vehicle sales as a percentage of vehicle sales revenue, was negative
1.6% for the year ended December 31, 2023, compared with 9.4% for the year ended December 31, 2022.

. Fair value loss on derivative liability, was RMBO0.41 billion for the year ended December 31, 2023. For fiscal year 2023, this
non-cash loss resulted from the fluctuation in the fair value of the forward share purchase agreement, measured through

profit or loss, related to the issuance of shares by the Company for strategic minority investment by the Volkswagen Group.

. Net loss was RMB10.38 billion for the year ended December 31, 2023, compared with RMB9.14 billion for the year
ended December 31, 2022. Excluding share-based compensation expenses, fair value loss on derivative liability and
fair value gain on derivative liability relating to the contingent consideration, non-GAAP net loss was RMB9.44 billion
for the year ended December 31, 2023, compared with RMB8.43 billion for the year ended December 31, 2022.

o Net loss attributable to ordinary shareholders of XPENG was RMB10.38 billion for the year ended December 31,
2023, compared with RMB9.14 billion for the year ended December 31, 2022. Excluding share-based compensation
expenses, fair value loss on derivative liability and fair value gain on derivative liability relating to the contingent
consideration, non-GAAP net loss attributable to ordinary shareholders of XPENG was RMB9.44 billion for the year
ended December 31, 2023, compared with RMB8.43 billion for the year ended December 31, 2022.

o Basic and diluted net loss per American depositary share (ADS) were both RMB11.92 for fiscal year 2023, compared
with RMB10.67 for the prior year. Basic and diluted net loss per ordinary share were both RMB5.96 for fiscal year
2023, compared with RMB5.34 for the prior year. Each ADS represents two Class A ordinary shares.

o Non-GAAP basic and diluted net loss per ADS were both RMB10.85 for fiscal year 2023, compared with RMB9.84
for the prior year. Non-GAAP basic and diluted net loss per ordinary share were both RMB5.42 for fiscal year 2023,
compared with RMB4.92 for the prior year.

o Cash and cash equivalents, restricted cash, short-term investments and time deposits were RMB45.70 billion as
of December 31, 2023, compared with RMB38.25 billion as of December 31, 2022. Time deposits include short-term

deposits, restricted long-term deposits, current portion and non-current portion of long-term deposits.



XPeng Inc.

Key Achievements

RECENT DEVELOPMENT

Deliveries in January, February and March 2024

o Total deliveries were 8,250 vehicles in January 2024.
3 Total deliveries were 4,545 vehicles in February 2024.
o Total deliveries were 9,026 vehicles in March 2024.

o As of March 31, 2024, year-to-date total deliveries were 21,821 vehicles.

Launch of XPENG X9
On January 1, 2024, XPENG launched XPENG X9 ultra smart large seven-seater MPV and commenced deliveries during the

same month.

Entry into Master Agreement on Strategic Technical Collaboration and Joint Sourcing Program with the
Volkswagen Group

XPENG and the Volkswagen Group entered into a Master Agreement on Platform and Software strategic technical
collaboration ("Master Agreement’], marking a significant milestone in the strategic partnership of both parties. As part of the

Master Agreement, both parties also entered into a Joint Sourcing Program, targeting to jointly reduce the cost of the platform.
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Forward-Looking Statement

This annual report contains forward-looking statements. These statements are made under the “safe harbor” provisions
of the United States Private Securities Litigation Reform Act of 1995. These forward-looking statements can be identified
by terminology such as “will,” “expects,” “anticipates,” “future,” “intends,” “plans,” "believes,” “estimates” and similar
statements. Statements that are not historical facts, including statements about XPENG's beliefs and expectations, are
forward-looking statements. Forward-looking statements involve inherent risks and uncertainties. A number of factors
could cause actual results to differ materially from those contained in any forward-looking statement, including but not
limited to the following: XPENG's goal and strategies; XPENG's expansion plans; XPENG's future business development,
financial condition and results of operations; the trends in, and size of, China's EV market; XPENG's expectations regarding
demand for, and market acceptance of, its products and services; XPENG's expectations regarding its relationships with
customers, suppliers, third-party service providers, strategic partners and other stakeholders; general economic and
business conditions; and assumptions underlying or related to any of the foregoing. Further information regarding these
and other risks is included in XPENG's filings with the United States Securities and Exchange Commission. All information
provided in this report is as of the Latest Practicable Date, and XPENG does not undertake any obligation to update any

forward-looking statement, except as required under applicable law.
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Business

OVERVIEW

We are a leading Chinese Smart EV company that designs, develops, manufactures, and markets Smart EVs that primarily
appeal to the large and growing base of middle-class consumers in China. Since inception, we have taken an innovative
technology path to our envisioned future of mobility. We intend to empower consumers with our differentiated Smart EVs
that can offer disruptive mobility experiences. We believe this can be achieved by fast iteration of software and seamless
integration with hardware, which enable us to lead the innovation of Smart EV technologies and provide differentiated

Smart EV products to consumers.

Since our inception in 2015, we have become one of the leading Smart EV companies in China, with leading software and
hardware technology at our core and bringing innovation in advanced driver assistance, smart connectivity and core vehicle
systems. We develop full stack advanced driver assistance systems, ["ADAS"), software in house and have deployed such
software on mass-produced vehicles. We started to roll out our XNGP in March 2023 and have made XNGP available in

cities without HD map coverage since November 2023. As a result, its geographical coverage has expanded swiftly in China.

Our Smart EVs appeal to the large growing base of middle-class consumers in China. We primarily target the mid- to
high-end segment in China’s passenger vehicle market, with prices ranging from RMB150,000 to RMB400,000. Consumers
choose our products primarily because of attractive design, industry-leading electrification and smart technologies,

interactive smart mobility experience and long driving range.

We are building a rapidly expanding, diversified portfolio of attractive Smart EV models to capture the growing demand for

Smart EVs and appeal to the differentiated needs of a broad customer base.

. In December 2018, we started delivery of the G3, which is our first Smart EV and a compact SUV.
. In May 2020, we started delivery of the P7, which is our second Smart EV and a sports sedan.
. In March 2021, we started delivery of the P7 Wing, which is a limited edition designed to accentuate the sporty and dynamic

styling of the sports sedan with scissor-style front doors that are traditionally only available in luxury sports vehicles.

. In March 2021, we introduced newer versions of the G3 and the P7 that are equipped with lithium iron phosphate

battery to provide our customers with a wider variety of options.

U In April 2021, we unveiled the P5, which is our third Smart EV and a family sedan, and started delivery in September 2021.

. In July 2021, we introduced the G3i, which is the mid-cycle facelift version of the G3, and started delivery in August 2021.

. In September 2022, we launched the G9, which is our fourth Smart EV and a mid- to large-sized SUV, and started

mass delivery in October 2022.
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Business
3 In March 2023, we introduced the P7i, which is the mid-cycle facelift version of the P7, and started delivery during the
same month.
. In June 2023, we launched the Gé, which is our fifth Smart EV, and started delivery to customers in July 2023.
. In January 2024, we launched the X9, which is our sixth Smart EV, and started delivery during the same month.

We currently offer the following models:

. P7 (sports sedan], with a wheelbase of 2,998 mm and CLTC range of 586 km.

. P5 (family sedan], with a wheelbase of 2,768 mm and CLTC range of 500 km.

. G9 [mid- to large-sized SUV], with a wheelbase of 2,998 mm and CLTC range between 570 km and 702 km.

. P7i (sports sedan), with a wheelbase of 2,998 mm and CLTC range between 550 km and 702 km.

. G6 (coupe SUVJ, with a wheelbase of 2,890 mm and CLTC range between 580 km and 755 km.

. X9 (seven-seater MPV), with a wheelbase of 3,160 mm and CLTC range between 610 km and 702 km.

Our ADAS and in-car intelligent operating system enable customers to enjoy a differentiated smart mobility experience,
and our Smart EVs can be upgraded through OTA firmware updates to introduce enhancements and new functionalities.
Continuous innovation in software is one of the key factors that differentiate our Smart EVs and has become a critical value

proposition appealing to customers.

We seek to expand our customer reach by extending our online and physical sales and service network. As of December
31, 2023, our physical sales network consisted of a total of 500 stores, covering 181 cities in China. In addition, we actively

engage in online marketing through various channels to further enhance our brand recognition and customer acquisition.

We aim to offer our customers a convenient charging and driving experience by providing them with access to a vast,
rapidly-growing charging network. Our customers can choose to charge their Smart EVs using home chargers, at XPENG
self-operated charging station network or at third-party charging stations. In addition, we started to launch the 480kW S4
supercharging stations in China in 2022. As of December 31, 2023, XPENG self-operated charging station network further
expanded to 1,108 stations, including 902 XPENG self-operated supercharging stations and 206 destination charging
stations. Our S4 supercharging stations have covered over 150 cities in China, including all of the tier-1 and the new tier-1

cities.
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Business

Our manufacturing philosophy centers on quality, continuous improvement, flexibility and high operating efficiency. We
currently manufacture our vehicles at our own Zhaoqing plant and Guangzhou plant. In addition, the construction of our
new manufacturing base in Wuhan has been completed as of March 31, 2024, which is currently awaiting the inspection and

acceptance procedures conducted by relevant government authorities.

Our total revenues grew rapidly from RMB20,988.1 million in 2021 to RMB26,855.1 million in 2022, and further to
RMB30,676.1 million in 2023. Our Smart EV deliveries increased from 98,155 units in 2021 to 120,757 units in 2022, and
further to 141,601 units in 2023, representing a year-on-year growth rate of 17.3% between 2022 and 2023. Along with strong

revenue growth, our gross profit margin decreased from 12.5% in 2021 to 11.5% in 2022, and decreased to 1.5% in 2023.

PRODUCTS

Our products include Smart EVs and advanced ADAS software system. We design, develop, manufacture and market
Smart EVs, and we develop full-stack ADAS software system in-house. We design our Smart EVs to satisfy the needs and
preferences of middle-class consumers in China. Primarily priced in the mid- to high-end segment, our Smart EVs offer

customers a great-to-drive and great-to-be-driven experience, as well as compelling value proposition.

G3 and G3i
Our first mass-produced Smart EV, the G3, is a compact SUV and we started to deliver the G3 in December 2018. In July
2021, we introduced the G3i, which is the mid-cycle facelift version of the G3, and started delivery in August 2021. We have

ceased the manufacturing and sale of the G3 and G3i.

P7 and P7i

Our second mass-produced Smart EV, the P7, is a four-door sports sedan. We started the production of the P7 and began
delivery in May 2020. In November 2020, we unveiled the P7 Wing, a limited edition designed to maximize the sporty and
dynamic style of the sports sedan with a pair of specifically-designed scissor-style front doors, which are traditionally only

available in luxury sports vehicles. We started the delivery of the P7 Wing in March 2021.

In March 2023, we introduced and started delivering the P7i, which is the mid-cycle facelift version of the P7.

P5

In April 2021, we unveiled the P5, which is our third Smart EV and a family sedan, and started delivery in September 2021.
We have deployed LIDAR technology to further enhance the perception capability of the P5, which we believe was the
world’s first mass-produced Smart EV equipped with LIDAR.
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Business

G9
In September 2022, we launched the G9, which is our fourth Smart EV and a mid- to large-sized SUV, and started mass

delivery in October 2022. In September 2023, we upgraded the G9 to 2024 Edition.

Featuring our powertrain system using 800V high-voltage Silicon Carbide (SiC) platform, the G9 demonstrates greater
energy consumption efficiency and charging efficiency compared to other EVs built on a 400V platform. The Max trim of G9
can support our full-scenario ADAS, XNGP, by which we intend to offer advanced driver assistance in the full spectrum of

driving scenarios from highways and carparks to complex city roads.

Gé
In June 2023, we launched the G6, which is our fifth Smart EV and a coupe SUV, and started delivery to customers in
July 2023.

Based on our next-generation technology architecture, SEPA 2.0, the Gé is equipped with our powertrain system and using
800V high-voltage SiC platform and features cutting-edge front and rear integrated aluminum body die-casting technology
and Cell Integrated Body (CIB] battery-body integration technology. The Max trim of the G6 can support our full-scenarios
ADAS, XNGP.

X9
In January 2024, we launched the X9, which is our sixth Smart EV and a large seven-seater MPV, and started delivery during

the same month.

Based on our next-generation technology architecture, SEPA 2.0, the X9 is equipped with our powertrain system using
800V high-voltage SiC platform and features cutting-edge front and rear integrated aluminum body die-casting technology
and CIB battery-body integration technology. The X9 is equipped with an active rear-wheel steering system and intelligent
dual-chamber air suspension, providing customers with an enhanced driving experience. Also, the X9 features our next-

generation smart in-car operating system, XOS Tianji. The Max trim of the X9 can support our full-scenarios ADAS, XNGP.

Plans to Launch New Models

We plan to continuously introduce new models and facelifts to expand our product portfolio and customer base. We have
invested in multiple powerful EV vehicle platforms over the past few years, including our fully established E-platform,
F-platform and H-platform. Our future models will be based on these platforms and our next-generation technology
architecture SEPA 2.0, adaptable and flexible with multiple vehicle platforms. We also acquired the smart vehicle business
of DiDi relating to an A-class EV pursuant to the DiDi Share Purchase Agreement upon the initial closing on November 13,

2023. See the section headed “— Strategic Transactions.” in this annual report.

Advanced ADAS Software
We rolled out our advanced ADAS software, XPILOT 3.0, through OTA firmware update, in January 2021. XPILOT 3.0 can

support navigation guided pilot, or NGP, for highway driving and advanced automated parking.
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Business

In October 2022, we revealed our next-generation ADAS, XNGP, by which we intend to offer driver assistance in the full
spectrum of driving scenarios from highways and carparks to complex city roads. We started to rollout our XNGP in March
2023, and have made XNGP available in cities without HD map coverage since November 2023. As a result, its geographic
coverage has expanded swiftly in China. The XNGP experience was made available to the Max trim of each of the Gé, the P7i,

the G9 and the X9 models.

SMART EV DELIVERIES

The following table sets forth the number of our vehicles delivered to customers in the periods indicated:

For the three months ended

March 31, June30, September30, December3f, March3!,  June30, September30, December3!, March31,  June30, September 30, December 31,
2021 2021 2021 2021 2022 2022 2022 2022 2023 2023 2023 2023

Total 13,340 17,398 25,666 41751 34,561 34,422 29,970 22,204 18,230 23,205 40,008 60,158

OUR TECHNOLOGIES

We develop most of our key technologies in-house to achieve a rapid pace of innovation and tailor our product offerings for
consumers. By developing our proprietary software and hardware technologies, we are able to retain better control over the

performance and experience of our Smart EVs and have the flexibility to continuously upgrade them.

Our ADAS
Since inception, we have dedicated significant research and development efforts in ADAS technology, which we believe is a
key element for the Smart EV experience. Our research and development capabilities enable us to continuously improve our

ADAS and achieve fast system iterations.

We rolled out NGP for highway driving and advanced automated parking, or the Valet Parking Assist, each of which is a
function of our proprietary XPILOT 3.0, through OTA firmware updates in January 2021 and June 2021, respectively.

The NGP for highway driving is capable of autonomously changing lanes, overtaking other vehicles, recognizing traffic
signs and construction signs, as well as adjusting speed. It also enables a vehicle to autonomously enter and exit a highway

system, as well as switch from one highway to another.

The Valet Parking Assist, the advanced automated parking function of XPILOT 3.0, can memorize the locations and layouts of
the parking lots that a driver frequently uses. Based on such information, the function enables the ADAS of a vehicle from the

entrance of a parking lot to a memorized parking space, followed by the automated parking of the vehicle into such space.
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Business

At our fourth annual 1024 Tech Day, October 24, 2022, we revealed our next-generation ADAS, XNGP , by which we intend
to offer driver assistance in the full spectrum of driving scenarios. When XNGP activated with a set destination, the vehicle
itself can perform a wide range of driving tasks such as cruising, changing lanes, getting around stationary vehicles
or obstacles, and navigate through intersections. We started to rollout our XNGP in March 2023, and have made XNGP
available in cities without HD map coverage since November 2023. As a result, its geographic coverage has expanded swiftly
in China.

Powertrain

Powertrain plays a critical role in our ability to deliver safe and high-performance EVs at competitive prices. Our Smart EV's
powertrain consists of the battery system, electric drive system, high voltage system and vehicle control unit, or VCU. Leveraging
our superior in-house research and development capabilities, we are able to differentiate our Smart EVs in key powertrain
features, such as charging efficiency, battery safety, range, noise, drivability and digitization. The powertrain’s ECUs are amenable

to OTA firmware updates, which enable us to improve the powertrain’s functions and customer experience after delivery.

Our Smart EVs' battery system utilizes high-energy density battery cells. We utilize lithium nickel manganese cobalt oxide,
or NCM, cells and LFP cells for our batteries. Through our research and development efforts, we seek to enhance the

energy density of the battery pack and reduce its cost, while also maintaining its safety, reliability and longevity.

We rolled out our powertrain system using 800V high-voltage SiC platform on the G9. As a result, the G9 demonstrated
greater energy consumption efficiency and charging efficiency compared to other EVs built on a 400V platform. We intend
to adopt 800V high-voltage SiC platform on new Smart EV models based on SEPA 2.0 in our future product roadmap. Going
forward, we intend to leverage a growing suite of electrification technology innovations to improve our Smart EVs" range,

charging speed and costs.

SEPA2.0

In April 2023, we unveiled our next-generation technology architecture SEPA 2.0 (Smart Electric Platform Architecture),
which set the foundation for our future production models. SEPA 2.0 brought a series of more advanced architectural
solutions, from our in-house development autonomous driving software to vehicle engineering. It is expected to shorten
future models” R&D cycle and optimize R&D efficiency. Most of the architectural components will be compatible with new

models, enabling us to meet diverse customer needs at optimized costs.

SEPA 2.0 is adaptable and flexible with multiple vehicle platforms for wheelbases between 1,800 mm and 3,200 mm and
scalable to support a variety of vehicle types, including sedan, coupe, hatchback, wagon, SUV, MPV and pickup truck. SEPA
2.0 integrates various features, including smart technology (XNGP ADAS, Xmart OS in-car operating system and X-EEA
electrical and electronic architecture), powertrain (800V high-voltage SiC platform, XPower 800V high-voltage oil-cooled
flat-wire SiC integrated electric drive system, X-HP smart thermal management system and fast charging), and advanced

manufacturing (front and rear integrated aluminum body die-casting technology, Cell Integrated Body [CIB) technology).

We started delivery of the G6, our first new production model built on SEPA 2.0 in July 2023, and the X9 in January 2024,
which is also based on SEPA 2.0.

1M
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X0S Tianji

XOS Tianji is our next-generation smart in-car operating system, which offers a comprehensive suite of smart in-car functionality
that aims to integrate our smart driving capabilities with next-generation smart cabin scenarios and advance the human-machine
co-driving experience. It features multi-tasking on a single screen, a customizable XDock, real-time Surrounding Reality (SR)
display, all-round safety warnings, and smart voice assistant. We expect XOS Tianji to serve as a sophisticated in-car companion

and automotive expert for our consumers’ daily use. In January 2024, we launched the X9, our first model equipped with XOS Tianji.

SALES AND MARKETING

We seek to cost-efficiently expand our customer reach and grow sales. We had a total of 500 stores, covering 181 cities
in China as of December 31, 2023. Stores in our sales network include both stores directly operated by us and franchised

stores, and in 2023 we increased our efforts on expansion through franchised stores.

While currently we primarily sell products and services in China’s market, we also made positive progress in overseas
markets. In December 2020, the first batch of the European version of the G3 was delivered to customers in Norway. In
August 2021, we started the deliveries of the P7 to the European market. In 2022, we opened stores in the Netherlands,
Sweden, Denmark and Norway. In February 2023, we launched the G? mid- to large-sized SUV and the new P7 sports sedan
for Europe and opened Delivery and Service Center in Norway. In the second quarter of 2023, we opened our Delivery and

Service Centers consecutively in the Netherlands, Sweden, and Denmark.

COMPREHENSIVE SERVICES

We offer our customers a comprehensive suite of charging solutions and after-sales services, as well as various
value-added services. These services offer our customers a convenient experience and enable full lifecycle engagement

with our customers, which in turn improves their loyalty.

Charging Solutions

We aim to offer our customers a convenient charging experience by giving them access to a wide and expanding charging
network in a cost-efficient manner. Our customers can choose to charge their EVs by home chargers, XPENG self-operated
charging station network, or third-party charging stations. We will continue to expand the XPENG self-operated charging

station network coverage, to provide greater accessibility and enhanced charging experience to our customers.

In September 2022, we launched seven 480kW S4 supercharging stations in five cities in China. Our S4 supercharging
stations significantly shortened the charging time for our customers with the G9, the G6 and the X9, which are equipped
with 800V high-voltage platform. As of December 31, 2023, XPENG self-operated charging station network further expanded
to 1,108 stations, including 902 XPENG self-operated supercharging stations and 206 destination charging stations. Our S4
supercharging stations have covered over 150 cities in China, including all of the tier-1 and the new tier-1 cities. We are one
of the EV companies that have established self-operated charging networks in China, and we will continue to strategically

expand the network of our XPENG self-operated charging stations to better serve our customers.
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After-Sales Services and Warranty

We provide efficient after-sales services both offline and online. Offline services are available at our service centers and
cover repairs and maintenance for our Smart EVs. We also provide online after-sales services, which are enabled by our
cloud capabilities and high-speed connectivity of our Smart EVs. Our system is able to monitor vehicle performance status
in real time, remotely diagnose certain vehicle malfunctions and potential issues and recommend solutions to prevent
problems. Certain software-related issues can be resolved remotely through OTA updates. In addition, we have developed
an intelligent remote diagnosis system, which detects potential system error before it occurs to ensure vehicle safety. We

also offer competitive warranty terms for our Smart EVs.

Other Services

We also offer the following services.

. Insurance technology support. We provide technology support to our customers who purchased our Smart EVs so they
may readily obtain automotive insurance from insurance companies. To offer a convenient experience, we leverage
some intelligent functions with patented technology to help customers to quickly make insurance claims. In April 2023,
GIIA, a Group VIE as an insurance intermediary with qualifications for nationwide sale of insurance products, collection
of insurance premiums, investigation and settlement of losses on an agency basis, started operating and entered into
cooperation agreements with certain mainstream insurance companies. We also announced strategic cooperation

relationships with leading insurance companies to explore insurance products and services in relation to ADAS.

o Automotive loan referral and auto financing. We cooperate with financial institutions and connect them with customers who
seek automotive financing solutions. To complement services of these financial institutions, we also offer auto financing
to our customers through a wholly-owned subsidiary. Such auto financing program is treated as an installment payment

program for accounting purposes and the Group records the relevant installment payment receivables on its balance sheets.

STRATEGIC TRANSACTIONS

On July 26, 2023, we and the Volkswagen Group entered into the VW Technical Framework Agreement on strategic technical
collaboration and the VW Share Purchase Agreement for strategic minority investment by the Volkswagen Group in us.
Pursuant to the VW Technical Framework Agreement, we and the Volkswagen Group will cooperate on joint development of
the two B-class battery electric vehicles models for sale in the Chinese market under Volkswagen brand, leveraging respective
core competencies and our G9 platform and connectivity and ADAS software. Pursuant to the VW Share Purchase Agreement,
on December 6, 2023, we completed the issuance of an aggregate of 94,079,255 Class A ordinary shares to Volkswagen
Nominee for approximately US$705.6 million. Furthermore, on February 29, 2024, we and Volkswagen Group announced
entry into a Master Agreement on Platform and Software Strategic Technical Collaboration (the "Master Agreement’], which
accelerates the joint development of two B-class battery electric vehicles models for sale in the Chinese market under
Volkswagen brand mentioned in the VW Technical Framework Agreement and paves the way for an extended and deeper
strategic collaboration in the future. As part of the Master Agreement, we and the Volkswagen Group have also entered into a

joint sourcing program for the common parts of vehicles and platform that used by both parties.

13
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On August 27, 2023, we entered into a share purchase agreement with DiDi and Da Vinci Auto Co. Limited, a wholly-owned
subsidiary of DiDi, to acquire, in consideration of the Company’'s newly issued Class A ordinary shares, the entire issued
share capital of Xiaoju Smart Auto Co. Limited, which, together with its subsidiaries, is contemplated to be able to operate the
smart auto development business previously conducted by DiDi. We and DiDi simultaneously entered into the DiDi Strategic
Cooperation Agreement to embark on cooperation in various areas, including the research and development of the new
Smart EV model, operation of the Company’s Smart EV models on DiDi’s ride sharing platform, marketing, financial and
insurance services, charging, Robotaxi and the joint development of international market. On November 13, 2023, upon the
initial closing of the DiDi Share Purchase Agreement, we issued 58,164,217 Class A ordinary shares to DiDi, and DiDi's smart
auto development business became wholly owned by us and its financial results have been consolidated into our consolidated
financial statements. We may issue additional Class A ordinary shares to DiDi under the DiDi Share Purchase Agreement upon

satisfaction of certain milestones under such agreement.

MANUFACTURING

Our manufacturing philosophy centers on quality, continuous improvement, flexibility and high operating efficiency. We
take a lean production approach, with the aim of continuous optimization in operating efficiency and product quality. We
currently manufacture our vehicles at our own Zhaoging plant and Guangzhou plant. In addition, the construction of our
new manufacturing base in Wuhan has been completed as of March 31, 2024, which is currently pending inspection and

acceptance procedures conducted by relevant government authorities.

We historically produced the G3 through a contract manufacturing collaboration with Haima Automobile Co., Ltd, or Haima,

in Zhengzhou, Henan province. We ceased the contract manufacturing arrangement with Haima in December 2021.

DATA PRIVACY AND SECURITY

We are committed to complying with applicable data protection laws and protecting the security of personal data. We mainly
collect and store data relating to the usage of the ADAS system, infotainment system, as well as data collected through our
sales and services channels. Such data primarily includes, among others, name, contact information and payment information.
In addition, we also collect vehicle data of our Smart EVs, including, among others, vehicle condition, location information,
assisted driving information, charging status, maintenance status, as well as information of the in-car infotainment system,
such as information relating to smart voice assistant, smart navigation, music, data traffic and third-party apps. Such data
is collected in accordance with applicable data protection laws and regulations. Our privacy policy, which is provided to every
customer, describes our data processing activities. Specifically, we undertake to manage and use the data collected from
customers in accordance with applicable laws and make reasonable efforts to prevent unauthorized use, loss, or leakage of
customer data and will not disclose sensitive customer data to any third party without appropriate and necessary business
needs, except under legal requirement or certain circumstances specified in the customer consent. We implement data

security measures, for instance, access control and identity verification. We strictly limit and monitor employee access to
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customer personal data. We provide data privacy and information security training to these employees and require them to
report any information security breach. Our business partners may have access to the data collected within the scope of their
service. We take various measures, such as entering into separate confidentiality agreements or data protection agreements

with our business partners, adopting necessary data security measures such as encryption, to protect such data.

We use a variety of technologies to protect the data with which we are entrusted. For example, we segregate our internal
databases and operating systems from our external-facing services and intercept unauthorized access. We anonymize
personal data by removing personally identifiable information, when such information is not relevant to our business. We
encrypt personal data in transit, using sophisticated security protocols to ensure the integrity and confidentiality. We back
up our personal data and operating data on a regular basis in separate back-up systems to minimize the risk of customer
data loss or leakage. Whenever an issue related to data privacy is discovered, we take prompt actions to upgrade our system
and mitigate any potential problems that may undermine the security of our system. We also have a dedicated privacy and
security team and a Data Protection Officer responsible for data protection. We believe our policies and practice with respect

to data privacy and security are in compliance with applicable laws and prevalent industry practice in all material aspects.

COMPETITION

We have strategically focused on offering Smart EVs for the mid- to high-end segment of China’s passenger vehicle
market. We directly compete with other pure-play EV companies, especially those targeting the mid- to high-end segment.
To a lesser extent, our Smart EVs also compete with ICE vehicles in the mid- to high-end segment offered by traditional
OEMs. Furthermore, traditional OEMs that have strong brand recognition, substantial financial resources, sophisticated
engineering capabilities and established sales channels may shift their focus towards the EV market in the future. We
believe that our competitive advantage over existing and potential competitors lies in our innovative product offerings
localized for consumers in China, ability to offer a great-to-drive and great-to-be-driven experience, robust software and

hardware technologies, scalable and efficient platforms and our winning Smart EV team.

INTELLECTUAL PROPERTY

We have developed a number of proprietary systems and technologies, and our success depends on our ability to protect
our core technology and intellectual property. We utilize a combination of patents, trademarks, copyrights, trade secrets

and confidentiality policies to protect our proprietary rights.
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EMPLOYEES

As of December 31, 2021, 2022 and 2023, we had a total of 13,978, 15,829, and 13,550 employees, respectively. The following

table sets forth a breakdown of our employees categorized by function as of December 31, 2023.

Number of Percentage to

Function Employees Total
Research and development 5,401 39.9%
Sales and marketing 4,755 35.1%
Manufacturing 2,879 21.2%
General and administration 21 0.7%
Operation 424 3.1%
Total 13,550 100%

As of December 31, 2023, 13,268 of our employees were based in mainland China or Hong Kong, and 282 of our employees

were based overseas.

We believe we offer our employees competitive compensation packages and a dynamic work environment that encourages

initiative and is based on merit. As a result, we have been able to attract and retain talented personnel.

As required by PRC regulations, we participate in various government statutory employee benefit plans, including social
insurance, namely pension insurance, medical insurance, unemployment insurance, work-related injury insurance and
maternity insurance, and housing funds. We are required under PRC law to make contributions to employee benefit plans
at specified percentages of the salaries, bonuses and certain allowances of our employees, up to a maximum amount
specified by the local government regulations from time to time. In addition, we purchased additional commercial health
insurance to increase insurance coverage of our employees. Historically, we have offered and sold our Smart EVs to our
employees at discounts. We enter into standard labor, confidentiality and non-compete agreements with our employees.
The non-compete restricted period typically expires within two years after the termination of employment, and we agree to

compensate the employee with a certain percentage of his or her pre-departure salary during the restricted period.

We believe that we maintain a good working relationship with our employees, and we have not experienced any major labor

disputes causing material negative publicity.
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FACILITIES

We own land use rights with respect to a parcel of land of over 600,000 square meters in Zhaoging, Guangdong Province,
and such land use rights expire in 2067. We have constructed our Zhaoging plant on this parcel of land, and the plant has
an approved construction area of over 440,000 square meters. We purchased land use rights with respect to an additional
parcel of land of over 370,000 square meters in Zhaoging, Guangdong Province with a construction area of over 220,000
square meters, and such land use rights expire in 2070. We own land use rights with respect to a parcel of land of over
63,000 square meters in Guangzhou, Guangdong Province, and such land use rights expire in 2070. We have constructed
our manufacturing facility, which conducts trial production and manufactures charging solutions and electric drive system,
on this parcel of land, and the plant has a construction area of over 117,000 square meters. We also own land use rights
with respect to a parcel of land of over 68,000 square meters with respect to our technology park in Guangzhou, Guangdong
Province, and such land use rights expire in 2061. We also own land use rights with respect to a parcel of land of over
1,000,000 square meters in Wuhan, Hubei Province, and such land use rights do not expire until 2072 or at a later time. We
have commenced the construction of a new manufacturing base on this parcel of land in July 2021. As of March 31, 2024,
the construction of our new manufacturing base in Wuhan has been completed and is pending inspection and acceptance
procedures conducted by relevant government authorities. Certain manufacturing buildings of Guangzhou and Zhaoqing
plants and the land use right of our new manufacturing base in Wuhan and our technology park in Guangzhou were secured

for the long-term bank loans with a total appraised value of RMB4.26 billion.

We also maintain a number of leased properties. Our Guangzhou plant is located in Guangzhou, Guangdong Province,
where we lease over 375,000 square meters of land with 230,000 square meters of construction area. Our corporate
headquarters is located in Guangzhou, Guangdong Province, where we lease over 117,000 square meters of properties
primarily for corporate administration, research and development, trial production and testing. In addition, we lease a
number of properties in Beijing, Shanghai and Shenzhen, as well as in Silicon Valley and San Diego in the United States,
primarily for research and development and sales and marketing. We also lease a number of facilities for our direct stores,
self-operated charging stations and logistics centers across China and several flexible workspaces or co-working spaces in

Denmark, the Netherlands, Norway Sweden and Germany.

We intend to add new facilities or expand our existing facilities as we scale up our business operation. We believe that
suitable additional or alternative space will be available in the future on commercially reasonable terms to accommodate

our foreseeable future expansion.

INSURANCE

We maintain property insurance, public liability insurance and driver’s liability insurance. Pursuant to PRC regulations,
we provide social insurance including pension insurance, unemployment insurance, work-related injury insurance and
medical insurance for our employees based in China. We also purchase additional commercial health insurance to
increase insurance coverage of our employees. We do not maintain business interruption insurance or key-man insurance.
We believe that our insurance coverage is in line with the industry and adequate to cover our key assets, facilities and

liabilities.
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LEGAL PROCEEDINGS

We are currently not a party to any material legal or administrative proceedings. We may from time to time be subject to
various legal or administrative claims and proceedings arising from the ordinary course of business. Litigation or any other
legal or administrative proceeding, regardless of the outcome, is likely to result in substantial cost and diversion of our

resources, including our management’s time and attention.

RAW MATERIALS AND SUPPLIERS

We incur significant costs related to procuring components and raw materials required to manufacture our Smart EVs. We
use various components and raw materials in our business, such as steel and aluminum, as well as lithium battery cells,
millimeter-wave radar, or mmWave radar, and semiconductors. The prices for these components and materials fluctuate,
and their available supply may be unstable, depending on market conditions and global demand for these materials, and
thus our business and operating results are subject to variability in the cost and availability of these components and
materials. See "Risk Factors — Risks Relating to Our Business and Industry — Increases in costs, disruption of supply or
shortage of components and materials could have a material adverse impact on our business.” and “Risk Factors — Risks
Relating to Our Business and Industry — We are dependent on our suppliers, some of which are single-source suppliers.
Suppliers may fail to deliver necessary components of our Smart EVs according to our schedule and at prices, quality levels

and volumes acceptable to us.”

We procure components from both domestic suppliers and global suppliers, and choose suppliers based on a variety of
factors, such as technological expertise, product quality, manufacturing capacity, price and market reputation. To improve

cost efficiency and control supply chain risk, a majority of our components are purchased in China.

REGULATIONS

This section sets forth a summary of the most significant rules and regulations that affect our business activities in China

or the rights of our shareholders to receive dividends and other distributions from us.

PRC Permissions and Approvals

We have obtained all requisite permissions and approvals that are material to the Group’s operations in China as of the date
hereof, including Zhaoging Xiaopeng New Energy Investment Co., Ltd., or Zhaoqging Xiaopeng New Energy, and our Smart EVs
(the P5, the P7, the G9, the G6 and the X9] being listed in Announcement of the Vehicle Manufacturers and Products issued by
the Ministry of Industry and Information Technology of PRC (the "MIIT"), which is the entry approval for Zhaoging Xiaopeng New
Energy to become a qualified manufacturer for the manufacturing and sales of our Smart EVs. Given the significant amount
of discretion held by local PRC authorities in interpreting, implementing and enforcing relevant rules and regulations, as well
as other factors beyond our control, we cannot assure you that we have obtained or will be able to obtain and maintain all
requisite licenses, permits, filings and registrations. For details, see the section headed "Risk Factors — Risks Relating to
Our Business and Industry — Certain of our operating subsidiaries may be required to obtain additional licenses or permits or

make additional filings or registrations” in this annual report.
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Furthermore, the PRC authorities have recently promulgated new or proposed laws and regulations to further regulate
securities offerings that are conducted overseas by China-based issuers. For more detailed information, see the sections
headed “Business — Regulations — Regulations on M&A Rules and Overseas Listings” and “Business — Regulations —
Regulation Related to Internet Security and Privacy Protection” in this annual report. According to these new laws and
regulations and the draft laws and regulations, if enacted in their current forms, in connection with our future offshore
offering activities, we may be required to fulfill filing, reporting procedures with or obtain approval from the CSRC, and may
be required to go through cybersecurity review by the PRC authorities. However, we cannot assure you that we can obtain the
required approval or accomplish the required filing or other regulatory procedures in a timely manner, or at all. For details,
see the sections headed "Risk Factors — Risks Relating to Our Business and Industry — Actual or alleged failure to comply
with laws, regulations, rules, policies and other obligations regarding privacy, data protection, cybersecurity and information
security could subject us to significant reputational, financial, legal and operational consequences,” “Risk Factors — Risks
Relating to Our Business and Industry — Changes and developments in the PRC legal system and the interpretation and
enforcement of PRC laws, rules and regulations may subject us to uncertainties.” and “Risks Factors — Risks Relating to Our
Corporate Structure — Uncertainties exist with respect to the interpretation and implementation of the Foreign Investment

Law and its implementing rules and how they may impact our business, financial condition and results of operations”.

Regulation Related to Foreign Investment

The establishment, operation and management of companies in China are mainly governed by the PRC Company Law, which
was most recently amended in December 2023 and will become effective in July 2024. The PRC Company Law applies to both
PRC domestic companies and foreign-invested companies. On March 15, 2019, the National People’s Congress approved the
Foreign Investment Law, and on December 26, 2019, the State Council promulgated the Implementing Rules of the Foreign
Investment Law, or the Implementing Rules, to further clarify and elaborate the relevant provisions of the Foreign Investment
Law. The Foreign Investment Law and the Implementing Rules both took effect on January 1, 2020 and replaced three
previous major laws on foreign investments in China, namely, the Sino-foreign Equity Joint Venture Law, the Sino-foreign
Cooperative Joint Venture Law and the Wholly Foreign-owned Enterprise Law, together with their respective implementing
rules. Pursuant to the Foreign Investment Law, “foreign investments” refer to investment activities conducted by foreign
investors (including foreign natural persons, foreign enterprises or other foreign organizations] directly or indirectly in the
PRC, which include any of the following circumstances: (i) foreign investors setting up foreign-invested enterprises in the PRC
solely or jointly with other investors, (i) foreign investors obtaining shares, equity interests, property portions or other similar
rights and interests of enterprises within the PRC, (iii] foreign investors investing in new projects in the PRC solely or jointly
with other investors, and (iv) investment in other methods as specified in laws, administrative regulations, or as stipulated
by the State Council. The Implementing Rules introduce a see-through principle and further provide that foreign-invested

enterprises that invest in the PRC shall also be governed by the Foreign Investment Law and the Implementing Rules.

The Foreign Investment Law and the Implementing Rules provide that a system of pre-entry national treatment and
negative list shall be applied for the administration of foreign investment, where “pre-entry national treatment” means that
the treatment given to foreign investors and their investments at market entry stage is no less favorable than that given
to domestic investors and their investments, and “negative list” means the special administrative measures for foreign
investment’s entry to specific fields or industries. Foreign investments beyond the negative list will be granted national

treatment. Foreign investors shall not invest in the prohibited fields as specified in the negative list, and foreign investors
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who invest in the restricted fields shall comply with certain special requirements on shareholding and senior management
personnel, etc. In the meantime, relevant competent government departments will formulate a catalogue of the specific
industries, fields and regions in which foreign investors are encouraged and guided to invest according to the national
economic and social development needs. The current industry entry clearance requirements governing investment activities in
the PRC by foreign investors are set out in two categories, namely The Special Management Measures for the Entry of Foreign
Investment (Negative List] (2021 version), or the 2021 Foreign Investment Negative List, as promulgated on December 27,
2021 by the National Development and Reform Commission (the "NDRC”), and the Ministry of Commerce (the "MOFCOM"),
and taking effect from January 1, 2022, and the Encouraged Industry Catalogue for Foreign Investment (2022 version), as
promulgated by the NDRC and the MOFCOM on October 26, 2022 and taking effect on January 1, 2023. Industries not listed in

these two catalogues are generally deemed “permitted” for foreign investment unless specifically restricted by other PRC laws.

According to the Implementing Rules, the registration of foreign-invested enterprises shall be handled by the State
Administration for Market Regulation (the "SAMR"), or its authorized local counterparts. Where a foreign investor invests
in an industry or field subject to licensing in accordance with laws, the relevant competent government department
responsible for granting such license shall review the license application of the foreign investor in accordance with the
same conditions and procedures applicable to PRC domestic investors unless it is stipulated otherwise by the laws and
administrative regulations, and the competent government department shall not impose discriminatory requirements on

the foreign investor in terms of licensing conditions, application materials, reviewing steps and deadlines, etc.

Pursuant to the Foreign Investment Law and the Implementing Rules, and the Information Reporting Measures for Foreign
Investment jointly promulgated by the MOFCOM and the SAMR, which took effect on January 1, 2020, a foreign investment
information reporting system has been established and foreign investors or foreign-invested enterprises shall report
investment information to competent commerce departments of the government through the enterprise registration
system and the national enterprise credit information publicity system, and the administration for market regulation shall

forward the above investment information to the competent commerce departments in a timely manner.

Regulation Related to Manufacturing New Energy Passenger Vehicles
Under the PRC laws, a newly-established manufacturer of new energy passenger vehicles shall first complete the filings
with the competent local counterpart of the NDRC, and thereafter obtain the entry approvals from the MIIT, for itself and

the new energy passenger vehicles to be manufactured by them.

On June 2, 2015, the NDRC and the MIIT promulgated the Administrative Measures for Newly-established Manufacturers
of Pure Electric Passenger Vehicles, or Circular 27, which took effect on July 10, 2015. According to Circular 27, a newly-
established manufacturer for pure electric passenger vehicles shall satisfy specific requirements including, among others,
having complete vehicle research and development capabilities, power systems and other necessary technologies, and
shall obtain the NDRC approval with respect to the project investments in manufacturing the pure electric passenger
vehicles. According to the Administrative Measures for Investment in Automobile Industry, which was subsequently
promulgated by the NDRC on December 10, 2018 and took effect on January 10, 2019, the projects in relation to newly-
established manufacturer for pure electric passenger vehicles shall be filed with the competent provincial counterpart of

the NDRC, which supersedes the requirement of obtaining the approval from the NDRC under Circular 27.
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In addition, according to the Administrative Measures for the Entry of Manufacturers of New Energy Vehicles and the
Products promulgated by the MIIT on January 6, 2017, which took effect on July 1, 2017 and last amended on July 24, 2020,
or Circular 39, the MIIT is responsible for the national-wide administration of new energy vehicles and their manufacturers.
The manufacturers shall apply to the MIIT for the entry approval to become a qualified manufacturer in China and shall
further apply to the MIIT for the entry approval for the new energy vehicle products before commencing the manufacturing
and sale of the new energy vehicle products in China. Both of the new energy vehicle products and their manufacturers
will be listed in the Announcement of the Vehicle Manufacturers and Products issued by the MIIT from time to time, or the

Manufacturers and Products Announcement, if they have obtained the entry approval from the MIIT.

Furthermore, to obtain the entry approvals from the MIIT, the manufacturers shall meet certain requirements, including,
among others, having obtained the approvals or completed the filings with the NDRC in relation to the project investments
in manufacturing the electric vehicles, having capabilities in the design, development and manufacture of automotive
products, ensuring product consistency, providing after-sales service and product safety assurance, and the new energy
vehicles shall meet the technical criteria contained in Circular 39 and other safety and technical requirements specified
by the MIIT and pass the inspections conducted by the relevant state-recognized testing institutions. Any manufacturer
manufacturing the new energy vehicles without obtaining the entry approval or selling new energy vehicles not listed in the
Manufacturers and Products Announcement may be subject to penalties including fines, forfeiture of illegally manufactured

and sold vehicles and spare parts and revocation of its business licenses.

Regulation Related to Compulsory Product Certification

According to the Administrative Regulations on Compulsory Product Certification as promulgated by the General
Administration of Quality Supervision, Inspection and Quarantine (the "QSIQ"], which was merged into the SAMR afterwards, on
July 3, 2009 and became effective on September 1, 2009 and as most recently revised on September 29, 2022 and implemented
on November 1, 2022, and according to the List of the First Batch of Products Subject to Compulsory Product Certification as
promulgated by the QSIQ in association with the State Certification and Accreditation Administration Committee, or the CAA
on December 3, 2001, and became effective on the same day, QSIQ are responsible for the quality certification of automobiles.
Automobiles and the relevant accessories must not be sold, exported or used in operating activities until they are certified by

certification authorities designated by CAA as qualified products and granted certification marks.

Regulation Related to Government Subsidies and Exemption of Vehicle Purchase Tax for Purchasing
New Energy Vehicles

On April 22, 2015, the Ministry of Finance (the "MOF”}, the Ministry of Science and Technology (the "MOST"), the MIIT and the
NDRC jointly promulgated the Circular on Financial Subsidies on the Promotion and Application of New Energy Vehicles from
2016 to 2020, or the NEV Financial Subsidies Circular, which took effect on the same day. The NEV Financial Subsidies Circular
provides that those who purchase new energy vehicles specified in the Catalogue of Recommended New Energy Vehicle Models
for Promotion and Application issued by the MIIT, or the Recommended NEV Catalogue, may enjoy government subsidies. A
purchaser may purchase a new energy vehicle from a manufacturer by paying the price deducted by the subsidy amount, and
the manufacturer may obtain the subsidy amount from the PRC central government after such new energy vehicle is sold to the
purchaser. Our products, the G3 and the P7, are eligible for such subsidies. Furthermore, a preliminary phase-out schedule for
the provision of subsidies during the period from 2016 to 2020 contained in NEV Financial Subsidies Circular specifies that the
subsidy amount per vehicle, or subsidy criteria, for the year 2017 to 2018 will be reduced by 20% compared to that of the year

2016, and the subsidy criteria for the year 2019 to 2020 will be reduced by 40% compared to that of the year 2016.
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On December 29, 2016, the MOF, the MOST, the MIIT and NDRC jointly promulgated the Circular on Adjusting the Subsidy
Policies on Promotion and Application of New Energy Vehicles, or the Circular on Adjusting the NEV Subsidy Policies, which
became effect on January 1, 2017, to enhance the technical requirements and adjust the subsidy criteria of qualified new
energy vehicles in the Recommended NEV Catalogue. The Circular on Adjusting the NEV Subsidy Policies caps the subsidy
amount from the local governments at 50% of the subsidy amount from the central government, and further specifies that
national and local subsidies for purchasers purchasing new energy vehicles (except for fuel cell vehicles) from 2019 to 2020
will be reduced by 20% as compared to the then-existing subsidy standards. The MOF, the MOST, the MIIT and the NDRC
promulgated a series of circulars in 2018 and 2019 to further adjust the technical requirements and subsidy criteria of new

energy vehicles eligible for government subsidies.

On April 23, 2020, the MOF, the MOST, the MIIT and the NDRC jointly issued the Circular on Improving Subsidy Policies
on Promotion and Application of New Energy Vehicles, which took effect on the same day, or the 2020 NEV Financial
Subsidies Circular, which extends the implementation period of financial subsidy policy for new energy vehicles to the
end of 2022. The 2020 NEV Financial Subsidies Circular further specifies that the subsidy criteria for new energy vehicles
during the period from year 2020 to 2022 will generally be reduced by 10%, 20% and 30% compared to the subsidy standard
of the previous year respectively, and the number of vehicles eligible for the subsidies will not exceed approximately two
million each year. Furthermore, on December 31, 2020 and December 31, 2021, the abovementioned authorities further
promulgated another two similar circulars to reiterate the principles including among others, the subsidy criteria reduction

rate as stipulated in the 2020 NEV Financial Subsidies Circular.

On December 26, 2017, the MOF, the State Administration of Taxation, or the SAT, the MIIT and the MOST jointly issued
the Announcement on Exemption of Vehicle Purchase Tax for New Energy Vehicle, or the Announcement on Exemption
of Vehicle Purchase Tax, pursuant to which, from January 1, 2018 to December 31, 2020, the vehicle purchase tax is not
imposed on purchases of qualified new energy vehicles listed in the Catalogue of New Energy Vehicle Models Exempted
from Vehicle Purchase Tax jointly issued by MIIT and the SAT. On April 16, 2020, the MOF, the SAT and the MIIT further
promulgated the Announcement on Relevant Policies for the Exemption of Vehicle Purchase Tax for New Energy Vehicles,
which took effect on January 1, 2021, and further extended the exemption period for the vehicle purchase tax of new
energy vehicles to December 31, 2022. Furthermore, on September 18, 2022, the MOF, the SAT and the MIIT stipulated the
Announcement on Continuation for the Exemption of Vehicle Purchase Tax for New Energy Vehicles, which continues to
extend the exemption period for the vehicle purchase tax for new energy vehicles to December 31, 2023. On June 19, 2023,
the MOF and the MIIT issued the Announcement on Continuation and Optimization for the Exemption of Vehicle Purchase
Tax for New Energy Vehicles, pursuant to which new energy vehicles purchased during the period from January 1, 2024
to December 31, 2025 shall be exempted from the vehicle purchase tax and the exemption amount for each new energy
passenger vehicle shall not exceed RMB30,000; new energy vehicles purchased during the period from January 1, 2026 to
December 31, 2027 shall be subject to the vehicle purchase tax at a reduced rate by half and the exemption amount for each

new energy passenger vehicle shall not exceed RMB15,000.
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Regulation Related to Electric Vehicle Charging Infrastructure

Pursuant to the Guiding Opinions of the General Office of the State Council on Accelerating the Promotion and Application of
the New Energy Vehicles which took effect on July 14, 2014, the Guiding Opinions of the General Office of the State Council on
Accelerating the Construction of Charging Infrastructure of the Electric Vehicle which took effect on September 29, 2015, the
Guidance on the Development of Electric Vehicle Charging Infrastructure (2015-2020) which took effect on October 9, 2015
and the Development Plan for the New-energy Vehicle Industry (2021-2035) which took effect on October 20, 2020, the PRC
government encourages the construction and development of charging infrastructure for electric vehicles, such as charging
stations and battery swap stations, and requires relevant local authorities to adopt simplified construction approval procedures
and expedite the approval process. In particular, only newly-built centralized charging and battery replacement power stations
with independent land occupation are required to obtain the construction approvals and permits from the relevant authorities.
Government guidance price should be implemented in managing the rate of the charging service fees before the year 2020. The
Circular on Accelerating the Development of Electric Vehicle Charging Infrastructure in Residential Areas jointly promulgated
by the NDRC, the National Energy Administration, the MIIT and the Ministry of Housing and Urban-Rural Development on
July 25, 2016 provides that charging infrastructures in residential areas should be covered by product liability insurance policies
and charging safety liability insurance policies, and operators of electric vehicle charging and battery swap infrastructure
facilities are required to be covered under safety liability insurance policies. Furthermore, on January 10, 2022, the NDRC,
together with other competent government authorities, promulgated the Implementation Opinions on Further Improving the
Service Guarantee Capability of Electric Vehicle Charging Infrastructure, targeting to further strengthen the electric vehicle
charging infrastructure’'s capacity by optimizing the construction of urban public charging network and accelerating the
effective coverage of the fast-charging facilities on the highways. In addition, on July 20, 2023, the NDRC and the MIIT, together
with several other government authorities, promulgated the Several Measures for Promoting Automobile Consumption, which
aims to strengthen the construction of supporting facilities for new energy automobiles by, among others, accelerating the

construction of charging infrastructure in townships and countries, highways, residential areas and other locations.

In addition, various local governmental authorities have implemented measures to encourage the construction and
development of the electric vehicle charging infrastructure. For instance, on April 3, 2020, the Municipal Bureau of Industry
and Information Technology of Guangzhou promulgated the Circular on Measures of Promoting Automobile Production and
Consumption of Guangzhou, which took effect on the same day and will remain effective until December 31, 2020, aiming,
among other things, to promote the construction of ancillary facilities of the new energy vehicles, including the charging

facilities in areas such as public carparks and industry parks.

Regulations Relating to Parallel Credits Policy on Vehicle Manufacturers and Importers

On September 27, 2017, the MIIT, the MOF, the MOFCOM, the General Administration of Customs and the QSIQ jointly
promulgated the Measures for the Parallel Administration of the Corporate Average Fuel Consumption and New
Energy Vehicle Credits of Passenger Vehicle Enterprise, which were last amended on June 29, 2023 and took effect on
August 1, 2023. Pursuant to the measures, the vehicle manufacturers and vehicle importers above a certain scale are
required to maintain their new energy vehicles credits [the "NEV credits”]), above zero. The NEV credits equal to the
aggregate actual scores of a vehicle manufacturer or a vehicle importer minus its aggregate targeted scores calculated in
a manner as stipulated under the measures. Excess positive NEV credits are tradable and may be sold to other enterprises
through a credit management system established by the MIIT. Negative NEV credits can be offset by purchasing excess

positive NEV credits from other manufacturers or importers.
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According to these measures, the requirements on the NEV credits shall be considered for the entry approval of passenger
vehicle manufacturers and products by the regulators. If a passenger vehicle enterprise fails to offset its negative credits,
its new products which fuel consumption does not reach the target fuel consumption value for a certain vehicle models as
specified in the Evaluation Methods and Indicators for the Fuel Consumption of Passenger Vehicles will not be listed in the
Manufacturers and Products Announcement or will not be granted the compulsory product certification, and the vehicle

enterprises may be subject to penalties according to the relevant rules and regulations.

Regulation Related to Automobile Sales and Consumer Rights Protection

Pursuant to the Product Quality Law of the PRC promulgated on February 22, 1993 and most recently amended on
December 29, 2018, a manufacturer is prohibited from producing or selling products that do not meet applicable standards
and requirements for safeguarding human health and ensuring human and property safety. Products must be free from
unreasonable dangers threatening human and property safety. Where a defective product causes physical injury to a person
or property damage, the aggrieved party may make a claim for compensation from the producer or the seller of the product.
Producers and sellers of non-compliant products may be ordered to cease the production or sale of the products and may
be subject to confiscation of the products and fines. Earnings from sales in contravention of such standards or requirements
may also be confiscated, and in severe cases, the violator's business license may be revoked. Pursuant to the Regulations
on the Administration of Recall of Defective Automobile Products, which was issued by the State Council on October 22, 2012
and amended on March 2, 2019, together with the relevant implementing measures as issued by the SAMR, or the Recall
Regulations, manufacturers shall recall all defective automobiles in accordance with requirements contained therein;
otherwise, the product quality supervision department of the State Council shall order manufacturers to recall accordingly.
On November 23, 2020, the SAMR issued a Circular on Further Strengthening the Regulation of Recall of Automobile with
Over-The-Air (OTA) Technology (the "OTA Recall Circular”), pursuant to which automobile manufacturers that provide
technical services to sold automobiles through OTA technology are required to complete filings with the SAMR in accordance
with the Recall Regulations, and for technical services through OTA implemented from January 1, 2020 to the date of
issuance of the OTA Recall Circular, the automobile manufacturers shall make supplementary filings with the SAMR before
December 31, 2020. In addition, if an automobile manufacturer uses OTA technology to eliminate defects and recalls its

defective products, it shall make a recall plan and complete a filing with the SAMR in accordance with the Recall Regulations.

According to the Administrative Measures on Automobile Sales promulgated by the MOFCOM on April 5, 2017, which took effect
on July 1, 2017, automobile suppliers and dealers shall sell automobiles, spare parts and other related products that are in
compliance with relevant provisions and standards of the state, and the dealers shall, in an appropriate manner, expressly
indicate the prices of automobiles, spare parts and other related products as well as the rates of charges for various services
on their business premises, and shall not sell products at higher prices or charge other fees without express indication.
Automobile suppliers and dealers are required to file the basic information through the information management system for the
national automobile circulation operated by the competent commerce department of the State Council within 90 days after the
receipt of a business license. Where there is any change to the filed information, automobile suppliers and dealers must update
such information within 30 days upon such change. The Guiding Opinions on Further Strengthening the Construction of Safety
System for New Energy Vehicle Enterprises issued by the MIIT, together with certain other PRC governmental authorities, on
March 29, 2022, proposes to comprehensively enhance the safety capabilities of enterprises in safety management mechanism,
product quality, operation monitoring, after-sales service, accident response and handling, as well as enhance network security,

improve the safety of new energy vehicles, and promote the high-quality development of the new energy vehicle industry.
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According to the Notice on the Filing of Online Upgrade of Automotive Software promulgated and implemented by the MIIT
Equipment Industry Development Center on April 15,2022, filing shall be made for a vehicle manufacturer that has obtained the
manufacturing permission license for road vehicles, the vehicle products with OTA upgrade function produced by it and the OTA
upgrade activities conducted, with tiered filing based on the impact assessment of specific upgrading activities. In particular,
it can be divided into three categories: [i] for upgrading activities not involving changes in product safety, environmental
protection, energy saving, anti-theft and other technical performance, enterprises may directly conduct such upgrading
activities after filing; (i) for upgrading activities involving changes in product safety, environmental protection, energy saving,
anti-theft and other technical performance, enterprises shall submit verification materials to ensure that the products
comply with national laws and regulations, technical standards and specifications as well as other relevant requirements.
Among them, for upgrading activities involving the change of technical parameters in this Notice, enterprises shall apply
for product change or extension with the MIIT in accordance with the management requirements of this Notice before filing
such upgrading activities, with such upgrade subject to the completion of product admission under this Notice according to
the process so as to ensure the consistency of vehicle product production; and (iii] for upgrading activities involving vehicle

autonomous driving functions (Level 3 and above of driving automation classification), they should be approved by the MIIT.

Furthermore, the Consumer Rights and Interests Protection Law, as promulgated on October 31, 1993 and most recently
amended in 2013 by the Standing Committee of the National People’'s Congress of China [the "SCNPC”), imposes stringent
requirements and obligations on business operators. Failure to comply with the consumer protection requirements could
subject the business operators to administrative penalties including warning, confiscation of illegal income, imposition of

fines, an order to cease business operations, revocation of business licenses, as well as potential civil or criminal liabilities.

Regulation Related to Value-added Telecommunications Services

Among all of the applicable laws and regulations, the PRC Telecommunications Regulations, or the Telecom Regulations,
promulgated by the PRC State Council on September 25, 2000 and most recently amended on February 6, 2016, is the primary
governing law, and sets out the general framework for the provision of telecommunications services by domestic PRC
companies. Under the Telecom Regulations, telecommunications service providers are required to procure operating licenses
prior to their commencement of operations. The Telecom Regulations distinguish “basic telecommunications services”
from “value-added telecommunications services” (the "VATS"]. VATS are defined as telecommunications and information
services provided through public networks. A telecom catalogue was issued as an attachment to the Telecom Regulations to

categorize telecommunications services as either basic or value-added, which was most recently updated in June 2019.

The Administrative Measures on Telecommunications Business Operating Licenses promulgated by the MIIT in 2009 and
most recently amended in July 2017, set forth more specific provisions regarding the types of licenses required to operate
VATS, the qualifications and procedures for obtaining such licenses and the administration and supervision of such
licenses. Under these regulations, a commercial operator of VATS must first obtain a VATS License from the MIIT or its
provincial level counterparts, otherwise such operator might be subject to sanctions including corrective orders from the
competent administration authority, fines and confiscation of illegal gains and, in the case of significant infringements, the

websites may be ordered to close.
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In addition, pursuant to the Administrative Measures on Internet Information Services promulgated by the State Council
in 2000 and amended in 2011, “internet information services” refers to the provision of information through the internet to
online users, and are divided into “commercial internet information services” and “non-commercial internet information
services”. A provider of commercial internet information service must obtain the VATS License for internet information
service. If the operator provides internet information on a non-commercial basis, it only needs to file the relevant

information with the provincial Communication Administration.

According to the 2021 Foreign Investment Negative List and the Administrative Regulations on Foreign-Invested
Telecommunications Enterprises, which were most recently amended by the State Council on April 7, 2022 and took effect
on May 1, 2022 and replaced the previous version afterwards, as for the telecommunications businesses open for foreign
investment according to China’'s WTO commitment, except as otherwise stipulated by the state, the equity interest of

foreign investors in the value-added telecommunications enterprises shall not exceed 50%.

In 2006, the predecessor to the MIIT issued the Circular of the Ministry of Information Industry on Strengthening the
Administration of Foreign Investment in Value-added Telecommunications Business, according to which a foreign
investor in the telecommunications service industry of China must establish a foreign-invested enterprise and apply for a
telecommunications business operation license. This circular further requires that: (i) PRC domestic telecommunications
business enterprises must not lease, transfer or sell a telecommunications business operation license to a foreign investor
through any form of transaction or provide resources, offices and working places, facilities or other assistance to support
the illegal telecommunications service operations of a foreign investor; (ii] value-added telecommunications enterprises or
their shareholders must directly own the domain names and trademarks used by such enterprises in their daily operations;
(iii) each value-added telecommunications enterprise must have the necessary facilities for its approved business
operations and maintain such facilities in the regions covered by its license; and [iv) value-added telecommunications
enterprises are required to maintain network and internet security in accordance with the standards set forth in relevant
PRC regulations. If a license holder fails to comply with the requirements in the circular or cure such non-compliance,
the MIIT or its local counterparts have the discretion to take measures against such license holder, including revoking its

license for value-added telecommunications business.

Regulation Related to Online Taxi Booking Services

On July 27, 2016, the Ministry of Transport, the MIIT, the Ministry of Public Security, the MOFCOM, the SAMR, the QSIQ, and
the Cyberspace Administration of China jointly promulgated the Administrative Measures for the Business of Online Taxi
Booking Services [the "Online Taxi Booking Services Measures”), which took effect on November 1, 2016 and was most
recently amended on November 30, 2022, to regulate the business activities of online taxi booking services, and ensure safety
of the passengers. According to the Online Taxi Booking Services Measures, before carrying out online taxi booking services,
an enterprise serving as the online taxi booking service platform shall obtain the permit for online taxi booking business
from the competent local taxi administrative department, complete the record-filing of internet information services with the
competent provincial traffic administrative department, and complete the filings with the authority designated by the public
security department of the provincial government of the place where the operator of the online taxi booking service platform
is located, within 30 days after its network is officially connected. Vehicles used for the online taxi booking services shall

install satellite positioning and emergency alarming devices and fulfill the criteria of safe operations, and the competent taxi
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administrative departments will issue a transportation permit for vehicles used for online taxi booking services that satisfy
the prescribed conditions and such vehicles will be registered as vehicles for pre-booked passenger transport. In addition,
drivers engaging in the online taxi booking services shall satisfy the requirement of driving experience, no criminal offence
or violent crime record to obtain his license for online taxi booking services. Furthermore, various local governmental
authorities have promulgated implementing rules to stipulate the requirements for online taxi booking service platforms,
vehicles and drivers. For instance, on November 28, 2016, the People’s Government of Guangzhou promulgated the
Administrative Measures for the Business Operation of Online Taxi Booking Services of Guangzhou, taking effect on the same
day and most recently amended on November 14, 2019, which reiterates that an enterprise serving as the online taxi booking
platform shall fulfill the requirements stipulated in the Online Taxi Booking Services Measures and obtain the permit for

operating online taxi booking business from the municipal traffic administrative department in Guangzhou.

Regulation Related to Financing Lease

According to the Administrative Measures of Supervision on Financing Lease Enterprises formulated by the MOFCOM and
effective on October 1, 2013, financing lease enterprises shall use lease properties with clear ownership and capable of
generating revenue to carry out the financing lease business and shall report the relevant data in a timely and truthful
manner through the National Financing Lease Company Management Information System. Financing lease enterprises
shall not engage in deposits, loans, entrusted loans or other financial services. Without approval of the relevant
government authorities, financing lease enterprises shall not engage in inter-bank borrowing or other businesses and must
not carry out illegal fundraising activities under the disguise of a financing lease company. In addition, the measures also
provide that financing lease enterprises shall give adequate consideration to and objectively evaluate the value of assets
leased back, set purchasing prices for subject matter thereof with reference to reasonable pricing basis in compliance with

accounting principles, and shall not purchase any subject matter at a price in excess of the value thereof.

Furthermore, the PRC Civil Code promulgated by the National People’s Congress and effective on January 1, 2021 sets forth
general terms about financing lease contracts and further provides that the lessor and the lessee may agree on the ownership
of the leased property upon expiry of the lease term. If the ownership of the leased property is not or is not clearly agreed

between the parties and cannot be determined pursuant to the PRC Civil Code, the leased property shall be owned by the lessor.

Our auto financing program is treated as an installment payment program for accounting purposes and the Group records

the relevant installment payment receivables on its balance sheets.

Regulation Related to Insurance Agency

According to the Provisions on the Supervision and Administration of Insurance Agents, or the Insurance Agents Provisions,
issued on November 12, 2020 and took effect on January 1, 2021 by the China Banking and Insurance Regulatory
Commission (the "CBIRC"), the predecessor of the National Financial Regulatory Administration, an insurance agent
refers to an entity or an individual entrusted by insurance companies to handle insurance business by and within the
authorization of, and which collects commissions from insurance companies, including the professional insurance agency,
the ancillary-business insurance agency and the individual insurance sales agent. In order to engage in insurance agency
business, a professional insurance agency shall obtain an insurance agency business permit issued by the National

Financial Regulatory Administration or its local counterpart. After obtaining the business license, the insurance agency
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company has to satisfy the requirements prescribed by Insurance Agents Provisions or other relevant regulations on the
shareholder and management qualification, capital contribution, articles of association, corporate governance and internal

control procedures with viable business model and sound business and financial information system.

In addition, professional insurance agencies shall, within 5 days from the date of occurrence of any of the following
circumstances, report to the National Financial Regulatory Administration through the supervision information system and
make public disclosure: (i) change of name, domicile or business address; (ii] change of shareholders, registered capital
or the form of organization; [(iii) change of name or capital contribution of a shareholder; [iv] amendments to the articles
of association; (v] equity investment in, or establishment of offshore insurance institutions or non-operating institutions;
(vi) division, merger, dissolution, or termination of insurance agency business activities of branches; (vii] change of the
principal person-in-charge of a sub-branch; (viii] administrative penalties, civil punishment or pending investigation of

suspected illegal crime; or (ix) other reportable events prescribed by the insurance regulatory body under the State Council.

Regulation Related to Internet Security and Privacy Protection

PRC governmental authorities have enacted laws and regulations with respect to Internet information security and protection of
personal information from any abuse or unauthorized disclosure. Internet information in China is regulated and restricted from
a national security standpoint. The Decision in Relation to Protection of Internet Security enacted by the SCNPC on December 28,
2000 and amended on August 27, 2009, provides that, among other things, the following activities conducted through the
Internet are subject to criminal punishment: (i] gaining improper entry into a computer or system of strategic importance;
(ii) intentionally inventing and spreading destructive programs such as computer viruses to attack the computer system and
the communications network, thus damaging the computer system and the communications networks; (iii] in violation of State
regulations, discontinuing the computer network or the communications service without authorization; (iv] leaking state secrets;

(v) spreading false commercial information; or (vi) infringing intellectual property rights through internet, etc.

On July 1, 2015, the SCNPC issued the National Security Law, which came into effect on the same day. The National
Security Law provides that the state shall safeguard the sovereignty, security and cyber security development interests
of the state, and that the state shall establish a national security review and supervision system to review, among other
things, foreign investment, key technologies, internet and information technology products and services, and other

important activities that are likely to impact the national security of the PRC.

On November 7, 2016, the SCNPC promulgated the Cybersecurity Law, which came into effect on June 1, 2017 and
applies to the construction, operation, maintenance and use of networks as well as the supervision and administration of
cybersecurity in China. The Cybersecurity Law defines “networks” as systems that are composed of computers or other
information terminals and relevant facilities used for the purpose of collecting, storing, transmitting, exchanging and
processing information in accordance with certain rules and procedures. "“Network operators”, who are broadly defined
as owners and administrators of networks and network service providers, are subject to various security protection-
related obligations, including: (i} complying with security protection obligations in accordance with tiered cybersecurity
system’s protection requirements, which include formulating internal security management rules and manual, appointing
cybersecurity responsible personnel, adopting technical measures to prevent computer viruses and cybersecurity

endangering activities, adopting technical measures to monitor and record network operation status and cybersecurity
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events, taking measures to classify, backup and encrypt important data; (i) formulating cybersecurity emergency response
plans, timely handling security risks, initiating emergency response plans, taking appropriate remedial measures and
reporting to regulatory authorities; and (iii] providing technical assistance and support for public security and national
security authorities for protection of national security and criminal investigations in accordance with the law. Network
service providers who do not comply with the Cybersecurity Law may be subject to fines, suspension of their businesses,
shutdown of their websites, and revocation of their business licenses. Furthermore, on September 12, 2022, the CAC
released the Draft Amendment to the Cybersecurity Law, which increases the legal liability for violations under the current
Cybersecurity Law, integrates and unifies the penalties for violation of network operation security protection obligations,
violation of critical information infrastructure security protection obligations and violation of personal information
protection obligations. Since the Amendment was released only for soliciting public comments at this stage, uncertainties

exist with respect to the enactment timetable, final content, interpretation and implementation.

Pursuant to the Notice of the Supreme People’s Court, the Supreme People’'s Procuratorate and the Ministry of Public Security on
Legally Punishing Criminal Activities Infringing upon the Personal Information of Citizens, issued in 2013, and the Interpretation
of the Supreme People’s Court and the Supreme People’s Procuratorate on Several Issues regarding Legal Application in
Criminal Cases Infringing upon the Personal Information of Citizens, which was issued on May 8, 2017 and took effect on
June 1, 2017, the following activities may constitute a crime of infringing upon a citizen’s personal information: (i} providing a
citizen’s personal information to specified persons or releasing a citizen’s personal information online or through other methods
in violation of relevant national provisions; (i) providing legitimately collected information relating to a citizen to others without
such citizen’s consent (unless the information is processed, not traceable to a specific person and not recoverable); (iii) collecting
a citizen’s personal information in violation of applicable rules and regulations when performing a duty or providing services; or
(iv] collecting a citizen's personal information by purchasing, accepting or exchanging such information in violation of applicable
rules and regulations. In addition, the Opinions of the Supreme People’s Court, the Supreme People’'s Procuratorate, and the
Ministry of Public Security on Several Issues Concerning the Application of Criminal Procedures in Handling of Criminal Cases
Involving Information Networks, which took effect on September 1, 2022, further provide detailed procedures on facilitating
the handling of criminal cases of (i] refusing to perform the obligation of managing the security of the information networks,

(i) illegally using the information networks, or [iii] assisting in the criminal activities of the information networks.

On March 13, 2019, the Cyberspace Administration of China (the "CAC") and the SAMR jointly issued the Notice on App
Security Certification and the Implementation Rules on Security Certification of Mobile Internet Application, which
encourages mobile application operators to voluntarily obtain app security certification, and search engines and app stores
are encouraged to recommend certified applications to users. The institution designated for this certification is the China
Cybersecurity Review Technology and Certification Center. The China Cybersecurity Review Technology and Certification

Center has the right to appoint testing agencies to inspect technical capabilities and business operations for the certification.

Furthermore, on November 28, 2019, the Secretary Bureau of the Cyberspace Administration of China, the General Office of
the MIIT, the General Office of the Ministry of Public Security and the General Office of the SAMR jointly issued the Notice on
the Measures for Determining the Illegal Collection and Use of Personal Information through Mobile Applications, which aims
to provide reference for supervision and administration departments and provide guidance for mobile applications operators’

self-examination and self-correction and social supervision by netizens, and further elaborates the forms of behavior
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constituting illegal collection and use of the personal information through mobile applications including: (i failing to publish
the rules on the collection and use of personal information; (ii] failing to explicitly explain the purposes, methods and scope
of the collection and use of personal information; [iii] collecting and using personal information without the users’ consent;
(iv] collecting personal information unrelated to the services they provide and beyond the necessary principle; [v] providing
personal information to others without the users’ consent; (vi] failing to provide the function of deleting or correcting the

personal information according to the laws or failing to publish information such as ways of filing complaints and reports.

On June 10, 2021, the SCNPC promulgated the Data Security Law, which took effect in September 2021. The Data Security
Law provides for data security and privacy obligations on entities and individuals carrying out data activities. The Data
Security Law also introduces a data classification and hierarchical protection system based on the importance of data
in economic and social development, as well as the degree of harm it will cause to national security, public interests,
or legitimate rights and interests of individuals or organizations when such data is tampered with, destroyed, leaked, or
illegally acquired or used. The appropriate level of protection measures is required to be taken for each respective category
of data. For example, a processor of important data shall designate the personnel and the management body responsible
for data security, carry out risk assessments for its data processing activities and file the risk assessment reports with
the competent authorities. In addition, the Data Security Law provides a national security review procedure for those data
activities which may affect national security and imposes export restrictions on certain data and information. We may be

required to make further adjustments to our business practices to comply with this law.

On July 30, 2021, the State Council promulgated the Regulations on Security Protection of Critical Information
Infrastructure, effective on September 1, 2021. According to the Regulations on Security Protection of Critical Information
Infrastructure, a “critical information infrastructure” refers to an important network facility and information system in
important industries such as, among others, public communications and information services, as well as other important
network facilities and information systems that may seriously endanger national security, the national economy, the
people’s livelihood, or the public interests in the event of damage, loss of function, or data leakage. The competent
governmental authorities and supervision and management authorities of the aforementioned important industries will
be responsible for (i) organizing the identification of critical information infrastructures in their respective industries in
accordance with certain identification rules, and [ii] promptly notifying the identified operators and the public security

department of the State Council of the identification results.

The Administrative Provisions on Security Vulnerability of Network Products were jointly promulgated by the MIIT, the
CAC and the Ministry of Public Security on July 12, 2021 and took effect on September 1, 2021. Network product providers,
network operators as well as organizations or individuals engaging in the discovery, collection, release and other activities
of network product security vulnerability are subject to these provisions and shall establish channels to receive information
of security vulnerability of their respective network products and shall examine and fix such security vulnerability in a
timely manner. Network product providers are required to report relevant information of security vulnerability of network
products with the MIIT within two days and to provide technical support for network product users. Network operators shall
take measures to examine and fix security vulnerability after discovering or acknowledging that their networks, information
systems or equipment have security loopholes. According to these provisions, the breaching parties may be subject to

administrative penalty as regulated in accordance with the Cybersecurity Law.
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On August 20, 2021, the SCNPC promulgated the PRC Personal Information Protection Law, which took effect from November 1,
2021. Pursuant to the PRC Personal Information Protection Law, personal information refers to the information related to
an identified or identifiable individual recorded electronically or by other means, excluding the anonymized information, and
processing of personal information includes among others, the collection, storage, use, handling, transmission, provision,
disclosure, deletion of personal information. In addition to processing of personal information within the PRC, the PRC
Personal Information Protection Law also applies to the processing of personal information outside the PRC under any of
the following circumstances: (i) where the purpose is to provide products or services to individuals within the PRC; (i) when
analyzing or assessing the activities of domestic individuals; or (i) other circumstances as stipulated by laws and administrative
regulations. The PRC Personal Information Protection Law explicitly sets forth the circumstances where it is allowed to process
personal information, including (i} the consent from the individual has been obtained; (i) it is necessary for the conclusion
and performance of a contract under which an individual is a party, or it is necessary for human resource management in
accordance with the labor related rules and regulations and the collective contracts formulated or concluded in accordance
with laws; [iii) it is necessary to perform statutory duties or statutory obligations; (iv) it is necessary to respond to public health
emergencies, or to protect the life, health and property safety of individuals in emergencies; (v) carrying out news reports, public
opinion supervision and other acts for the public interest, and processing personal information within a reasonable scope;
(vi] processing personal information disclosed by individuals or other legally disclosed personal information within a reasonable
scope in accordance with this law; or (vii) other circumstances stipulated by laws and administrative regulations. In addition,
this law emphasizes that individuals have the right to withdraw their consent to process their personal information, and the
processors must not refuse to provide products or services on the grounds that the individuals do not agree to the processing of
their personal information or withdraw their consent, unless processing of personal information is necessary for the provision of
products or services. Before processing the personal information, the processors should truthfully, accurately and completely
inform individuals of the following matters in a conspicuous manner and in clear and easy-to-understand language: (i) the name
and contact information of the personal information processor; (ii] the purpose of processing personal information, processing
method, type of personal information processed, and the retention period; (iii] methods and procedures for individuals to
exercise their rights under this law; (iv] other matters that should be notified according to laws and administrative regulations.
Furthermore, the law provides that personal information processors who use personal information to make automated
decisions should ensure the transparency of decision-making and the fairness and impartiality of the results, and must not

impose unreasonable differential treatment on individuals in terms of transaction prices and other transaction conditions.

On November 14, 2021, the CAC published a discussion draft of Administrative Measures for Internet Data Security for
public comment until December 13, 2021, which provides that data processors conducting the following activities shall
apply for cybersecurity review: (i) merger, reorganization or division of internet platform operators that have acquired a
large number of data resources related to national security, economic development or public interests affects or may affect
national security; (ii) listing abroad of data processors processing over one million users’ personal information; (iii) listing
in Hong Kong which affects or may affect national security; or (iv) other data processing activities that affect or may affect
national security. The draft measures also provide that operators of large internet platforms that set up headquarters,
operation centers or R&D centers overseas shall report to the national cyberspace administration and competent
authorities. In addition, the draft measures also require that data processors processing important data or going public
overseas shall conduct an annual data security self-assessment or entrust a data security service institution to do so, and
submit the data security assessment report of the previous year to the local branch of the CAC before January 31 each
year. As of the date of this annual report, this draft has not been formally adopted, and substantial uncertainties exist with

respect to the enactment timetable, final content, interpretation and implementation.
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On December 28, 2021, the CAC, together with certain other PRC governmental authorities, promulgated the Revised
Cybersecurity Review Measures that replaced the previous version and took effect from February 15, 2022. Pursuant to
these measures, the purchase of network products and services by an operator of critical information infrastructure or
the data processing activities of a network platform operator that affect or may affect national security will be subject to
a cybersecurity review. In addition, any online platform operator possessing over one million users’ individual information
must apply for a cybersecurity review before listing abroad. The competent governmental authorities may also initiate a
cybersecurity review against the operators if the authorities believe that the network product or service or data processing
activities of such operators affect or may affect national security. Article 10 of the Revised Cybersecurity Review Measures
also set out certain general factors which would be the focus in assessing the national security risk during a cybersecurity
review, including (i) risks of critical information infrastructure being illegally controlled or subject to interference or
destruction; (ii] the harm caused by the disruption of the supply of the product or service to the business continuity of
critical information infrastructure; (i) the security, openness, transparency and diversity of sources of the product or
service, the reliability of supply channels, and risks of supply disruption due to political, diplomatic, trade and other factors;
(iv) compliance with PRC laws, administrative regulations and departmental rules by the provider of the product or service;
(v] the risk of core data, important data or a large amount of personal information being stolen, leaked, damaged, illegally
used, or illegally transmitted overseas; (vi) the risk that critical information infrastructure, core data, important data or a
large amount of personal information being affected, controlled, and maliciously used by foreign governments for a listing,
as well as network information security risks; and (vii) other factors that may endanger the security of critical information
infrastructure, cybersecurity and data security. However, as these measures were recently adopted, there are still
uncertainties as to the exact scope of network product or service or data processing activities that will or may affect national

security, and the PRC government authorities may have discretion in the interpretation and enforcement of these measures.

To apply for a cybersecurity review, the relevant operators shall submit (i) an application letter, (i) a report to analyze
the impact or the potential impact on national security, (iii) purchase documents, agreements, the draft contracts, and
the draft application documents for the initial public offering or similar activity, and (iv) other necessary materials. If the
Cybersecurity Review Office deems it necessary to conduct a cybersecurity review, it should complete a preliminary review
within 30 business days from the issuance of a written notice to the operator, or 45 business days for complicated cases.
Upon the completion of a preliminary review, the Cybersecurity Review Office should reach a review conclusion suggestion
and send the review conclusion suggestion to the members for the cybersecurity review mechanism and the relevant
authorities for their comments. These authorities shall issue a written reply within 15 business days from the receipt of
the review conclusion suggestion. If the Cybersecurity Review Office and these authorities reach a consensus, then the
Cybersecurity Review Office shall inform the operator in writing, otherwise, the case will go through a special review

procedure. The special review procedure should be completed within 90 business days, or longer for complicated cases.

In the meantime, the PRC regulatory authorities have also enhanced the supervision and regulation on cross-border data
transfer. For example, on July 7, 2022, the CAC promulgated the Measures for the Security Assessment of Cross-border
Data transfer, which came into effect on September 1, 2022. These measures require a data processor providing data
to overseas recipients and falling under any of the specified circumstances to apply for a security assessment of cross-

border data transfer by the national cybersecurity authority through its local counterpart. On February 22, 2023, the CAC
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promulgated the Measures on the Standard Contract for Cross-border Transfer of Personal Information, which became
effective on June 1, 2023. These measures require personal information processors providing personal information to
overseas recipients by entering into standard contracts and falling under any of the specified circumstances to file with
the local counterpart of the CAC within ten business days from the effective date of the relevant standard contracts.
Furthermore, on March 22, 2024, the CAC promulgated the Provisions on Promoting and Standardizing Cross-Border
Data Transfer, which set forth the circumstances exempted from performing the security assessment or filing procedures
for cross-border data transfer and further clarify the thresholds and scenarios for data processors to go through these
procedures as stipulated under the aforementioned measures. However, substantial uncertainties still exist with respect
to the interpretation and implementation of these measures in practice and how they will affect our business operation and

the value of our securities.

Regulation Related to Intellectual Property

Patent

Patents in the PRC are principally protected under the PRC Patent Law, which was initially promulgated by the SCNPC in
1984 and was most recently amended in 2020. Invention patents are valid for twenty years, utility model patents are valid for
ten years, and since June 1, 2021, the validation period for design patents whose application date is after June 1, 2021 are

extended to fifteen years, in each case from the date of application.

Copyright

Copyrights in the PRC, including software copyrights, is principally protected under the PRC Copyright Law, which took effect
in 1991 and was most recently amended in November 2020 and other related rules and requlations. Under the PRC Copyright
Law, the term of protection for software copyrights is 50 years. The Regulation on the Protection of the Right to Communicate
Works to the Public over Information Networks, as most recently amended on January 30, 2013, provides specific rules on
fair use, statutory license, and a safe harbor for use of copyrights and copyright management technology and specifies the

liabilities of various entities for violations, including copyright holders, libraries and Internet service providers.

Trademark

Registered trademarks are protected under the PRC Trademark Law, which was adopted by the SCNPC in 1982 and most
recently amended in 2019, as well as the Implementation Regulations of the PRC Trademark Law adopted by the State
Council in 2002 and most recently amended in 2014 and other related rules and regulations. The State Intellectual Property
Office, formerly known as the Trademark Office of the State Administration for Industry and Commerce, handles trademark
registrations and grants a protection term of ten years to registered trademarks and the term may be renewed for another

ten-year period upon request by the trademark owner.

Domain Name

Domain names are protected under the Administrative Measures on Internet Domain Names promulgated by the MIIT
on August 24, 2017 and effective since November 1, 2017. Domain name registrations are handled through domain name
service agencies established under the relevant regulations, and applicants become domain name holders upon successful

registration.

33



34

XPeng Inc.

Business

Regulation Related to Employment, Social Insurance and Housing Fund

Pursuant to the PRC Labor Law, which was promulgated in 1994 and most recently amended in 2018, and the PRC Labor
Contract Law, which was promulgated on June 29, 2007 and amended on December 28, 2012, employers must execute
written labor contracts with full-time employees. All employers must comply with local minimum wage standards.
Violations of the PRC Labor Contract Law and the PRC Labor Law may result in the imposition of fines and other

administrative and criminal liability in the case of serious violations.

In addition, according to the PRC Social Insurance Law implemented on July 1, 2011 and most recently amended on December
29,2018 and the Regulations on the Administration of Housing Funds, which was promulgated by the State Council in 1999 and
most recently amended in 2019, employers in China must provide employees with welfare schemes covering pension insurance,

unemployment insurance, maternity insurance, work-related injury insurance, and medical insurance and housing funds.

Regulation Related to Foreign Exchange and Dividend Distribution

Regulation on Foreign Currency Exchange

The principal regulations governing foreign currency exchange in China are the Foreign Exchange Administration Regulations,
as most recently amended in 2008. Under PRC foreign exchange regulations, payments of current account items, such as
profit distributions, interest payments and trade and service-related foreign exchange transactions, can be made in foreign
currencies without prior approval from the State Administration of Foreign Exchange (the "SAFE"], by complying with certain
procedural requirements. By contrast, approval from or registration with appropriate government authorities is required where
RMB is to be converted into foreign currency and remitted out of China to pay capital account items, such as direct investments,

repayment of foreign currency-denominated loans, repatriation of investments and investments in securities outside of China.

In 2012, SAFE promulgated the Circular of Further Improving and Adjusting Foreign Exchange Administration Policies on
Foreign Direct Investment (the "Circular 597], which substantially amends and simplifies the previous foreign exchange
procedure. Pursuant to Circular 59, the opening and deposit of various special purpose foreign exchange accounts, such
as pre-establishment expenses accounts, foreign exchange capital accounts and guarantee accounts, the reinvestment
of RMB proceeds derived by foreign investors in the PRC, and remittance of foreign exchange profits and dividends by a
foreign-invested enterprise to its foreign shareholders no longer require the approval or verification of SAFE, and multiple
capital accounts for the same entity may be opened in different provinces, which was not possible previously. In 2013, SAFE
promulgated the Notice on Promulgation of the Provisions on Foreign Exchange Control on Direct Investments in China by
Foreign Investors and Supporting Documents, which specified that the administration by SAFE or its local branches over
direct investment by foreign investors in the PRC must be conducted by way of registration and banks must process foreign
exchange business relating to the direct investment in the PRC based on the registration information provided by SAFE and
its branches. In February 2015, SAFE promulgated the Notice on Further Simplifying and Improving the Administration of
the Foreign Exchange Concerning Direct Investment, or SAFE Notice 13. Instead of applying for approvals regarding foreign
exchange registrations of foreign direct investment and overseas direct investment from SAFE, entities and individuals may
apply for such foreign exchange registrations from qualified banks. The qualified banks, under the supervision of SAFE, may

directly review the applications, conduct the registration and perform statistical monitoring and reporting responsibilities.
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In March 2015, SAFE promulgated the Circular of the SAFE on Reforming the Management Approach regarding the
Settlement of Foreign Capital of Foreign-invested Enterprise (the “Circular 19°], which expands a pilot reform of the
administration of the settlement of the foreign exchange capitals of foreign-invested enterprises nationwide. Circular 19
allows all foreign-invested enterprises established in the PRC to settle their foreign exchange capital on a discretionary
basis according to the actual needs of their business operation, provides the procedures for foreign invested companies
to use RMB converted from foreign currency-denominated capital for equity investments and removes certain other
restrictions under previous rules and regulations. However, Circular 19 continues to prohibit foreign-invested enterprises
from, among other things, using RMB funds converted from their foreign exchange capital for expenditure beyond their
business scope, direct or indirect securities investment and providing entrusted loans or repaying loans between non-
financial enterprises. SAFE promulgated the Notice of the State Administration of Foreign Exchange on Reforming and
Standardizing the Foreign Exchange Settlement Management Policy of Capital Account, or Circular 16, effective in June
2016, which reiterates some of the rules set forth in Circular 19. Circular 16 provides that discretionary foreign exchange
settlement applies to foreign exchange capital, foreign debt offering proceeds and remitted foreign listing proceeds, and
the corresponding RMB capital converted from foreign exchange may be used to extend loans to related parties or repay
inter-company loans (including advances by third parties]. However, there are substantial uncertainties with respect to

Circular 16’s interpretation and implementation in practice.

In January 2017, SAFE promulgated the Circular on Further Improving Reform of Foreign Exchange Administration and
Optimizing Genuineness and Compliance Verification (the “Circular 37), which stipulates several capital control measures with
respect to the outbound remittance of profits from domestic entities to offshore entities, including (i) banks must check whether
the transaction is genuine by reviewing board resolutions regarding profit distribution, original copies of tax filing records and
audited financial statements and stamp with the outward remittance sum and date on the original copies of tax filing records,
and (i) domestic entities must retain income to account for previous years’ losses before remitting any profits. Moreover,
pursuant to Circular 3, domestic entities must explain in detail the sources of capital and how the capital will be used, and

provide board resolutions, contracts and other proof as a part of the registration procedure for outbound investment.

On October 23, 2019, SAFE issued Circular of the State Administration of Foreign Exchange on Further Promoting the
Facilitation of Cross-border Trade and Investment (the “Circular 28"), which took effect on the same day. Circular 28
allows non-investment foreign-invested enterprises to use their capital funds to make equity investments in China,
with genuine investment projects and in compliance with effective foreign investment restrictions and other applicable
laws. On December 4, 2023, SAFE issued the Notice on Further Deepening Reforms to Promote the Facilitation of Trade
and Investment, which provides that qualified high-tech, “professional, sophisticated, unique and new” and technology-
based small and medium-sized enterprises in specified areas can borrow foreign debt on their own within an amount not
exceeding the equivalent of US$10 million. In addition, this notice restructured the asset realization account of capital
accounts to the settlement account of capital accounts. The equity transfer consideration funds in foreign currency received
by a domestic equity transferor (including institutions and individuals) from domestic parties, as well as the foreign
exchange funds raised by domestic enterprises through overseas listing, may be directly remitted to the settlement account
of capital accounts. Funds in the settlement account of capital accounts may be settled and used at discretion. However,

there are still uncertainties as to the interpretation and implementation of relevant laws and regulations in practice.
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Regulation on Dividend Distribution

The principal regulations governing dividends distributions by companies include the PRC Company Law, the Foreign
Invested Enterprise Law and its implementing rules. Under these laws and regulations, both domestic companies and
foreign-invested companies in the PRC are required to set aside as general reserves at least 10% of their after-tax profit,
until the cumulative amount of their reserves reaches 50% of their registered capital unless the laws and regulations
regarding foreign investment provide otherwise. PRC companies are not permitted to distribute any profits until any
losses from prior fiscal years have been offset. Profits retained from prior fiscal years may be distributed together with

distributable profits from the current fiscal year.

Regulation on Foreign Exchange Registration of Overseas Investment by PRC Residents

In 2014, SAFE issued the SAFE Circular on Relevant Issues Relating to Domestic Resident’s Investment and Financing
and Roundtrip Investment through Special Purpose Vehicles (the "SAFE Circular 37"). SAFE Circular 37 regulates foreign
exchange matters in relation to the use of special purpose vehicles by PRC residents or entities to seek offshore investment
and financing or conduct round trip investment in China. Under SAFE Circular 37, a “special purpose vehicle” refers to
an offshore entity established or controlled, directly or indirectly, by PRC residents or entities for the purpose of seeking
offshore financing or making offshore investment, using legitimate onshore or offshore assets or interests, while “round
trip investment” refers to direct investment in China by PRC residents or entities through special purpose vehicles, namely,
establishing foreign-invested enterprises to obtain ownership, control rights and management rights. SAFE Circular 37
provides that, before making a contribution into a special purpose vehicle, PRC residents or entities are required to complete

foreign exchange registration with SAFE or its local branch.

In 2015, the SAFE Notice 13 amended SAFE Circular 37 by requiring PRC residents or entities to register with qualified
banks rather than SAFE or its local branch in connection with their establishment or control of an offshore entity
established for the purpose of overseas investment or financing. PRC residents or entities who had contributed legitimate
onshore or offshore interests or assets to special purpose vehicles but had not registered as required before the
implementation of the SAFE Circular 37 must register their ownership interests or control in the special purpose vehicles
with qualified banks. An amendment to the registration is required if there is a material change with respect to the special
purpose vehicle registered, such as any change of basic information (including change of the PRC residents, name and
operation term), increases or decreases in investment amount, transfers or exchanges of shares, and mergers or divisions.
Failure to comply with the registration procedures set forth in SAFE Circular 37 and the subsequent notice, or making
misrepresentations or failing to disclose the control of the foreign-invested enterprise that is established through round-
trip investment, may result in restrictions being imposed on the foreign exchange activities of the relevant foreign-invested
enterprise, including payment of dividends and other distributions, such as proceeds from any reduction in capital, share
transfer or liquidation, to its offshore parent or affiliate, and the capital inflow from the offshore parent, and may also

subject relevant PRC residents or entities to penalties under PRC foreign exchange administration regulations.
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Regulation Related to Stock Incentive Plans

In February 2012, SAFE promulgated the Notice on Foreign Exchange Administration of PRC Residents Participating in
Share Incentive Plans of Offshore Listed Companies (the "Stock Option Rules”), replacing the previous rules issued by SAFE
in March 2007. Under the Stock Option Rules and other relevant rules and regulations, domestic individuals, which means
the PRC residents and non-PRC citizens residing in China for a continuous period of not less than one year, subject to a
few exceptions, who participate in a stock incentive plan in an overseas publicly-listed company are required to register
with SAFE or its local branches and complete certain other procedures. Participants of a stock incentive plan who are PRC
residents must retain a qualified PRC agent, which could be a PRC subsidiary of the overseas publicly-listed company or
another qualified institution selected by the PRC subsidiary, to conduct the SAFE registration and other procedures with
respect to the stock incentive plan on behalf of its participants. The participants must also retain an overseas entrusted
institution to handle matters in connection with their exercise of stock options, the purchase and sale of corresponding
stocks or interests and fund transfers. In addition, the PRC agent is required to amend the SAFE registration with respect to
the stock incentive plan if there is any material change to the stock incentive plan, the PRC agent or the overseas entrusted
institution or other material changes. The PRC agents must, on behalf of the PRC residents who have the right to exercise
the employee share options, apply to SAFE or its local branches for an annual quota for the payment of foreign currencies
in connection with the PRC residents” exercise of the employee share options. The foreign exchange proceeds received by
the PRC residents from the sale of shares under the stock incentive plans granted and dividends distributed by the overseas
listed companies must be remitted into the bank accounts in the PRC opened by the PRC agents before distribution to such
PRC residents. In addition, SAFE Circular 37 provides that PRC residents who participate in a share incentive plan of an

overseas unlisted special purpose company may register with SAFE or its local branches before exercising rights.

Regulation Related to Tax

Enterprise Income Tax

Under the Enterprise Income Tax Law of the PRC (the "EIT Law"), which became effective on January 1, 2008 and was most
recently amended on December 29, 2018, and its implementing rules, enterprises are classified as resident enterprises
and non-resident enterprises. PRC resident enterprises typically pay an enterprise income tax at the rate of 25% while
non-PRC resident enterprises without any branches in the PRC should pay an enterprise income tax in connection with their
income from the PRC at the tax rate of 10%. An enterprise established outside of the PRC with its “de facto management
body” located within the PRC is considered a “resident enterprise,” meaning that it can be treated in a manner similar to
a PRC domestic enterprise for enterprise income tax purposes. The implementing rules of the EIT Law define a de facto
management body as a managing body that in practice exercises “substantial and overall management and control over the
production and operations, personnel, accounting, and properties” of the enterprise. Enterprises qualified as "High and New

Technology Enterprises” are entitled to a 15% enterprise income tax rate rather than the 25% uniform statutory tax rate.
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The EIT Law and its implementation rules provide that an income tax rate of 10% should normally be applicable to dividends
payable to investors that are "non-resident enterprises,” and gains derived by such investors, which (a) do not have an
establishment or place of business in the PRC or (b] have an establishment or place of business in the PRC, but the relevant
income is not effectively connected with the establishment or place of business to the extent such dividends and gains are
derived from sources within the PRC. Such income tax on the dividends may be reduced pursuant to a tax treaty between
China and other jurisdictions. Pursuant to the Arrangement between the Mainland of China and the Hong Kong Special
Administrative Region for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with respect to Taxes on
Income, or the Double Tax Avoidance Arrangement, and other applicable PRC laws, if a Hong Kong resident enterprise is
determined by the competent PRC tax authority to have satisfied the relevant conditions and requirements under such Double
Tax Avoidance Arrangement and other applicable laws, the 10% withholding tax on the dividends the Hong Kong resident
enterprise receives from a PRC resident enterprise may be reduced to 5% upon receiving approval from the in-charge tax
authority. However, based on the Notice on Certain Issues with Respect to the Enforcement of Dividend Provisions in Tax
Treaties issued on February 20, 2009 by the SAT, if the relevant PRC tax authorities determine, in their discretion, that a
company benefits from such reduced income tax rate due to a structure or arrangement that is primarily tax-driven, such PRC
tax authorities may adjust the preferential tax treatment; and based on the Announcement on Relevant Issues Concerning
the “Beneficial Owners” in Tax Treaties issued on February 3, 2018 by the SAT and effective from April 1, 2018, comprehensive
analysis based on the stipulated factor therein and actual circumstances shall be adopted when recognizing the “beneficial

owner” and agents and designated wire beneficiaries are specifically excluded from being recognized as “beneficial owners”.

Value-added Tax

Pursuant to the Provisional Regulations on Value-Added Tax of the PRC and its implementation regulations, unless
otherwise stipulated by relevant laws and regulations, any entity or individual engaged in the sales of goods, provision of
processing, repairs and replacement services and importation of goods into China is generally required to pay a value-
added tax, or VAT, for revenues generated from sales of products, while qualified input VAT paid on taxable purchases can

be offset against such output VAT.

VAT of a rate of 6% applies to revenue derived from the provision of some modern services. Certain small taxpayers under

PRC law are subject to reduced value-added tax at a rate of 3%.

On April 4, 2018, the MOF and the SAT issued the Notice on Adjustment of VAT Rates, which took effect on May 1, 2018
and provides that the taxable goods previously subject to VAT rates of 17% and 11% respectively are subject to lower VAT
rates of 16% and 10% respectively starting from May 1, 2018. Furthermore, according to the Announcement on Relevant
Policies for Deepening Value-added Tax Reform jointly promulgated by the MOF, the SAT and the General Administration
of Customs, which became effective on April 1, 2019, the taxable goods previously subject to VAT rates of 16% and 10%

respectively become subject to lower VAT rates of 13% and 9% respectively starting from April 1, 2019.

Furthermore, on December 30, 2022, the NPC released the draft version of the Value Added Tax Law of the People’s Republic
of China (the "Draft VAT Law"). If passed, the Draft VAT Law will consolidate China’s current VAT regulations into one
overarching piece of legislation. The Draft VAT Law was released only for soliciting public comments at this stage and thus

substantial uncertainties exist with respect to the enactment timetable, final content, interpretation and implementation.
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Regulations on M&A Rules and Overseas Listings

On August 8, 2006, six PRC regulatory agencies, including the CSRC (the "CSRC"), adopted the Regulations on Mergers
of Domestic Enterprises by Foreign Investors (the "M&A Rules”], which became effective on September 8, 2006 and was
amended on June 22, 2009. Foreign investors shall comply with the M&A Rules when they purchase equity interests of a
domestic company or subscribe the increased capital of a domestic company, and thus changing the nature of the domestic
company into a foreign-invested enterprise; or when the foreign investors establish a foreign-invested enterprise in the PRC,
purchase the assets of a domestic company and operate the assets; or when the foreign investors purchase the asset of a
domestic company, establish a foreign-invested enterprise by injecting such assets and operate the assets. The M&A Rules
purport, among other things, to require offshore special purpose vehicles formed for overseas listing purposes through
acquisitions of PRC domestic companies and controlled by PRC companies or individuals, to obtain the approval of the CSRC

prior to publicly listing their securities on an overseas stock exchange.

Furthermore, certain PRC regulatory authorities issued Opinions on Strictly Cracking Down on Illegal Securities Activities,
which were available to the public on July 6, 2021 and emphasized the need to strengthen the administration over illegal
securities activities and the supervision on overseas listings by China-based companies, and proposed to take effective
measures, such as promoting the construction of relevant regulatory systems to deal with the risks and incidents faced by
China-based overseas-listed companies, and provided that the special provisions of the State Council on overseas offering
and listing by those companies limited by shares will be revised and therefore the duties of domestic industry competent

authorities and regulatory authorities will be clarified.

On February 17, 2023, the CSRC promulgated the Overseas Listing Trial Measures, and relevant five guidelines on the
application of Regulatory Rules, which took effect from March 31, 2023, requiring Chinese domestic companies’ overseas
securities offerings or listings be filed with the CSRC. The Overseas Listing Trial Measures clarify the scope of overseas
offerings or listings by Chinese domestic companies which are subject to the filing and reporting requirements thereunder,
and provide, among others, that Chinese domestic companies that have already directly or indirectly offered and listed
securities in overseas markets prior to the effectiveness of the Overseas Listing Trial Measures shall fulfil their filing
obligations and report relevant information to the CSRC within three working days after conducting a follow-on securities
offering on the same overseas market, and follow the relevant reporting requirements within three working days upon
the occurrence and public disclosure of any specified circumstances provided thereunder, including (i) change of control;
(i) investigations or sanctions imposed by overseas securities regulatory agencies or other relevant competent authorities;
(iii) change of listing status or transfer of listing segment; (iv) voluntary or mandatory delisting. In addition, where the main
business of an issuer undergoes material change after overseas offering and listing, and is therefore beyond the scope of
business stated in the filing documents, such issuer shall follow the relevant reporting requirements within three working
days after occurrence of the changes. For violations of these provisions or measures, the competent Chinese authorities
may impose administrative regulatory measures, such as orders for correction, warnings, fines, and may pursue legal

liability in accordance with law.
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Furthermore, on February 24, 2023, the CSRC, together with certain other PRC governmental authorities, promulgated
the Provisions on Strengthening Confidentiality and Archives Administration of Overseas Securities Offering and Listing
by Domestic Companies ("'Revised Confidentiality and Archives Administration Provisions”), which came into effect on
March 31, 2023. According to the Revised Confidentiality and Archives Administration Provisions, Chinese companies that
directly or indirectly conduct overseas offerings and listings, shall strictly abide by the relevant laws and regulations on
confidentiality when providing or publicly disclosing, either directly or through their overseas listed entities, documents and
materials to securities service providers such as securities companies and accounting firms or overseas regulators in the
process of their overseas offering and listing. In the event such documents or materials contain state secrets or working
secrets of government agencies, the Chinese companies shall first obtain approval from competent authorities according
to law, and file with the secrecy administrative department at the same level with the approving authority; in the event
that such documents or materials, if divulged, will jeopardize national security or public interest, the Chinese companies
shall strictly fulfill relevant procedures stipulated by applicable national regulations. The Chinese companies shall also
provide a written statement of the specific state secrets and sensitive information provided when providing documents
and materials to securities companies and securities service providers, and the securities companies and securities
service providers shall properly retain such written statements for inspection. According to the Revised Confidentiality and
Archives Administration Provisions, where overseas securities regulators or relevant competent authorities request to
inspect, investigate or collect evidence from Chinese domestic companies concerning their overseas offering and listing or
their securities companies and securities service providers that undertake securities business for such Chinese domestic
companies, such inspection, investigation and evidence collection must be conducted under the cross-border regulatory
cooperation mechanism, and the CSRC or competent authorities of the Chinese government will provide necessary

assistance pursuant to bilateral and multilateral cooperation mechanism.



2023 ANNUAL REPORT

Risk Factors

The following section includes the most significant factors that we believe may adversely affect our business and
operations. Investors should carefully consider the risks and uncertainties described below and all information contained
in this annual report, including our financial statements and the related notes and the section headed “Management
Discussion and Analysis” in this annual report before deciding to invest in our ADSs or Class A ordinary shares. The
occurrence of any of the events or developments described below could harm our business, financial condition, results of
operations and growth prospects. In such an event, the market price of our ADSs and Class A ordinary shares could decline,
and investors may lose all or part of their investment. Additional risks and uncertainties not presently known to us or that

we currently deem immaterial also may impair our business operations.
SUMMARY OF RISK FACTORS

Investing in our ADSs and Class A ordinary shares involves significant risks. You should carefully consider all of the
information in this annual report before making an investment in our ADSs and Class A ordinary shares. Below please find
a summary of the principal risks we face, organized under relevant headings.

Risks Relating to Our Business and Industry

o We have a limited operating history and face significant challenges as a new entrant into our industry.

o As we continue to grow, we may not be able to effectively manage our growth, which could negatively impact our

brand and financial performance.

. China’s passenger vehicle market is highly competitive, and demand for EVs may be cyclical and volatile.
o Our research and development efforts may not yield expected results.
o If our Smart EVs, including software systems, fail to offer a good mobility experience and meet customer

expectations, our business, results of operations and reputation would be materially and adversely affected.

o We may be subject to risks associated with ADAS technologies.

o We may not be able to expand our physical sales network cost-efficiently, and our franchise model is subject to a

number of risks.

. Our financial results may vary significantly from period to period due to the seasonality of our business and

fluctuations in our operating costs.

o We depend on revenues generated from a limited number of Smart EV models.
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o Our customers may cancel their orders despite their deposit payment and online confirmation.

o The shortage in the supply of semiconductors may be disruptive to the Group’s operations and adversely affect our

business, results of operations and financial condition.

o We have incurred significant losses and had recorded negative cash flows from operating activities in the past, all of

which may continue in the future.

o Our business plans require a significant amount of capital. If we fail to obtain required external financing to sustain
our business, we may be forced to curtail or discontinue the Group’s operations. In addition, our future capital needs
may require us to sell additional equity or debt securities that may dilute our shareholders or introduce covenants

that may restrict the Group’s operations or our ability to pay dividends.

. From time to time we may evaluate and potentially consummate strategic investments or acquisitions, which could

require significant management attention, disrupt our business and adversely affect our financial results.

o We have entered into collaborations, and may establish or seek collaborations, and we may not timely realize the

benefits of such arrangements.

. The unavailability, reduction or elimination of government and economic incentives or government policies that are
favorable for new energy vehicles and domestically produced vehicles could materially and adversely affect our

business, financial condition and results of operations.

o Actual or alleged failure to comply with laws, regulations, rules, policies and other obligations regarding privacy, data
protection, cybersecurity and information security could subject us to significant reputational, financial, legal and
operational consequences. For instance, any misuse of smart technology, such as facial recognition technology, may

have a material adverse effect on our reputation and results of operations.

Risks Relating to Doing Business in China

o Changes and developments in the political, economic and social policies of the PRC government may materially and
adversely affect our business, financial condition and results of operations and may result in our inability to sustain
our growth and expansion strategies. The Chinese government may intervene or influence the Group’s operations
if we fail to comply with applicable PRC laws, regulations or regulatory requirements, and may exert more control
over offerings conducted overseas and foreign investment in China-based issuers, which could result in a material
change in the Group’s operations and the value of our Class A ordinary shares and ADSs. Any actions by the Chinese
government to exert more oversight and control over offerings that are conducted overseas and/or foreign investment
in China-based issuers could significantly limit or completely hinder our ability to offer or continue to offer our
Class A ordinary shares and ADSs to investors and cause the value of such securities to significantly decline or

be worthless.



2023 ANNUAL REPORT

Risk Factors

For instance, on February 17, 2023, CSRC promulgated the Trial Administrative Measures of Overseas Securities
Offering and Listing by Domestic Companies ("Overseas Listing Trial Measures”] and relevant five guidelines, which
became effective on March 31, 2023. The Overseas Listing Trial Measures impose filing requirements on both “direct”
and “indirect” overseas offering or listing of PRC domestic companies. As of the date of this annual report, we have
not been informed by any PRC governmental authority of any requirement that we shall apply for approval or filing
for our initial public offering in the U.S. in August 2020, our follow-on public offering completed in December 2020
or our listing on the Hong Kong Stock Exchange and the associated public offering in July 2021. However, since the
PRC authorities have promulgated new laws and regulations recently to further regulate securities offerings that are
conducted overseas, in connection with our future overseas securities offering or listing, we may be required to fulfill
filing, reporting procedures or other administrative procedures with the CSRC or other PRC government authorities.
In addition, we cannot guarantee that new rules or regulations promulgated in the future will not impose any
additional requirement on us or otherwise to tighten the regulations on PRC companies seeking overseas listing. Any
failure to obtain the relevant approval or complete the filings and other relevant regulatory procedures may subject
us to regulatory actions or other penalties from the CSRC or other PRC regulatory authorities, which may have a

material adverse effect on our business, operations or financial conditions.

Changes and developments in the PRC legal system and the interpretation and enforcement of PRC laws, rules and

regulations may subject us to uncertainties.

The audit report included in this annual report is prepared by an auditor located in a jurisdiction which the U.S. Public
Company Accounting Oversight Board was unable to inspect and investigate completely before 2022 and, as such, our
investors have been deprived of the benefits of such inspections in the past, and may be deprived of the benefits of

such inspections in the future.

If the PCAOB determines that it is unable to inspect or investigate completely our auditor at any point in the future
for two consecutive years, our ADSs may be prohibited from trading in the United States under the Holding Foreign
Companies Accountable Act, as amended, or the HFCA Act, and any such trading prohibition on our ADSs or threat

thereof may materially and adversely affect the price of our ADSs and value of your investment.

Certain PRC regulations establish procedures for acquisitions conducted by foreign investors that could make it more

difficult for us to grow through acquisitions.

PRC regulations relating to investments in offshore companies by PRC residents may subject our PRC-resident
beneficial owners or our PRC subsidiaries to liability or penalties, limit our ability to inject capital into our PRC

subsidiaries or limit our PRC subsidiaries” ability to increase their registered capital or distribute profits.
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Risks Relating to Our Corporate Structure

o Revenue contributions from the Group VIEs have not been and are not expected in the foreseeable future to be
material. Nonetheless, if the PRC government deems that the contractual arrangements in relation to the Group
VIEs do not comply with PRC regulatory restrictions on foreign investment in the relevant industries, or if these
regulations or the interpretation of existing regulations change in the future, our Class A ordinary shares and ADSs

may decline in value if we are unable to assert our contractual control rights over the assets of the Group VIEs.

o We rely on contractual arrangements with the Group VIEs and their respective affiliate shareholders to operate
certain businesses that do not have and are not expected in the foreseeable future to have material revenue
contributions to the Group. Such contractual arrangements may not be as effective as direct ownership in providing

operational control and otherwise have a material adverse effect as to our business.

. Our contractual arrangements with the Group VIEs may result in adverse tax consequences to us.

o If we exercise the option to acquire equity ownership of the Group VIEs, the ownership transfer may subject us to

certain limitations and substantial costs.

. The affiliate shareholders of the Group VIEs may have potential conflicts of interest with us, which may materially and

adversely affect our business and financial condition.

RISKS RELATING TO OUR BUSINESS AND INDUSTRY

We have a limited operating history and face significant challenges as a new entrant into our industry.

We began operations in 2015 and have a limited operating history. We have limited history in most aspects of our business
operations, including designing, testing, manufacturing, marketing and selling our Smart EVs, as well as offering our
services. We started production of our first mass-produced Smart EV, the G3, a compact SUV, in November 2018. We have
constructed a manufacturing plant in Zhaoging, Guangdong province, and the plant is the first manufacturing facility owned
by us. We have also constructed a manufacturing plant in Guangzhou, Guangdong province, and started manufacturing
Smart EVs at this plant in December 2022. We started production of our second mass-produced Smart EV, the P7, a sports
sedan, at the Zhaoging plant in May 2020. We unveiled the P5, our third Smart EV and a family sedan, in April 2021, and
started delivery in September 2021. Furthermore, we introduced the G3i, which is the mid-cycle facelift version of the G3,
in July 2021, and started delivery in August 2021. In September 2022, we launched the G9, which is our fourth Smart EV and
a mid- to large-sized SUV, and started mass delivery in October 2022. In March 2023, we introduced the P7i, which is the
mid-cycle facelift version of the P7, and started delivery during the same month. In June 2023, we launched the Gé, which
is our fifth Smart EV, and started delivery to customers in July 2023. In January 2024, we launched the X9, which is our

sixth Smart EV, and started delivery during the same month.
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You should consider our business and prospects in light of the risks and challenges we face as a new entrant into our

industry, including, among other things, with respect to our ability to:

o design and produce safe, reliable and quality vehicles on an ongoing basis;

o build a well-recognized and respected brand;

o expand our customer base;

. properly price our products and services;

. advance our technological capabilities in key areas, such as ADAS, intelligent operating system, electric powertrain

and E/E architecture;

o successfully market our Smart EVs and our services, including our ADAS and various value-added services, such as

insurance agency service, automotive loan referral and charging solutions;

U improve operating efficiency and economies of scale;

o operate our manufacturing plant in a safe and cost-efficient manner;

o attract, retain and motivate our employees;

. anticipate and adapt to changing market conditions, including changes in consumer preferences and competitive

landscape; and
o navigate a complex and evolving regulatory environment.

If we fail to address any or all of these risks and challenges, our business may be materially and adversely affected. Our
Smart EVs are highly technical products that require ongoing maintenance and support. As a result, consumers will be less
likely to purchase our Smart EVs if they are not convinced that our business will succeed or that the Group’s operations
will continue for many years. Similarly, suppliers and other third parties will be less likely to invest time and resources in

developing business relationships with us if they are not convinced that our business will succeed.

As we continue to grow, we may not be able to effectively manage our growth, which could negatively impact our brand and

financial performance.

We have experienced significant growth in the past several years. Our revenues increased from RMB20,988.1 million in 2021
to RMB26,855.1 million in 2022, and further to RMB30,676.1 million in 2023, and the number of Smart EVs delivered by us
increased from 98,155 units in 2021 to 120,757 units in 2022 and further to 141,601 units in 2023. We plan to further grow
our business by, among other things, investing in technology, expanding our product portfolio, strengthening our brand
recognition, expanding our sales and marketing network and service offerings. Our future operating results will depend to a

large extent on our ability to manage our expansion and growth successfully.
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Risks that we face in undertaking this expansion include, among others:

o managing a larger organization with a greater number of employees in different divisions;

o controlling expenses and investments in anticipation of expanded operations;

o establishing or expanding design, manufacturing, sales and service facilities, as well as charging network;
o implementing and enhancing administrative infrastructure, systems and processes; and

o executing our strategies and business initiatives successfully.

Any failure to manage our growth effectively could materially and adversely affect our business, prospects, results of

operations and financial condition.

China’s passenger vehicle market is highly competitive, and demand for EVs may be cyclical and volatile.

China’s passenger vehicle market is large yet competitive, and we have strategically focused on offering Smart EVs for the
mid- to high-end segment. We directly compete with other pure-play EV companies, especially those targeting the mid- to
high-end segment. To a lesser extent, our Smart EVs also compete with (i) NEVs, which include EVs, plug-in hybrid electric
vehicles, hybrid electric vehicles and fuel cell electric vehicles, and [ii] ICE vehicles in the mid- to high-end segment
offered by traditional OEMs. We may also in the future face competition from new entrants that will increase the level of
competition. Many of our current and potential competitors, particularly international competitors, have more financial,
technical, manufacturing, marketing and other resources than we do, and may be able to devote significant resources to

the design, development, manufacturing, distribution, promotion, sale and support of their products.

We expect competition in our industry to intensify in the future in light of increased demand and regulatory push for
alternative fuel vehicles, continuing globalization and consolidation in the worldwide automotive industry. Factors affecting
competition include, among others, product quality and features, innovation and development time, pricing, reliability,
safety, energy efficiency, sales and marketing capabilities, distribution network, customer service and financing terms.
Increased competition may lead to lower vehicle unit sales and increased inventory, which may result in downward
price pressure and adversely affect our business, financial condition, operating results and prospects. There can be no
assurance that we will be able to compete successfully. Our competitors may introduce new vehicles or services that
surpass the quality or performance of our Smart EVs or services, which would adversely affect our competitive position in
the market. They may also offer vehicles or services at more competitive prices, which would have an adverse impact on
our sales and profitability. We have witnessed increasing price competition in the Smart EV industry in recent years, which
imposed downward pressure on the sale prices of our products and our gross margin. For instance, since January 2024,
certain of our competitors have announced price cuts or discounts to their products and we have also announced price

discounts to certain of our vehicle models. However, we cannot assure you that we will be able to compete successfully in
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price against our competitors, nor can we assure you that the competitive pressures we face currently will not decrease
our revenue and profits in the future. In addition, we may compete with state-owned enterprises or companies that have
received investments or other forms of support from state-owned enterprises or other government entities, and such
competitors may therefore possess more resources than us. If products from our competitors successfully compete with
or surpass the quality or performance of our vehicles at more competitive prices, our profitability and results of operations

may be materially and adversely affected.

In addition, volatility in the automobile industry may materially and adversely affect our business, prospects, operating
results and financial condition. The sales volume of EVs in the mid- to high-end segment in China may not grow at the rate
that we expect, or at all. Demand for EVs depends to a large extent on general, economic, political and social conditions
in a given market and the introduction of new vehicles and technologies. As a new entrant to the EV market, we have
fewer financial resources than more established OEMs to withstand changes in the market and disruptions in demand.
Demand for our Smart EVs may also be affected by factors directly impacting automobile price or the cost of purchasing
and operating automobiles, such as sales and financing incentives, prices of raw materials and components, cost of oil and
gasoline and governmental regulations, including tariffs, import regulation and sales taxes. Volatility in demand may lead
to lower vehicle unit sales and increased inventory, which may result in further downward price pressure and adversely
affect our business, prospects, financial condition and operating results. These effects may have a more pronounced
impact on our business given our relatively smaller scale and less financial resources as compared to many traditional
OEMs.

Our research and development efforts may not yield expected results.

Technological innovation is critical to our success, and we strategically develop most of key technologies in-house, such as
ADAS, intelligent operating system, powertrain and E/E architecture. We have been investing heavily on our research and
development efforts. In 2021, 2022 and 2023, our research and development expenses amounted to RMB4,114.3 million,
RMB5,214.8 million and RMB5,276.6 million, respectively. Our research and development expenses accounted for 19.6%,
19.4% and 17.2% of our total revenues for 2021, 2022 and 2023, respectively. The EV industry is experiencing rapid
technological changes, and we need to invest significant resources in research and development to lead technological
advances in order to remain competitive in the market. Therefore, we expect that our research and development expenses will
continue to be significant. Furthermore, research and development activities are inherently uncertain, and there can be no
assurance that we will continue to achieve technological breakthroughs and successfully commercialize such breakthroughs.
As a result, our significant expenditures on research and development may not generate corresponding benefits. If our
research and development efforts fail to keep up with the latest technological developments, we would suffer a decline in our
competitive position. For example, we believe ADAS is a key factor that differentiates our Smart EVs from competing products,
and we have dedicated significant research and development efforts in this area. Any delay or setbacks in our efforts to

improve ADAS capabilities could materially and adversely affect our business, reputation, results of operations and prospects.
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Besides our in-house expertise, we also rely on certain technologies of our suppliers to enhance the performance of our
Smart EVs. In particular, we do not manufacture battery cells or semiconductors, which makes us dependent upon suppliers
for the relevant technologies. As technologies change, we plan to upgrade our existing models and introduce new models
in order to provide Smart EVs with the latest technologies, including battery cells and semiconductors, which could involve
substantial costs and lower our return on investment for existing models. There can be no assurance that we will be able
to equip our Smart EVs with the latest technologies. Even if we are able to keep pace with changes in technologies and
develop new models, our prior models could become obsolete more quickly than expected, potentially reducing our return on

investment.

If our Smart EVs, including software systems, fail to offer a good mobility experience and meet customer expectations, our

business, results of operations and reputation would be materially and adversely affected.

We tailor our Smart EVs for China’s middle-class consumers. Our Smart EVs offer smart technology functions, including
ADAS and smart connectivity, to make the mobility experience more convenient. There can be no assurance that we will be
able to continue to enhance such smart technology functions and make them more valuable to our target customers. In the
design process, we pay close attention to the preferences of our target customers. However, there can be no assurance
that we are able to accurately identify consumer preferences and effectively address such preferences in our Smart EVs’
design. Furthermore, the driving experience of a Smart EV is different from that of an ICE vehicle, and our customers may
experience difficulties in adapting to the driving experience of a Smart EV. As consumer preferences are continuously

evolving, we may fail to introduce desirable product features in a timely manner.

Our Smart EVs may contain defects in design or manufacturing that cause them not to perform as expected or that
require repair, and certain features of our Smart EVs may take longer than expected to become enabled. For example,
the operation of our Smart EVs is highly dependent on our proprietary software, such as XPILOT, XNGP, Xmart 0S and
XOS Tianji, which is inherently complex. These software systems may contain latent defects and errors or be subject to
external attacks. Additionally, we are actively adding new smart technology features to our offerings, including the smart
voice assistant in our XOS Tianji in-car operating system. These new features are subject to market acceptance, and any
incident involving our Smart EV may negatively impact the perception of our products and services and may further result
in damages to our brand image and customer trust. Although we attempt to remedy any issues we observe in our Smart
EVs as effectively and rapidly as possible, such efforts may not be timely or may not be to the satisfaction of our customers.
Furthermore, while we have performed extensive internal testing on the Smart EVs we manufacture, we currently have
a limited frame of reference by which to evaluate detailed long-term quality, reliability, durability and performance
characteristics of our Smart EVs. We cannot assure you that our Smart EVs are free of defects, which may manifest over
time. Product defects, delays or other failures of our products to perform as expected could damage our reputation and
result in product recalls, product liability claims and/or significant warranty and other expenses, and could have a material

adverse impact on our business, financial condition, operating results and prospects.
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We may be subject to risks associated with ADAS technologies.

We continuously upgrade our ADAS technologies through in-house research and development. ADAS technologies are
subject to risks and from time to time there have been accidents associated with such technologies. Although we attempt to
remedy any issues we observe in our Smart EVs as effectively and rapidly as possible, such efforts may not be timely, may
hamper production or may not be to the satisfaction of our customers. Moreover, ADAS technology is still evolving and is
yet to achieve wide market acceptance. The safety of ADAS technologies depends in part on driver interaction, and drivers
may not be accustomed to using such technologies. To the extent accidents associated with our ADAS systems occur, we
could be subject to liability, government scrutiny and further regulation. In April 2023, our G9 SUV obtained the Guangzhou
Intelligent Connected Vehicle Passenger Test Permit, and the testing area covered all general testing roads in Guangzhou.
As the penetration and availability of our ADAS systems continues to grow, the possibility that our ADAS technologies are
involved in accidents may correspondingly increase. Furthermore, accidents or defects caused by third parties” ADAS

technology may negatively affect public perception, or result in regulatory restrictions, with respect to ADAS technology.

Such accidents where our or any third party’s ADAS technology is involved may be the subject of significant public attention.
There also remains significant uncertainty in the legal implications to providers of emerging ADAS and autonomous driving
technologies of traffic collisions or other accidents involving such technologies, particularly given variations in legal and
regulatory regimes that are emerging, and we may become liable for losses that exceed the current industry norms as the
regulatory and legal landscape develops. Our ADAS technologies may be affected by regulatory restrictions. Government
safety regulations are subject to change based on a number of factors that are not within our control, including new scientific
or technological data, adverse publicity regarding the industry, recalls, concerns regarding safety risks of autonomous driving
and ADAS, accidents involving our solutions or those of others, domestic and foreign political developments or considerations
and litigation relating to our solutions and our competitors’ products. Changes in government regulations, especially those
relating to ADAS and autonomous driving, could adversely affect our business, results of operations, and financial condition.
For example, on November 17, 2023, the MIIT, the Ministry of Public Security, the Ministry of Housing and Urban-Rural
Development, and the Ministry of Transport jointly promulgated the Notice of Implementing the Pilot Program of Access and
On-Road Traffic of Intelligent Connected Vehicles (the "2023 Pilot Program”), which took effect on the same day. Pursuant
to the 2023 Pilot Program, vehicle manufacturers are eligible for carrying out on-road testing for intelligent connected
vehicles equipped with autonomous driving functions (referred to as Level 3 autonomous driving function (conditionally
automated driving) and Level 4 autonomous driving function (highly automated driving) as provided in the Taxonomy of
Driving Automation for Vehicles] and ready for mass production in restricted areas only after passing the product testing and
safety assessment conducted by the relevant authorities and obtaining the access approvals from the MIIT. In addition, on
December 5, 2023, the Ministry of Transport issued the Guidelines on Transportation Safety Services for Autonomous Vehicles
(for Trial Implementation), which provides relevant guidance for vehicles which are capable of performing all dynamic driving
tasks under designed operating conditions according to relevant national standards and have obtained the access approvals
from the MIIT, including but not limited to, requirements for application scenarios, operators of autonomous vehicles, safety
and security, supervision and overall management. Furthermore, our research and development activities on ADAS are
subject to regulatory restrictions on surveying and mapping, as well as driverless road testing. Any tightening of regulatory

restrictions could have a material adverse impact on our development of ADAS technology.
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We may not be able to expand our physical sales network cost-efficiently, and our franchise model is subject to a number

of risks.

As of December 31, 2023, our physical sales network consisted of 500 stores, covering 181 cities in China. We plan to
expand our physical sales network through a combination of direct stores and franchised stores, and we increased our
efforts on developing our franchise network in 2023. This planned expansion may not have the desired effect of increasing
sales and enhancing our brand recognition in a cost-efficient manner and requires certain adjustments in our sales and

marketing operation.

For our direct stores, we may need to invest significant capital and management resources to operate existing direct
stores and open new ones, and there can be no assurance that we will be able to improve the operational efficiency of our

direct stores.

While our franchise model enables us to pursue an asset-light expansion strategy, such model is also subject to a
number of risks, and our increasing focus on developing our franchise network may result in increasing dependence
on the performance of our franchisees and our ability to effectively manage our network of distributors. We may not
be able to identify, attract and retain a sufficient number of franchisees with the requisite experience and resources to
operate franchised stores. We rely on our agreements with franchisees and the policies and measures we have in place
to manage our franchise network, and any violation by our franchisees on such agreements may have an adverse effect
on our business. Our franchisees are responsible for the day-to-day operation of their stores. Although we offer the same
trainings and implement the same service standards for staff from both direct stores and franchised stores, we have
limited control over how our franchisees’ businesses are run. If our franchisees fail to deliver high quality customer service
and resolve customer complaints in a timely manner, if any of their misconduct leads to damages to our brand image
and reputation or if they fail to maintain the requisite licenses, permits or approvals, our business could be adversely
affected. In addition, our agreements with certain of our franchisees are non-exclusive. While they are required to only
sell our Smart EVs in the XPENG-branded franchised stores, they may operate other stores that sell vehicles of multiple
other brands. These franchisees may dedicate more resources to the stores outside of our sales network and may not be
able to successfully implement our sales and marketing initiatives. Furthermore, our franchisees may engage aggressive
competition against each other, resulting in cannibalization among such franchisees. Any such behavior or occurrence may

harm our business, prospects, financial condition and results of operation.

We are also planning to establish a new franchise model in our collaboration with our franchisees, with the hope of building
up channel inventory, accelerating the speed of delivery to end customers and further incentivizing our franchisees to
perform. Under this new franchise model, the scope of our disclosures of deliveries numbers may change in the future
by including the vehicles delivered to our franchisees. The new franchise model could potentially negatively affect
certain of our financial metrics, including, for example, revenue, gross margin and trade receivables. For example,
increasing revenue contribution from our franchisees may lead to increase in our trade receivables, which our franchisees
may not be able to settle in a timely manner, and any deterioration in the financial position and credit profile of the
franchisees may give rise to difficulties of our collection of trade receivables. In addition, our customers may encounter
customer experiences and sale prices that are inconsistent across our different stores, resulting in potential customer

dissatisfaction.
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Our financial results may vary significantly from period to period due to the seasonality of our business and fluctuations in our

operating costs.

Our operating results may vary significantly from period to period due to many factors, including seasonal factors that may
have an effect on the demand for our Smart EVs. Demand for new cars typically declines around the Chinese New Year
holiday, while sales are generally higher in the fourth quarter of a calendar year. Our limited operating history makes it
difficult for us to judge the exact nature or extent of the seasonality of our business. The cyclicality in seasonal fluctuations
may continue in the foreseeable future. Accordingly, our revenue, cash flow, operating results and other key operating and
performance metrics may vary from quarter to quarter due to the seasonal nature of the market demand. Uneven cash flow
from quarter to quarter may cause additional difficulties in our efforts to manage liquidity and may materially and adversely
affect our liquidity and our ability to fund and expand our business. In addition, We may record significant increase in
revenues when we commence mass delivery of a new product to fulfill customer orders accumulated in prior periods,
but we may not be able to maintain our revenues at similar levels in subsequent periods. Also, any health pandemic or
epidemics such as the COVID-19 pandemic and natural disasters such as unusually severe weather conditions in some
markets may impact demand for, and our ability to manufacture and deliver, our Smart EVs. Our operating results could
also suffer if we do not achieve revenues consistent with our expectations for this seasonal demand because many of our

expenses are based on anticipated levels of annual revenues.

We also expect our period-to-period operating results to vary based on our operating costs, which we anticipate will
increase significantly in future periods as we, among other things, design and develop new models, develop new
technological capabilities, ramp up our manufacturing facilities and expand our physical sales network, as well as
expanding our general and administrative functions to support our growing operations. We may incur substantial research
and development and/or selling expenses when we develop and/or promote a new product in a given period without
generating any revenue from such product until we start delivery of such products to customers in future periods. As
a result of these factors, we believe that period-to-period comparisons of our operating results are not necessarily
meaningful and that these comparisons may not be indicative of future performance. Moreover, our operating results may
not meet expectations of equity research analysts or investors. If this occurs, the trading price of our ADSs and/or Class A

ordinary shares could fall substantially either suddenly or over time.

We depend on revenues generated from a limited number of Smart EV models.

Our business initially depended substantially on the sales and success of the G3, a compact SUV, which was our only mass-
produced Smart EV in the market prior to May 2020. We started the production of our second mass-produced Smart EV,
the P7, in May 2020. Furthermore, we have commenced delivering our third Smart EV model, the P5, a family sedan, in
September 2021. In September 2022, we launched the G9, which is our fourth Smart EV and a mid- to large-sized SUV,
and started mass delivery in October 2022. In March 2023, we introduced the P7i, which is the mid-cycle facelift version
of the P7, and started delivery during the same month. In June 2023, we launched the Gé, which is our fifth Smart EV, and
started delivery to customers in July 2023. In January 2024, we launched the X9, which is our sixth Smart EV, and started
delivery during the same month. We currently have ceased the manufacturing and sale of the G3 as well as the G3i, which

we introduced and started to deliver in 2021. Historically, automobile customers have come to expect a variety of vehicle
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models offered in an OEM’'s product portfolio and new and improved vehicle models to be introduced frequently. In order
to meet these expectations, we plan to continuously introduce new models to enrich our product portfolio, as well as
introducing new versions of existing Smart EV models. To the extent our product variety and cycles do not meet consumer
expectations, or cannot be produced on our projected timelines and cost and volume targets, our future sales may be
adversely affected. Given that for the foreseeable future our business will depend on a limited number of models, to the
extent a particular model is not well-received by the market, our sales volume could be materially and adversely affected.

This could have a material adverse effect on our business, prospects, financial condition and operating results.

Our customers may cancel their orders despite their deposit payment and online confirmation.

Orders and reservations for our Smart EVs are subject to cancelation by the customer prior to the delivery of the Smart
EV. Our customers may cancel their orders for many reasons beyond our control, and we have experienced cancelation of
orders in the past. In addition, customers may cancel their orders even after they have paid deposits. The potentially long
wait from the time a reservation is made until the time the Smart EV is delivered could also impact customer decisions
on whether to ultimately make a purchase, due to potential changes in preferences, competitive developments, and other
factors. If we encounter delays in the deliveries of our Smart EVs, a significant number of orders may be canceled. As a
result, we cannot assure you that orders will not be canceled and will ultimately result in the final purchase, delivery, and
sale of the Smart EVs. Such cancelations could harm our business, brand image, financial condition, results of operations

and prospects.

The shortage in the supply of semiconductors may be disruptive to the Group’s operations and adversely affect our business,

results of operations and financial condition.

The automotive industry has experienced in recent years, and may continue to experience or experience in the future, a
global shortage in the supply of semiconductors. Since October 2020, the supply of semiconductors used for automotive
production has been subject to a global shortage. Although such global semiconductor shortage has not yet had a
material negative impact on the Group’'s operations, there is no assurance that we will be able to continue to obtain
sufficient number of semiconductor-contained components at reasonable cost for the Group’s operations, to the
extent that such semiconductor shortage continues or occurs again in the future. In addition, we source a majority of
semiconductor-contained components used by us from single-source suppliers, such as the components utilizing the
semiconductors provided by NVIDIA. Should any single-source suppliers of semiconductor-contained components become
unable to meet our demand or become unwilling to do so on terms that are acceptable to us, it may take us significant
time, and we may incur significant expenses to find alternative suppliers. In October 2022, the BIS released broad changes
in export controls, including new regulations restricting the export to China of advanced semiconductors, supercomputer
technology, equipment for the manufacturing of advanced semiconductors and associated components and technology. On
October 17, 2023, the BIS announced additional semiconductor regulations expanding and enhancing export controls under
the October 2022 regulations. While we do not expect the new regulations to materially affect our business, there can be
no assurance that the United States or other countries will not impose more stringent export controls that may prohibit or

restrict our ability to, directly or indirectly, source semiconductor and other components and raw materials, or otherwise
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affect our business. It is difficult to predict what further trade-related actions the United States or other governments
may take, and we may be unable to quickly and effectively react to or mitigate such actions. If we were required to utilize
another supplier for semiconductor-contained components, we would need to qualify and customize the components
from alternative suppliers, which could be time consuming and require substantial expenses. If we are unable to find an
alternative supplier willing and able to meet our needs on terms acceptable to us on a timely basis or at all, our production
and deliveries would be materially disrupted, which may materially and adversely affect our business, results of operations

and financial condition.

We have incurred significant losses and had recorded negative cash flows from operating activities in the past, all of which

may continue in the future.

We have not been profitable since our inception. The design, manufacture, sale and servicing of Smart EVs is a capital-
intensive business. We have been incurring losses from operations since inception. We incurred net losses of RMB4,863.1
million, RMB9,139.0 million and RMB10,375.8 million for 2021, 2022 and 2023, respectively. We have had negative cash
flows from operating activities since inception and in financial years preceding 2023. Net cash used in operating activities
was RMB1,094.6 million and RMB8,232.4 million for 2021 and 2022, respectively. Although we recorded net cash provided
by operating activities of RMB956.2 million for 2023, we cannot assure you that we will achieve or maintain such positive
cash flow in the future. In addition, we have made significant up-front investments in research and development, our
manufacturing facilities in Zhaoging, Guangzhou and Wuhan, our sales and service network, our charging network, as well
as marketing and advertising, to rapidly develop and expand our business. We expect to continue to invest significantly in
these areas to further expand our business, and there can be no assurance that we will successfully execute our business
strategies. We may not generate sufficient revenues for a number of reasons, including lack of demand for our Smart EVs
and services, increasing competition, challenging macro-economic environment, supply chain disruption, as well as other
risks discussed herein. Our ability to become profitable in the future will not only depend on our efforts to sell our Smart
EVs and services but also to control our costs. If we are unable to adequately control the costs associated with the Group's

operations, we may continue to experience losses and negative cash flows from operating activities in the future.

We may need additional capital resources in the future if we experience changes in business condition or other
unanticipated developments, or if we wish to pursue opportunities for investments, acquisitions, capital expenditures or
similar actions. In addition, we have not recorded net income since inception or positive cash flows from operating activities
in financial years preceding 2023. As such, we may continue to rely on equity or debt financing to meet our working capital
and capital expenditure requirements. If we were unable to obtain such financing in a timely manner or on terms that are
acceptable, or at all, we may fail to implement our business plans or experience disruptions in our operating activities, and

our business, financial condition and results of operations would be materially and adversely affected.
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Our business plans require a significant amount of capital. If we fail to obtain required external financing to sustain our
business, we may be forced to curtail or discontinue the Group’s operations. In addition, our future capital needs may require
us to sell additional equity or debt securities that may dilute our shareholders or introduce covenants that may restrict the

Group’s operations or our ability to pay dividends.

Our business and our future plans are capital-intensive. We will need significant capital to, among other things, conduct
research and development, ramp up our production capacity and expand our sales and service network. As we ramp
up our production capacity and operations, we may also require significant capital to maintain our property, plant and
equipment and such costs may be greater than anticipated. We expect that our level of capital expenditures will be
significantly affected by user demand for our Smart EVs and services. Given we have a limited operating history, we
have limited historical data on the demand for our Smart EVs and services. As a result, our future capital requirements
may be uncertain and actual capital requirements may be different from those we currently anticipate. We plan to seek
equity or debt financing to finance a portion of our capital needs. On December 6, 2023, we completed the issuance of
94,079,255 Class A ordinary shares to Volkswagen Group for approximately US$705.6 million. However, such financing
might not be available to us in a timely manner or on terms that are acceptable, or at all, in the future. If we fail to obtain
required additional financing to sustain our business before we are able to produce levels of revenue to meet our financial
needs, we would need to delay, scale back or eliminate our business plan and may be forced to curtail or discontinue the

Group’s operations.

Our ability to obtain the necessary financing to carry out our business plan is subject to a number of factors, including
general market conditions and investor acceptance of our business plan. These factors may make the timing, amount,
terms and conditions of such financing unattractive or unavailable to us. In particular, recent disruptions in the financial
markets and volatile economic conditions could affect our ability to raise capital. If we are unable to raise sufficient funds,
we will have to significantly reduce our spending or delay or cancel our planned activities. In addition, our future capital
needs and other business reasons could require us to sell additional equity or debt securities or obtain a credit facility.
The sale of additional equity or equity-linked securities could dilute our shareholders. We may also raise equity financing
through one or more of our operating subsidiaries in the PRC. As a result, our net loss or net income would be partially
attributable to the investors of such operating subsidiaries, which would affect net loss or net income attributable to
shareholders of XPeng Inc. The issuance of debt securities and incurrence of additional indebtedness would result in
increased debt service obligations. Holders of any debt securities or preferred shares will have rights, preferences and
privileges senior to those of holders of our ordinary shares in the event of liquidation. Any financial or other restrictive

covenants from any debt securities would restrict the Group's operations or our ability to pay dividends to our shareholders.
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From time to time we may evaluate and potentially consummate strategic investments or acquisitions, which could require

significant management attention, disrupt our business and adversely affect our financial results.

We may evaluate and consider strategic investments, combinations, acquisitions or alliances to enhance our competitive
position. These transactions could be material to our financial condition and results of operations if consummated. If we
are able to identify an appropriate business opportunity, we may not be able to successfully consummate the transaction
and, even if we do consummate such a transaction, we may be unable to obtain the benefits or avoid the difficulties and
risks of such transaction, which may result in investment losses. See “ltem 4. Information on the Company — B. Business
Overview — Strategic Transactions.” Our past experience with any strategic investments, combinations, acquisitions or

alliances may not be indicative of whether we are more or less likely to consummate these transactions in the future.

Strategic investments or acquisitions will involve risks commonly encountered in business relationships, including:

. difficulties in assimilating and integrating the operations, personnel, systems, data, technologies, products and

services of the acquired business;

o inability of the acquired technologies, products or businesses to achieve expected levels of revenue, profitability,

productivity or other benefits including the failure to successfully further develop the acquired technology;

o difficulties in retaining, training, motivating and integrating key personnel;

. diversion of management’'s time and resources from our normal daily operations and potential disruptions to our

ongoing businesses;

o strain on our liquidity and capital resources;

o difficulties in executing intended business plans and achieving synergies from such strategic investments or

acquisitions;

o difficulties in maintaining uniform standards, controls, procedures and policies within the overall organization;

. difficulties in retaining relationships with existing suppliers and other partners of the acquired business;

. risks of entering markets in which we have limited or no prior experience;

U regulatory risks, including remaining in good standing with existing regulatory bodies or receiving any necessary

pre-closing or post-closing approvals, as well as being subject to new regulators with oversight over an acquired

business;
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o assumption of contractual obligations that contain terms that are not beneficial to us, require us to license or waive

intellectual property rights or increase our risk for liability;

. liability for activities of the acquired business before the acquisition, including intellectual property infringement

claims, violations of laws, commercial disputes, tax liabilities and other known and unknown liabilities; and

o unexpected costs and unknown risks and liabilities associated with strategic investments or acquisitions.

Any future investments or acquisitions may not be successful, may not benefit our business strategy, may not generate

sufficient revenues to offset the associated acquisition costs or may not otherwise result in the intended benefits.

We have entered into collaborations, and may establish or seek collaborations, and we may not timely realize the benefits of

such arrangements.

We have pursued and may continue to pursue strategic collaborations and strategic acquisition opportunities to increase
our scale, expand our product portfolios and capabilities and enhance our industry and technical expertise. In 2023, we
have entered into the VW Technical Framework Agreement and the DiDi Strategic Cooperation Agreement. We are in
the process of implementing such cooperations, which we believe are conducive to our business. In February 2024 we
entered into the Master Agreement on Platform and Software Strategic Technical Collaboration with the Volkswagen
Group. See “Item 4. Information on the Company — B. Business Overview — Strategic Transactions.” However, whether
such cooperation will in fact yield the expected strategic benefits is subject to uncertainties and we may not realize the full
benefits of relevant strategic collaborations, including the synergies, cost savings or growth opportunities that we expect.
For example, the vehicle models under the respective cooperation with the Volkswagen Group and DiDi may not achieve
massive-production or customer delivery in a timely manner, or at all, and the market acceptance of such vehicle models
may not be satisfactory. While there is an earn-out arrangement under the DiDi Share Purchase Agreement to incentivize
our cooperation with DiDi, the milestones under such earn-out arrangement may not be achieved. The implementation and
outcome of the cooperation depend on various factors, many of which may be beyond our control. Furthermore, if we are
unable to maintain or expand our collaboration with our partners in the future, our business and operating results may
be materially and adversely affected. To the extent we cannot maintain any of our strategic partnerships, it may be very
difficult for us to identify qualified alternative partners, which may divert significant management attention from existing

business operations and adversely impact our daily operation and client experience.



2023 ANNUAL REPORT

Risk Factors

The unavailability, reduction or elimination of government and economic incentives or government policies that are favorable
for new energy vehicles and domestically produced vehicles could materially and adversely affect our business, financial

condition and results of operations.

Our business has benefited from government subsidies, economic incentives and government policies that support the
growth of new energy vehicles. For example, each qualified purchaser of our Smart EVs enjoys subsidies from China's
central government and certain local governments. Furthermore, in certain cities, municipal government may adopt quotas
that limit the purchase of ICE vehicles but not EVs, thereby incentivizing the purchases of EVs. On September 18, 2022, the
MOF, together with several other PRC government departments, issued Announcement on Continuation for the Exemption of
Vehicle Purchase Tax for New Energy Vehicles, which extended the previous vehicle purchase tax exemption policy for new
energy vehicles to December 31, 2023. On June 19, 2023, the MOF and the MIIT issued the Announcement on Continuation
and Optimization for the Exemption of Vehicle Purchase Tax for New Energy Vehicles, pursuant to which new energy vehicles
purchased during the period from January 1, 2024 to December 31, 2025 shall be exempted from the vehicle purchase
tax and the exemption amount for each new energy passenger vehicle shall not exceed RMB30,000; new energy vehicles
purchased during the period from January 1, 2026 to December 31, 2027 shall be subject to the vehicle purchase tax at a
reduced rate by half and the exemption amount for each new energy passenger vehicle shall not exceed RMB15,000. China’s
central government also provides certain local governments with funds and subsidies to support the roll out of a charging
infrastructure. These policies are subject to certain limits as well as changes that are beyond our control, and we cannot
assure you that future changes, if any, would be favorable to our business. For instance, in January 2022, the MOF, together
with several other PRC government departments, issued the Notice on the Fiscal Subsidy Policies for the Promotion and
Application of New Energy Vehicles for 2022, or the 2022 Subsidy Notice. The 2022 Subsidy Notice provides that the subsidies
for new energy vehicle purchases in 2022 will be generally lowered by 30%, and such subsidies will be eliminated at the end of
2022. The reduction and elimination of such subsidies could adversely affect our gross margin. Furthermore, we have received
subsidies from certain local governments in relation to our Smart EV manufacturing bases. Any reduction or elimination of
government subsidies and economic incentives because of policy changes, fiscal tightening or other factors may result in the
diminished competitiveness of the EV industry generally or our Smart EVs in particular. In addition, as we seek to increase our
revenues from vehicle sales, we may also experience an increase in accounts receivable relating to government subsidies.
Any uncertainty or delay in collection of the government subsidies may also have an adverse impact on our financial condition.

Any of the foregoing could materially and adversely affect our business, financial condition and results of operations.

We may also face increased competition from foreign OEMs due to changes in government policies. For example, the tariff
on imported passenger vehicles (other than those originating in the United States of America) was reduced to 15% starting
from July 1, 2018. On June 23, 2020, the NDRC, and the MOFCOM, promulgated the Special Administrative Measures for
Market Access of Foreign Investment, or the 2020 Foreign Investment Negative List, effective on July 23, 2020, under which
there is no limit on foreign ownership of new energy vehicle manufacturers. Furthermore, according to the latest revised
Special Administrative Measures for Market Access of Foreign Investment as promulgated on December 27, 2021, or the
2021 Foreign Investment Negative List, which replaced the 2020 version and took effect from January 1, 2022, there is no
foreign investment restrictions on the industry of vehicle manufacturing. As a result, foreign EV competitors could build
wholly-owned facilities in China without the need for a domestic joint venture partner. For example, Tesla has constructed
the Tesla Giga Shanghai factory in Shanghai without a joint venture partner. These changes could increase our competition

and reduce our pricing advantage.
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Actual or alleged failure to comply with laws, regulations, rules, policies and other obligations regarding privacy, data
protection, cybersecurity and information security could subject us to significant reputational, financial, legal and operational

consequences.

We have adopted strict information security policies, and we use a variety of technologies to protect the data with which
we are entrusted. We mainly collect and store data relating to the usage of the ADAS, infotainment system, as well as
data collected through our sales and services channels. To the extent we collect customer information, we obtain such
data in accordance with applicable laws and regulations. We anonymize personal data by removing personally identifiable
information, when such information is not relevant to our business. We then analyze such information to improve our

technologies, products and services. We use a variety of technologies to protect the data with which we are entrusted.

Nevertheless, collection, use and transmission of customer data may subject us to legislative and regulatory burdens
in China and other jurisdictions, which could, among other things, require notification of data breach, restrict our use of
such information and hinder our ability to acquire new customers or serve existing customers. If users allege that we
have improperly collected, used, transmitted, released or disclosed their personal information, we could face legal claims
and reputational damage. We may incur significant expenses to comply with privacy, consumer protection and security
standards and protocols imposed by laws, regulations, industry standards or contractual obligations. If third parties
improperly obtain and use the personal information of our users, we may be required to expend significant resources to

resolve these problems.

We are subject to various laws and regulations on privacy, data protection, cybersecurity and information security in China
and other jurisdictions. See the section headed "Business — Regulations — Regulation Related to Internet Security and
Privacy Protection” in this annual report for further details. The interpretation and application of personal information
protection laws and regulations and standards are still uncertain and evolving. We cannot assure you that relevant
governmental authorities will not interpret or implement the laws or regulations in ways that negatively affect us. We may
also become subject to additional or new laws and regulations regarding the protection of cybersecurity and information
security, personal information or privacy-related matters in connection with our methods for data collection, analysis,

storage and use.

As of the date of this annual report, we have not been informed by any PRC governmental authority of any requirement that
we shall apply for approval or filings for our initial public offering in the U.S. in August 2020, our follow-on public offering
completed in December 2020 or our listing on the Hong Kong Stock Exchange and the associated public offering in July
2021. However, we are not certain whether the Revised Cybersecurity Review Measures or any relevant future laws, rules or
regulations will apply to our company and follow-on offerings of foreign listed companies, or whether the scope of financing
activities that are subject to the cybersecurity review may change in the future. We believe that the Group has complied with
the applicable regulations and policies that have been issued by the Cybersecurity Administration of China, or CAC, to date
in all material respects. As of the date of this annual report, the Group has not been involved in any cybersecurity review

initiated by the CAC, and the Group has not received any inquiry, notice, warning, or sanction in such respect.
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Given that the relevant laws, regulations and policies were recently promulgated or issued, their interpretation, application
and enforcement are subject to uncertainties. We have incurred, and will continue to incur, significant expenses in an
effort to comply with privacy, data protection, cybersecurity and information security related laws, regulations, standards
and protocols, especially as a result of such newly promulgated laws and regulations. Despite our efforts to comply with
applicable laws, regulations and policies relating to privacy, data protection, cybersecurity and information security, we
cannot assure you that our practices, offerings, services or platform will meet all of the requirements imposed on us by
such laws, regulations or policies. Any failure or perceived failure to comply with applicable laws, regulations or policies
may result in inquiries or other proceedings being instituted against, or other lawsuits, decisions or sanctions being
imposed on us by governmental authorities, users, consumers or other parties, including but not limited to warnings,
fines, directions for rectifications, suspension of the related business and termination of our applications, as well as in
negative publicity on us and damage to our reputation, any of which could have a material adverse effect on our business,
results of operations, financial condition and prospects. The above mentioned newly promulgated laws, regulations and
policies or relevant drafts may result in the publication of new laws, regulations and policies to which we or our vehicles
may be subject, though the timing, scope and applicability of such laws or regulations are currently unclear. Any such
laws, regulations or policies could negatively impact our business, results of operations and financial condition. We may be
notified for cybersecurity review by the CAC if we were regarded as a critical information infrastructure operator, or if our
data processing activities and overseas listing or follow-on financing activities were regarded as having impact or potential
impact to national security, and be required to make significant changes to our business practices, or even be prohibited
from providing certain service offerings in jurisdictions in which we currently operate or in which we may operate in the
future. Such review could also result in negative publicity with respect to us and diversion of our managerial and financial
resource. There can be no assurance that we would be able to complete the applicable cybersecurity review procedures in

a timely manner, or at all, if we are required to follow such procedures.

Any misuse of smart technology, such as facial recognition technology, may have a material adverse effect on our
reputation and results of operations. We historically engaged a third-party service provider to analyze the background of
visitors of certain of our stores in Shanghai through facial recognition technology. Due to the lack of visitor consent and
other requisite procedures, such practice was found to be in violation of the PRC Customer Rights Protection Law by the
local administration for market regulation, and we were subject to an immaterial amount of fine. We have terminated our
collaboration with the third-party service provider, and the relevant visitor data has been deleted. While we have enhanced
our compliance measures since this incident, we cannot assure you that we will always be deemed to be in compliance with

data privacy laws and regulations by the relevant authorities.

In addition, we began shipping Smart EVs to Europe in September 2020 and must therefore comply with the General Data
Protection Regulation (EU] 2016/679 that became applicable on May 25, 2018 (the "GDPR"). The GDPR places stringent
obligations and operational requirements on processors and controllers of personal data, including requiring expanded
disclosures to data subjects about how their personal data is to be used, limitations on retention of information, mandatory
data breach notification requirements, and higher standards for data controllers to demonstrate that they have obtained
either valid consent or have another legal basis in place to justify their data processing activities. If we were found to be in
violation of customers’ rights to data privacy, we could face administrative investigation, disciplinary actions, civil claims

and reputational damage. We may incur significant expenses to comply with laws and regulations relating to data privacy,
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data security and consumer protection, as well as relevant industry standards and contractual obligations. If third parties
improperly obtain and use the personal information of our customers, we may be required to expend significant resources

to resolve such problems.

In addition to the regulatory requirements, consumer attitudes towards data privacy are also evolving, and consumer
concerns about the extent to which their data is collected by us may adversely affect our ability to gain access to data and
improve our technologies, products and services. Furthermore, the integrity of our data protection measures could be
compromised by system failures, security breaches or cyber-attacks. If we are unable to comply with the applicable laws
and regulations or effectively address data privacy and protection concerns, such actual or alleged failure could damage

our reputation, discourage consumers from purchasing our Smart EVs and subject us to significant legal liabilities.

Our business and prospects depend significantly on our ability to build our XPENG brand. We may not succeed in continuing to
develop, maintain and strengthen our brands, and our brands and reputation could be harmed by negative publicity regarding

our company, products or services.

Our business and prospects are heavily dependent on our ability to develop, maintain and strengthen the "XPENG" brand,
as well as other brands that we may develop and promote in the future. If we do not continue to develop, maintain and
strengthen our brands, we may lose the opportunity to build a critical mass of customers. Promoting and positioning our
brands will likely depend significantly on our ability to provide high quality Smart EVs and services, and we have limited
experience in these areas. In addition, we expect that our ability to develop, maintain and strengthen our brands will depend
heavily on the success of our sales and marketing efforts. For example, we seek to enhance our brand recognition by
locating many of our stores in shopping malls. We also advertise our Smart EVs through various online channels, including
several social media platforms and e-commerce platforms. While we seek to optimize resource allocation through careful
selection of sales and marketing channels, such efforts may not achieve the desired results. Our increasing efforts on
expansion through franchise may lead to additional challenges to our branding management. To promote our brands, we
may be required to change our branding practices, which could result in substantially increased expenses, including the
need to utilize traditional media and offline advertising. If we do not develop and maintain a strong brand, our business,

prospects, financial condition and operating results will be materially and adversely impacted.

If incidents, such as self-ignition and products recall, occur or are perceived to have occurred, whether or not such
incidents are our fault, we could be subject to adverse publicity. For details, please see the section headed "— We may
choose to or be compelled to undertake product recalls or take other similar actions, which could adversely affect our
brand image, business and results of operations” in this annual report. Given the popularity of social media in China, any
negative publicity, whether true or not, could quickly proliferate and harm consumer perceptions and confidence in our
brand. In addition, from time to time, our Smart EVs are evaluated and reviewed by third parties. Any negative reviews or

reviews which compare us unfavorably to competitors could adversely affect consumer perception about our Smart EVs.
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Any problems or delays in maintaining operations and expanding capacity of the Zhaogqing plant and Guangzhou plant or the

establishment of the new manufacturing base in Wuhan could negatively affect the production of our Smart EVs.

To exercise direct control over product quality and gain more flexibility in adjusting our manufacturing process and
production capacity, we built our own plants in Zhaoging and Guangzhou, Guangdong province. Currently, we manufacture
our vehicles at the plants in Zhaoging and Guangzhou. Our future operation and prospects depend on our ability to
successfully maintain the operation, and expand the capacity, of the Zhaoging plant and Guangzhou plant. In addition, we
need to effectively control cost of production at the Zhaoging plant and Guangzhou plant. We have limited experience in the
production of Smart EVs. Given the size and complexity of this undertaking, it is possible that we may experience issues,

delays or cost overruns in further expanding the production output at the Zhaoging plant and Guangzhou plant.

In September 2020, we entered into a cooperation agreement with Guangzhou GET Investment Holdings Co., Ltd.,
(the "Guangzhou GET Investment”), a wholly owned investment company of Guangzhou Economic and Technological
Development Zone, which is a local government authority in Guangzhou. The construction of the Guangzhou plant was
completed in June 2022 and it houses a broad range of functions, including research and development, manufacturing,

vehicle testing and sales. We started manufacturing Smart EVs at the Guangzhou plant in December 2022.

In April 2021, we entered into an investment agreement with Wuhan Economic & Technological Development Zone
Management Committee (the “Wuhan ETDZ Committee”), a local government authority in Wuhan. Pursuant to the
investment agreement, Wuhan ETDZ Committee agrees to support our construction of a new manufacturing base and
research and development center in the Wuhan Economic & Technological Development Zone. As of March 31, 2024,
the construction of our new manufacturing base in Wuhan has been completed and is currently pending inspection and

acceptance procedures conducted by relevant government authorities.

The construction of the new manufacturing base in Wuhan is subject to a number of uncertainties. The commencement
of its operation may be affected by, among other things, availability of funding, progress of the construction and the
installation of production equipment, grant of applicable regulatory approvals, as well as the hiring and retention of
qualified employees. Any policy change affecting investments in manufacturing facilities in general may also have an impact
on the establishment of our new manufacturing base. There can be no assurance that the new manufacturing base will be
able to commence operation in accordance with our plan. In addition, we may not be able to successfully ramp and maintain
its operation. We must also maintain good working relationships with Wuhan ETDZ Committee throughout the term of our
cooperation. In addition, upon the commencement of operations of the new manufacturing base in Wuhan, our depreciation

expenses will increase, which could adversely affect our results of operations.

If we experience any issues or delays in meeting our projected timelines, maintaining sufficient funding and capital
efficiency, increasing production capacity or generating sufficient demand for production in our Zhaoging plant and
Guangzhou plant or the new manufacturing base in Wuhan, our business, prospects, operating results and financial

condition could be adversely impacted.
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We are dependent on our suppliers, some of which are single-source suppliers. Suppliers may fail to deliver necessary

components of our Smart EVs according to our schedule and at prices, quality levels and volumes acceptable to us.

We procure components from both domestic suppliers and global suppliers, some of which are currently our single-source
suppliers for certain components. We attempt to mitigate our supply chain risk by qualifying and obtaining components
from multiple sources where practicable and maintaining safety stock for certain key components and components
with lengthy procurement lead times. However, we may still experience component shortages for our production or the
components may not meet our specifications or quality needs. For example, some of our suppliers were unable to deliver
sufficient components to us during the COVID-19 pandemic. Furthermore, qualifying alternative suppliers or developing
our own replacements for certain highly customized components of our Smart EVs may be time consuming and costly. Any
disruption in the supply of components, whether or not from a single-source supplier, could temporarily disrupt production
of our Smart EVs until an alternative supplier is fully qualified by us or we are able to procure the relevant components in
sufficient quantities from other existing suppliers. Any failure to timely find alternative component sources may materially

delay delivery of our Smart EVs, which may materially and adversely impact our business and results of operations.

We do not manufacture certain key hardware components for our ADAS, such as semiconductors, millimeter-wave
radars, ultrasonic sensors and cameras, and we import certain of such components from foreign countries. The loss of
any supplier for any reason, including any export control measures adopted by any foreign country to limit the import of
supplies into China, could lead to vehicle design changes, production delays and potential loss of access to important
technologies, any of which could result in quality issues, delays and disruptions in deliveries, negative publicity and
damage to our brand. In particular, we source a majority of semiconductor-contained components from single-source
suppliers. If any of such suppliers fails to meet our demand, it may take us significant time, and we may incur significant
expenses to find alternative suppliers and quantify their components. In October 2022, the BIS released broad changes in
export controls, including new regulations restricting the export to China of advanced semiconductors, supercomputer
technology, equipment for the manufacturing of advanced semiconductors and associated components and technology.
On October 17, 2023, the BIS announced additional semiconductor regulations expanding and enhancing export controls
under the October 2022 regulations. While we do not expect the new regulations to materially affect our business, there can
be no assurance that the United States or other countries will not impose more stringent export controls that may prohibit
or restrict our ability to, directly or indirectly, source semiconductor and other components and raw materials, or otherwise
affect our business. It is difficult to predict what further trade-related actions the United States or other governments may
take, and we may be unable to quickly and effectively react to or mitigate such actions. See “— The shortage in the supply
of semiconductors may be disruptive to the Group's operations and adversely affect our business, results of operations and
financial condition” in this annual report for details. In addition, our suppliers may fail to comply with applicable laws and
regulations, or they may be involved in product liability claims or incidents of negative publicity. If any of these incidents
occur, customers may also lose confidence in our Smart EVs that incorporate components from the relevant suppliers,
and our reputation, business and results of operations could be adversely affected. Developments that we cannot presently
anticipate, such as changes in business conditions or government policies, natural disasters or epidemics, could also affect

our suppliers’ ability to deliver components to us in a timely manner.
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Any significant increases in our production, such as the launch of a new model, has required and may in the future require
us to procure additional components in a short amount of time. Our suppliers may not ultimately be able to sustainably
and timely meet our cost, quality and volume needs, requiring us to replace them with other sources. While we believe that
we will be able to secure additional or alternative sources of supply for most of our components in a relatively short time
frame, there is no assurance that we will be able to do so or develop our own replacements for certain highly customized
components. Additionally, we continuously negotiate with existing suppliers to obtain cost reductions and avoid unfavorable
changes to terms, seek new and less expensive suppliers for certain parts, and attempt to redesign certain parts to make
them less expensive to produce. If we are unsuccessful in our efforts to control and reduce supplier costs, our operating

results will suffer.

Furthermore, as the scale of our Smart EV production increases, we will need to accurately forecast, purchase, warehouse
and transport components to the relevant manufacturing facilities and service stores and at much higher volumes. If we
are unable to accurately match the timing and quantities of component purchases to our actual needs or successfully
implement automation, inventory management and other systems to accommodate the increased complexity in our supply
chain, we may incur unexpected production disruption, as well as storage, transportation and write-off costs. If we fail
to accurately forecast the demand, including with respect to our vehicle models that are at or near the end of production
cycle, we may experience inventory obsolescence and inventory shortage risk. We have incurred inventory write-downs and
losses on inventory purchase commitments in 2023 in relation to the cessation of G3i and upgrades of certain models, and
similar losses may occur in the future. All of the above could have a material adverse effect on our financial condition and

operating results.

Increases in costs, disruption of supply or shortage of components and materials could have a material adverse impact on

our business.

We incur significant costs related to procuring components and raw materials required to manufacture our Smart EVs.
We may experience cost increases, supply interruption and/or shortages relating to components and raw materials, which
could materially and adversely impact our business, prospects, financial condition and operating results. We use various
components and raw materials in our business, such as steel and aluminum, as well as lithium battery cells, millimeter-
wave radar, or mmWave radar, and semiconductors. The prices for these components and materials fluctuate, and their
available supply may be unstable, depending on market conditions and global demand for these materials, including as a
result of increased production of EVs by our competitors, and could adversely affect our business and operating results. In
addition, as we continue to increase our production, we may experience shortage of certain components and materials or

other bottlenecks in our supply chain.
For instance, we are exposed to multiple risks relating to lithium battery cells. These risks include:

o an increase in the cost, or decrease in the available supply, of materials used in the battery cells, such as lithium,

nickel, cobalt and manganese, which would in turn result in an increase in the cost of lithium battery cells;

o disruption in the supply of battery cells due to quality issues or recalls by battery cell manufacturers; and
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o the inability or unwillingness of our current battery cell manufacturers to build or operate battery cell manufacturing
plants to supply the numbers of lithium cells required to support the growth of the EV industry as demand for such

battery cells increases.

Our business is dependent on the continued supply of battery cells for the battery packs used in our Smart EVs. While we
believe several sources of the battery cells are available for such battery packs, we have to date fully qualified only a very
limited number of suppliers for the battery cells used in such battery packs and have very limited flexibility in changing
battery cell suppliers. Any disruption in the supply of battery cells from such suppliers could disrupt production of our
Smart EVs until such time as a different supplier is fully qualified. There can be no assurance that we would be able to

successfully retain alternative suppliers on a timely basis, on acceptable terms or at all.

We have experienced supply shortages in mmWave radar, which has affected deliveries of the P5. In response to the supply
shortages, we offered customers with the option to receive the P5 without mmWave radar first. Customers who accepted
such option were offered with our ADAS software for free. Alternatively, customers can also wait for deliveries of the P5
with mmWave radar installed. If the supply shortages in mmWave radar persist, our business, results of operations and

financial condition could be materially and adversely affected.

Furthermore, tariffs or shortages in petroleum and other economic conditions may result in significant increases in
freight charges and material costs. In addition, a growth in popularity of EVs without a significant expansion in battery
cell production capacity could result in shortages which would result in increased materials costs to us or impact our
prospects. Substantial increases in the prices for our raw materials or components would increase our operating costs,
and could reduce our margins if we cannot recoup the increased costs through increased vehicle prices. Any attempts to
increase product prices in response to increased material costs could result in decrease in sales and therefore materially

and adversely affect our brand, image, business, prospects and operating results.

Any delays in the manufacturing and launch of the commercial production vehicles in our pipeline could have a material

adverse effect on our business.

We started the production of our first mass-produced Smart EV, the G3, in November 2018 and our second mass-produced
Smart EV, the P7, in May 2020. We unveiled our third Smart EV, the P5, in April 2021, and started delivery in
September 2021. Furthermore, we introduced the G3i, which is the mid-cycle facelift version of the G3, in July 2021, and
started delivery in August 2021. In September 2022, we launched the G9, which is our fourth Smart EV and a mid- to large-
sized SUV, and started mass delivery in October 2022. In March 2023, we introduced the P7i, which is the mid-cycle facelift
version of the P7, and started delivery during the same month. In June 2023, we launched the G6, which is our fifth Smart
EV, and started delivery to customers in July 2023. In January 2024, we launched the X9, which is our sixth Smart EV, and
started delivery during the same month. We plan to continuously introduce new models and facelifts to enrich our product
portfolio and offer customers more selections. OEMs often experience delays in the design, manufacture and commercial
release of new Smart EV models. Delays in the launch of new models and new versions may occur for a variety of reasons,
such as changes in market conditions, technological challenges, lack of necessary funding, as well as disruptions in our
supply chain or manufacturing facilities. To the extent we need to delay the launch of our Smart EVs, our growth prospects
could be adversely affected as we may fail to grow our market share. We also plan to periodically perform facelifts or

refresh existing models, which could also be subject to delays.
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Furthermore, we rely on third-party suppliers for the provision and development of many of the key components used in our
Smart EVs. To the extent our suppliers experience any delays in providing us with or developing necessary components or
experience quality issues, we could experience delays in delivering on our timelines. Any delay in the manufacture of our existing
Smart EV models or the manufacture and launch of our future models, including in the ramp up of our Zhaoging plant and
Guangzhou plant or due to any other factors, or in performing facelifts to existing models, could lead to customer dissatisfaction

and materially and adversely affect our reputation, demand for our Smart EVs, results of operations and growth prospects.

We may choose to or be compelled to undertake product recalls or take other similar actions, which could adversely affect our

brand image, business and results of operations.

If our Smart EVs are subject to recalls in the future, we may be subject to adverse publicity, damage to our brand and
liability for costs. Effective on January 30, 2021, we voluntarily recalled certain of the G3s that were produced in the period
between March 29, 2019 and September 27, 2020, which totaled 13,399 units. Due to a possible power supply fault of the
inverters installed on these G3s, the vehicles may not start when parked or lose power when driven. In connection with
the recall, we undertake to replace the inverters of these G3s free of charge. As the relevant components’ supplier is
responsible for the costs of replacing inverters, our costs and expenses for the recall are minimal. As of the date of this

annual report, we have not received any material product liability claims in relation to these recalled G3s.

In the future, we may at various times, voluntarily or involuntarily, initiate a recall if any of our Smart EVs, including any
systems or parts sourced from our suppliers, prove to be defective or non-compliant with applicable laws and regulations.
Such recalls, whether voluntary or involuntary or caused by systems or components engineered or manufactured by us or our

suppliers, could involve significant expense and could adversely affect our brand image, business and results of operations.

If we are unable to provide quality services, our business and reputation may be materially and adversely affected.

We aim to provide consumers with a good customer service experience, including providing our customers with access to
a comprehensive suite of charging solutions, after-sales services and value-added services, as well as software sale. Our
services may fail to meet our customers’ expectations, which could adversely affect our business, reputation and results of

operations.

Offline after-sale services are primarily carried out by franchised service stores. We and our franchisees have limited
experience in servicing our Smart EVs. Servicing EV is different from servicing ICE vehicles and requires specialized
skills, including high voltage training and servicing techniques. There can be no assurance that our after-sale service
arrangements will adequately address the service requirements of our customers to their satisfaction, or that we and our
franchisees will have sufficient resources to meet these service requirements in a timely manner as the volume of Smart
EVs we deliver increases. Moreover, we provide value-added services, including insurance technology support, automotive
loan referral, auto financing and ride-hailing, and we may expand our value-added services in the future. However, we
cannot assure you that we will be able to successfully monetize our value-added services. In addition, we are subject to
certain risks relating to our ride hailing service. For example, the drivers may be involved in accidents or misconducts,
which could result in personal injuries, property damage or other harms for passengers and third parties, as well as

reputational damage and significant liabilities for us.
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In addition, we seek to engage with our customers on an ongoing basis using online and offline channels. If we are unable
to roll out and establish a broad service network covering both online and offline channels, consumer experience could be

adversely affected, which in turn could materially and adversely affect our sales, results of operations and prospects.

We may face challenges in providing charging solutions.

We have marketed our ability to provide our customers a convenient charging experience. We offer installation of home
chargers for our customers. Customers may also charge through XPENG self-operated charging station network or
at third-party charging stations. We plan to expand our charging network primarily by partnering with third parties.
There can be no assurance that our partners will continue to expand their charging facilities, or that such partners will
continue their cooperation on terms acceptable to us, or at all. As a result, we may need to invest significant capital to
establish and operate more XPENG self-operated charging stations and/or engage additional franchisees to operate
such stations. In addition, the installation of home chargers is handled by third-party service providers, and their service
may not meet our customers’ expectations. To the extent we or the relevant third parties are unable to meet customer
expectations or experience difficulties in providing charging solutions, our reputation and business may be materially and

adversely affected.

The range of our Smart EVs on a single charge declines over time which may negatively influence potential customers’

decisions whether to purchase our Smart EVs.

The range of our Smart EVs on a single charge declines principally as a function of usage, time and charging patterns
as well as other factors. For example, a customer’s use of his or her Smart EV as well as the frequency with which the
battery is charged can result in additional deterioration of the battery’s ability to hold a charge. Battery deterioration and
the related decrease in range may negatively influence potential customer decisions whether to purchase our Smart EVs,
which may adversely affect our ability to market and sell our Smart EVs. There can be no assurance that we will be able to

continue to improve cycle performance of our battery packs in the future.

Our industry is rapidly evolving and may be subject to unforeseen changes. Developments in alternative technologies or

improvements in the ICE may materially and adversely affect the demand for our Smart EVs.

We primarily operate in China's EV market, which is rapidly evolving and may not develop as we anticipate. The regulatory
framework governing the industry is currently uncertain and may remain uncertain for the foreseeable future. As our
industry and our business develop, we may need to modify our business model or change our products and services. These
changes may not achieve expected results, which could have a material adverse effect on our results of operations and

prospects.

Developments in alternative technologies, such as advanced diesel, ethanol, fuel cells or compressed natural gas, or
improvements in the fuel economy of the internal combustion engine, may materially and adversely affect our business and
prospects in ways we do not currently anticipate. In addition, a sustained depression of petroleum price could make the
ownership of ICE vehicles more attractive to consumers. Any failure by us to successfully react to changes in alternative

technologies and market conditions could materially harm our competitive position and growth prospects.
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Our future growth is dependent upon consumers’ willingness to adopt EVs and specifically our Smart EVs.

The demand for our Smart EVs and services will highly depend upon the adoption by consumers of NEVs in general and
EVs in particular. The market for NEVs is still rapidly evolving, characterized by rapidly changing technologies, prices
and the competitive landscape, evolving government regulation and industry standards and changing consumer demands

and behaviors.

Other factors that may influence the adoption of NEVs, and specifically EVs, include:

. perceptions about EV quality, safety, design, performance and cost, especially if adverse events or accidents occur

that are linked to the quality or safety of EVs, whether or not such vehicles are produced by us or other OEMs;

o perceptions about vehicle safety in general, in particular safety issues that may be attributed to the use of advanced

technologies, such as ADAS and lithium battery cells;

o the limited range over which EVs may be driven on a single battery charge and the speed at which batteries can be
charged;
o the decline of an EV's range resulting from deterioration over time in the battery’s ability to hold a charge;

o the availability of other types of NEVs, including plug-in hybrid electric vehicles;

o improvements in the fuel economy of the internal combustion engine;

o the availability of after-sales service for EVs;

o the environmental consciousness of consumers;

o access to charging stations, standardization of EV charging systems and consumers’ perceptions about convenience

and cost for charging an EV;

. the availability of tax and other governmental incentives to purchase and operate EVs or future regulation requiring

increased use of nonpolluting vehicles;

o perceptions about and the actual cost of alternative fuel; and

. macroeconomic factors.

Any of the factors described above may cause current or potential customers not to purchase our Smart EVs and use

our services. If the market for EVs does not develop as we expect or develops more slowly than we expect, our business,

prospects, financial condition and operating results will be affected.
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If we fail to effectively manage the risks related to our auto financing program, our business may be adversely affected.

We cooperate with banks and connect them with customers who seek automotive financing solutions. We believe the
availability of financing options is important to our customers. If affordable automotive financing solutions are not
available for our customers, we may not be able to grow our sales. To complement the banks™ services, we also offer auto
financing to our customers through a wholly-owned subsidiary. Such auto financing program is treated as an installment
payment program for accounting purposes and the Group records the relevant installment payment receivables on its
balance sheets. As of December 31, 2023, the Group had installment payment receivables of RMB4,909.6 million. As we
continue to grow our business, we may increase the amount of auto financing we offer. We may not be able to obtain
adequate funding for our auto financing program. We may also fail to effectively manage the credit risks related to our auto
financing program, which would materially and adversely affect our business, results of operations and financial condition.
In 2021, 2022 and 2023, the amount of current expected credit loss of installment payment receivables was RMB50.0
million, RMB44.0 million and RMBA47.4 million, respectively. In addition, if we do not successfully monitor and comply with
applicable national and/or local financial requlations and consumer protection laws governing auto financing transactions,

we may become subject to enforcement actions or penalties, which would adversely affect our business.

Any cyber-attacks, unauthorized access or control of our Smart EVs’ systems could result in loss of confidence in us and our

Smart EVs and harm our business.

Our Smart EVs contain complex information technology systems to support smart technology functions and to accept and
install periodic OTA firmware updates. We have designed, implemented and tested security measures intended to prevent
unauthorized access to our information technology networks and our Smart EVs’ technology systems. However, hackers
may attempt to gain unauthorized access to modify, alter and use such networks and systems. We encourage reporting
of potential vulnerabilities in the security of our Smart EVs, and we aim to remedy any reported and verified vulnerability.
However, there can be no assurance that vulnerabilities will not be exploited in the future before they can be identified,
or that our remediation efforts are or will be successful. Any cyber-attacks, unauthorized access, disruption, damage or
control of our information technology networks or our Smart EVs’" systems or any loss or leakage of data or information
stored in our systems could result in legal claims or proceedings. In addition, regardless of their veracity, reports of
cyber-attacks to our information technology networks or our Smart EVs’ systems or data, as well as other factors that may
result in the perception that our information technology networks or our Smart EVs" systems or data are vulnerable to

“hacking,” could negatively affect our brand and harm our business, prospects, financial condition and results of operation.

Interruption or failure of our information technology and communications systems could impact our ability to effectively

provide our services.

We enable our customers to access a variety of features and services through our mobile Apps. In addition, certain of Smart
EVs’' features depend to a certain extent on connectivity to our information technology systems. As such, the availability
and effectiveness of our services depend on the continued operation of our information technology and communications

systems. Our systems are vulnerable to damage or interruption from, among others, fire, terrorist attacks, natural
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disasters, power loss, telecommunications failures, computer viruses or other attempts to harm our systems. Our data
centers are also subject to break-ins, sabotage, and intentional acts of vandalism, and to potential disruptions. Some of
our systems are not fully redundant, and our disaster recovery planning cannot account for all eventualities. Any problems
at our data centers could result in lengthy interruptions in our service. In addition, our products and services are highly
technical and complex and may contain errors or vulnerabilities, which could result in interruptions in our services or the

failure of our systems.

We are subject to anti-corruption and anti-bribery and similar laws, and non-compliance with such laws can subject us to
administrative, civil and criminal fines and penalties, collateral consequences, remedial measures and legal expenses, all of

which could adversely affect our business, results of operations, financial condition and reputation.

We are subject to anti-corruption, anti-bribery and similar laws and regulations in various jurisdictions in which we conduct
activities. We have direct or indirect interactions with officials and employees of government agencies and state-owned
affiliated entities in the ordinary course of business. These interactions subject us to an increased level of compliance-
related concerns. We have implemented policies and procedures designed to ensure compliance by us and our directors,
officers, employees, representatives, consultants, agents and business partners with applicable anti-corruption and
anti-bribery and similar laws and regulations. However, our policies and procedures may not be sufficient and our
directors, officers, employees, representatives, consultants, agents, and business partners could engage in improper

conduct for which we may be held responsible.

Non-compliance with anti-corruption or anti-bribery laws and regulations could subject us to whistleblower complaints,
adverse media coverage, investigations, and severe administrative, civil and criminal sanctions, collateral consequences,
remedial measures and legal expenses, all of which could materially and adversely affect our business, results of

operations, financial condition and reputation.

Our business depends substantially on the continuing efforts of our executive officers, key employees and qualified

personnel, and the Group’s operations may be severely disrupted if we lose their services.

Our success depends substantially on the continued efforts of our executive officers and key employees. If one or more of
our executive officers or key employees were unable or unwilling to continue their services with us, we might not be able
to replace them easily, in a timely manner, or at all. As we build our brand and become more well-known, the risk that
competitors or other companies may poach our talent increases. Our industry is characterized by high demand and intense
competition for talent, in particular with respect to qualified talents in the areas of Smart Evs and ADAS technologies, and
therefore we cannot assure you that we will be able to attract or retain qualified staff or other highly skilled employees. In
addition, because our Smart Evs are based on a different technology platform than traditional ICE vehicles, individuals with
sufficient training in Smart Evs may not be available to hire, and we will need to expend significant time and expense training
the employees we hire. We also require sufficient talent in areas such as software development. Furthermore, as our company
is relatively young, our ability to train and integrate new employees into our operations may not meet the growing demands of

our business, which may materially and adversely affect our ability to grow our business and our results of operations.
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If any of our executive officers and key employees terminates his or her services with us, our business may be severely
disrupted, our financial condition and results of operations may be materially and adversely affected and we may incur
additional expenses to recruit, train and retain qualified personnel. We have not obtained any “key person” insurance on our
key personnel. If any of our executive officers or key employees joins a competitor or forms a competing company, we may
lose customers, know-how and key professionals and staff members. Each of our executive officers and key employees has
entered into an employment agreement and a non-compete agreement with us. However, if any dispute arises between our
executive officers or key employees and us, the non-competition provisions contained in their non-compete agreements
may not be enforceable, especially in China, where these executive officers reside, on the ground that we have not provided

adequate compensation to them for their non-competition obligations, which is required under relevant PRC laws.

Misconduct by our employees during and before their employment with us could expose us to potentially significant legal

liabilities, reputational harm and/or other damages to our business.

Many of our employees play critical roles in ensuring the safety and reliability of our products and services and/or our
compliance with relevant laws and regulations in the areas including, but not limited to, trade secrets, privacy, data
protection, anti-corruption and anti-money laundering. Certain of our employees have access to sensitive information
and/or proprietary technologies and know-how. While we have adopted codes of conduct for all of our employees and
implemented detailed policies and procedures relating to intellectual property, proprietary information and trade
secrets, we cannot assure you that our employees will always abide by these codes, policies and procedures nor that the
precautions we take to detect and prevent employee misconduct will always be effective. If any of our employees engage in
any misconduct, illegal or suspicious activities, including but not limited to, misappropriation or leakage of sensitive client
information or proprietary information, we and such employees could be subject to legal claims and liabilities and our

reputation and business could be adversely affected as a result.

Sales staff at our stores, including both our employees and franchisees” employees, may fail to strictly adhere to our
pricing and sales policies. Such non-compliance of internal policies may result in confusion and dissatisfaction among our
customers. As a result, we have been subject to, and may continue to be subject to, customer complaints, negative publicity
and government investigation. Any adverse finding in government investigation may lead to fines, forfeitures of government
subsidies or other penalties, which could have a material and adverse impact on our reputation, business and results

of operation.

[llegal, fraudulent, corrupt or collusive activities or misconduct, whether actual or perceived, by our employees,
representatives, agents, business partners or service providers could subject us to liability or negative publicity, which
could severely damage our brand and reputation. In addition, while we have screening procedures during the recruitment
process, we cannot assure you that we will be able to uncover misconduct of job applicants that occurred before we offered
them employment, or that we will not be affected by legal proceedings against our existing or former employees as a
result of their actual or alleged misconduct. For example, one former employee of ours was arrested and then charged
in July 2018 with stealing trade secrets from his previous employer, Apple. Although the alleged theft occurred before
he was employed by us, we were subpoenaed by the grand jury to produce certain documents. On August 22, 2022, the

former employee pleaded guilty to the charge of theft of trade secrets and entered into a plead agreement. Although we
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are unaffected by the former employee’s final sentencing, any future occurrences of similar incidents may divert our
management’'s attention and resources, adversely affect our operations and business, cause reputational harm to the

Company and expose us to significant legal liabilities.

Another former employee of ours was sued by Tesla in March 2019 for misappropriation of trade secrets while he was
employed by Tesla. We cooperated with Tesla and provided various documents and information relating to the employee to
Tesla upon their request. After over two years of litigation and extensive discovery effort, a joint stipulation of dismissal with
prejudice was filed by this former employee and Tesla on April 15, 2021, and it is disclosed that the parties entered into a

confidential settlement agreement to resolve all claims asserted in the action.

While we have put in place various safeguards to address the risk of unauthorized third-party information being introduced
into our systems or used in our operations, and based on internal investigation, we are confident that neither of these two
former employees introduced or used any external confidential information in our systems or business operations, we
had to spend significant amount of time and efforts to handle these matters and answer related inquiries. Moreover, we
could be involved in other proceedings, or be forced to defend against allegations that may arise in the future, even when
such allegations are not justified. Any negative publicity surrounding these cases, especially in the event that any of such
employees or former employees is found to have committed any wrongdoing, could negatively affect our reputation and may

have an adverse impact on our business.

We may become subject to product liability claims, which could harm our financial condition and liquidity if we are not able to

successfully defend against such claims.

If we become liable for product liability claims, our business, operating results and financial condition may be harmed.
The automotive industry experiences significant product liability claims and we face inherent risk of exposure to claims
in the event our Smart Evs do not meet applicable standards or requirements, resulting in property damage, personal
injury or death. Our risks in this area are particularly pronounced given we have limited experience of offering Smart Evs.
Although we implement full-cycle quality control, covering design, procurement, production, sales and after-sales services,
we cannot assure you that our quality control measures will be as effective as we expect. Any failure in any of our quality
control steps would cause a defect in our Smart Evs, and in turn, could harm our customers. A successful product liability
claim against us could require us to pay a substantial monetary award. Moreover, a product liability claim could generate
substantial negative publicity about our Smart Evs and business and inhibit or prevent commercialization of our future
Smart Evs, which would have a material adverse effect on our brand, business, prospects, financial condition and results of

operations.

In China, vehicles must meet or exceed all mandated safety standards. Rigorous testing and the use of approved materials
and equipment are among the requirements for achieving such standards. Vehicles must pass various tests and undergo
a certification process and be affixed with China Compulsory Certification (the "CCC"], before receiving delivery from the
factory, being sold, or being used in any commercial activity, and such certification is also subject to periodic renewal.
Although our Smart EV models currently for sale have received CCC certifications, we cannot assure you that each of our

future Smart EV models will be able to receive such certifications. Furthermore, the government carries out the supervision
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and inspection of certified vehicles on a regular basis. In the event that our certification fails to be renewed upon expiry,
a certified vehicle has a defect resulting in quality or safety accidents, or consistent failure of certified vehicles to comply
with certification requirements is discovered during follow-up inspections, the CCC may be suspended or even revoked.
With effect from the date of revocation or during suspension of the CCC, any vehicle that fails to satisfy the requirements
for certification may not continue to be delivered, sold or used in any commercial activity. Failure of any of our Smart
EV models to satisfy motor vehicle standards would have a material adverse effect on our business, prospects, financial

condition and results of operations.

Our Smart EVs make use of lithium cells, and lithium cells may catch fire or vent smoke and flame on rare occasions.

Our Smart EVs’ battery packs make use of lithium cells. On rare occasions, lithium cells can rapidly release the energy they
contain by venting smoke and flames in a manner that can ignite nearby materials as well as other lithium cells. While our
batteries are built with robust safety features and strong thermal management capabilities, there can be no assurance that
our batteries will always function safely. If any safety accident occurs to any of our Smart EVs™ battery pack, we could be
subject to lawsuits, product recalls or redesign efforts, all of which would be time consuming and expensive. Also, negative
public perceptions regarding the suitability of lithium cells for automotive applications or any future incident involving
lithium cells, such as a vehicle fire, even if such incident does not involve our Smart EVs, could seriously harm customers’

confidence in our Smart EVs.

Furthermore, we may store high volumes of lithium cells and battery modules and packs at our facilities. Any mishandling
of battery cells may cause disruption to the operation of such facilities. While we have implemented safety procedures
related to the handling of the cells, there can be no assurance that a safety issue or fire related to the cells would not

disrupt our operations. Any such disruptions or issues may harm our brand and business.

If our Smart EV owners customize our Smart EVs or change the charging infrastructure with aftermarket products, the Smart

EV may not operate properly.

Automobile enthusiasts may seek to “hack” our Smart EVs to modify their performance which could compromise vehicle
safety systems. Also, customers may customize our Smart EVs with after-market parts that can compromise driver safety.
We do not test, nor do we endorse, such changes. In addition, the use of improper external cabling or unsafe charging
outlets can expose our customers to injury from high voltage electricity. Such unauthorized modifications could reduce the
safety of our Smart EVs and any injuries resulting from such modifications could result in adverse publicity, which would

negatively affect our brand and harm our business, prospects, financial condition and results of operations.
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We may need to defend ourselves against claims for intellectual property infringement, which may be time-consuming and

would cause us to incur substantial costs.

Companies, organizations or individuals, including our competitors, may hold or obtain patents, trademarks or other
proprietary rights that would prevent, limit or interfere with our ability to make, use, develop, sell or market our Smart EVs,
which could make it more difficult for us to operate our business. From time to time, we may receive communications from
holders of patents, copyrights or trademarks regarding their proprietary rights. Companies holding patents, copyrights,
trademarks or other intellectual property rights may bring suits alleging infringement of such rights by us or our
employees or otherwise assert their rights and urge us to take licenses. Any such intellectual property infringement claim

could result in costly litigation and divert our management’s attention and resources.

If we or our employees are determined to have infringed upon a third party’s intellectual property rights, we may be

required to do one or more of the following:

o cease offering Smart EVs or services that incorporate or use the challenged intellectual property;
o pay substantial damages;
o seek a license from the holder of the infringed intellectual property right, which license may not be available on

reasonable terms or at all;

o redesign our Smart EVs or relevant services which would incur significant cost; or

o establish and maintain alternative branding for our Smart EVs and services.

In the event of a successful claim of infringement against us and our failure or inability to obtain a license to the infringed
technology or other intellectual property right, our business, prospects, financial condition and results of operation could
be materially and adversely affected. In addition, any litigation or claims, whether or not valid, could result in substantial

costs, negative publicity and diversion of resources and management attention.

We may not be able to prevent others from unauthorized use of our intellectual property, which could harm our business and

competitive position.

We rely on a combination of patents, trademarks, copyrights, trade secrets and confidentiality agreements to protect our
proprietary rights. We rely on trademark and patent law, trade secret protection and confidentiality and license agreements
with our employees and others to protect our intellectual proprietary rights. In addition, any unauthorized use of our

intellectual property by third parties may adversely affect our current and future revenues and our reputation.
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There can be no assurance that our application for the registration with competent government authorities of trademarks
and other intellectual property rights related to our current or future business will be approved, or our intellectual property
rights will not be challenged by third parties or found by the relevant governmental or judicial authority to be invalid or
unenforceable. From time to time, we may encounter difficulties registering our trademarks or other intellectual properties
or have disputes with third parties regarding our trademarks or other intellectual properties. If the relevant trademarks or
other intellectual properties could not be registered, we may fail to prevent others from using such intellectual properties,

and our business, financial condition and results of operations may be materially and adversely affected.

Intellectual property protection may not be sufficient in the jurisdictions in which we operate. Furthermore, policing
unauthorized use of proprietary technology is difficult and expensive. Despite our efforts to protect our proprietary rights,
third parties may attempt to copy or otherwise obtain and use our intellectual property or seek court declarations that they
do not infringe upon our intellectual property rights. Monitoring unauthorized use of our intellectual property is difficult and
costly, and we cannot assure you that the steps we have taken or will take will prevent misappropriation of our intellectual
property. From time to time, we may have to resort to litigation to enforce our intellectual property rights, which could

result in substantial costs and diversion of our resources.

In addition, as our patents may expire and may not be extended and our patent rights may be contested, circumvented,
invalidated or limited in scope, our patent rights may not protect us effectively. In particular, we may not be able to prevent
others from developing or exploiting competing technologies, which could have a material and adverse effect on our

business operations, financial condition and results of operations.

The use of certain premises may be disrupted if the land-use-purpose statutory provisions are strictly enforced by competent

government authorities.

We lease a number of properties for our stores, service centers, offices and self-operated charging stations across China.
Certain leased properties are not used in accordance with the designated purposes of such properties. For example, some
stores or offices are currently located on lands designated for industrial usage instead of commercial usage. Under the
PRC legal regime regarding the land use right, land shall be used strictly in line with the approved usage of the land.
Any change as contemplated to the usages of land shall go through relevant land alteration registration procedures.
If any state-owned land is illegally used beyond the approved usage, the land administrative departments of the PRC
governments at and above the county level may retrieve the land and impose a fine. As such, our usage of such leased
properties may subject the landlords to retrieval of land or removal of the buildings by the PRC government authorities and
therefore we may need to move our stores, offices or charging stations somewhere else and additional relocation costs will

be incurred.

In addition, certain leased properties had been mortgaged by the landlords to third parties before entering into lease
agreements with us, and certain lessors of our leased properties failed to provide the building ownership certificates or
other evidence demonstrating their rights to lease such properties. If the mortgagees of the leased properties exercise
their mortgage right or the lessors do not actually have the rights to lease the relevant properties to us, we will not be able
to continue our leases on the said properties and therefore we may need to relocate the relevant functions somewhere else

and additional relocation costs will be incurred.
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Our insurance coverage strategy may not be adequate to protect us from all business risks.

We have limited liability insurance coverage for our products and business operations. A successful liability claim against
us due to injuries suffered by our customers could materially and adversely affect our financial condition, results of
operations and reputation. In addition, we do not have any business disruption insurance. Any business disruption event

could result in substantial cost to us and diversion of our resources.

Certain of our operating subsidiaries may be required to obtain additional licenses or permits or make additional filings or

registrations.

In order to operate our business, we need to obtain a series of licenses, permits and approvals, make filings or complete
registrations according to relevant PRC laws and regulations. However, given that the PRC authorities may have certain
discretion in interpreting, implementing and enforcing relevant rules and regulations, as well as other factors beyond
our control, we cannot guarantee you that we have obtained or will be able to obtain and maintain all requisite licenses,

permits, filings and registrations.

For example, PRC governments impose sanctions for engaging in the VATS, without having obtained the VATS licenses for
relevant categories. These sanctions include corrective orders and warnings from the PRC communication administration
authority, fines and confiscation of illegal gains and, in the case of significant infringements, the websites and mobile
apps may be ordered to cease operation. We have obtained two VATS licenses for Internet content provider, each held
by Zhipeng loV and Yidian Chuxing, which are two of the Group VIEs, respectively. Given that the interpretation of such
regulations and PRC regulatory authorities’ enforcement of such regulations in the context of VATS industry are evolving,
it is unclear whether we are required to obtain other VATS licenses. In addition, Zhipeng Kongjian, a subsidiary of one of
the Group VIEs, is in the process of renewing the Surveying and Mapping Qualification Certificate for the operation of land
surface mobile surveying and preparing true three-dimensional maps and navigation electronic maps. Furthermore, we also
obtained an insurance agency business permit to conduct an insurance agency business, which is subject to regulation and
inspection by the insurance regulatory authorities from time to time. Such insurance agency business permit is held by GIIA,
which is also one of the Group VIEs. If we are not able to comply with all applicable legal requirements or obtain or renew
necessary licenses and permits in a timely manner, we may be subject to fines, confiscation of the gains derived from our
non-compliant operations or suspension of our non-compliant operations, any of which may materially and adversely affect

our business, financial condition and results of operations.

Certain of our operating subsidiaries that are providing repair and maintenance services have not made the automobile
maintenance and management filing with competent government authorities. We may be ordered by the competent

government authorities to rectify such non-compliance and failure to rectify such non-compliance may result in fines.
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In addition, we may be required to obtain a License for Online Transmission of Audio and Visual Programs, as we allow
users of our XPENG mobile App to upload and share audio and video content on the mobile app from time to time. If the
government authorities determine that the audio and video uploading feature on our XPENG mobile app should be subject
to this license requirement, we may be required to obtain necessary license and may even be subject to penalties, fines,
legal sanctions and/or an order to remove such feature. As of the date of this annual report, we have not received any notice
of warning or been subject to penalties or other disciplinary action from the relevant government authorities regarding the

lack of a License for Online Transmission of Audio and Visual Programs.

We may from time to time be subject to claims, disputes, lawsuits and other legal and administrative proceedings.

We are currently not party to any material legal or administrative proceedings. However, in light of the nature of our
business, we and our management are susceptible to potential claims or disputes. We and certain of our management
have been, and may from time to time in the future be, subject to or involved in various claims, disputes, lawsuits and other
legal and administrative proceedings. Lawsuits and litigations may cause us to incur defense costs, utilize a significant
portion of our resources and divert management's attention from our day-to-day operations, any of which could harm our
business. Claims arising out of actual or alleged violations of law, breach of contract or torts could be asserted against
us by customers, business partners, suppliers, competitors, employees or governmental entities in investigations and
legal proceedings. In particular, according to the PRC Social Insurance Law and the Administrative Measures on Housing
Fund, employers are required, together with their employees or separately, to pay the social insurance premiums and
housing funds for their employees. Employers that fail to make adequate social insurance and housing fund contributions
may be subject to fines and legal sanctions. If the relevant PRC authorities determine that we shall make supplemental
contributions, that we are not in compliance with labor laws and regulations, or that we are subject to fines or other legal
sanctions, such as order of timely rectification, and our business, financial condition and results of operation may be

adversely affected.

We are subject to various environmental and safety laws and regulations that could impose substantial costs upon us and

cause delays in building our manufacturing facilities.

We are subject to multiple environmental and safety laws and regulations related to the manufacture of our Smart EVs,
including the use of hazardous materials in the manufacturing process and the operation of our manufacturing plant. Such
laws and regulations govern the use, storage, discharge and disposal of hazardous materials during the manufacturing

process.

In addition, from time to time, the government of the PRC issues new regulations, which may require additional actions on
our part to comply. If the Zhaoging plant and Guangzhou plant or any of our other future constructions fails to comply with
applicable regulations, we could be subject to substantial liability for clean-up efforts, personal injury or fines or be forced
to close or temporarily cease the operations of the Zhaoging plant and Guangzhou plant or other relevant constructions,
any of which could have a material adverse effect on our business, prospects, financial condition and results of operation.
Moreover, if we intend to increase our capacity in the future by establishing new manufacturing bases, we will be required

to obtain certain environmental, construction and safety approvals and complete certain examination and acceptance
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procedures for these facilities. We may not be able to obtain such approvals or complete such procedures in a timely
manner or at all. If for any reason the relevant government authorities determine that we are not in compliance with
environmental and construction laws and regulations, we may be required to pay fines, suspend or cease our operations in

the relevant premises.

Moreover, environmental and social laws and regulations, including climate regulations, are also increasing with a
variety of stakeholders, including regulators seeking more information and disclosure on related risks and impacts. For
example, the SEC has published final rules that would require companies to provide significantly expanded climate-related
disclosures in their periodic reporting. We may also be subject to the requirements of the EU Corporate Sustainability
Reporting Directive (and its implementing laws and regulations) and other EU directives or EU and EU member state
regulations. Compliance with these laws and regulations may require us to incur significant additional costs, including the
implementation of significant additional internal controls processes and procedures regarding matters that have not been
subject to such controls in the past, and impose increased oversight obligations on our management and board of directors,
as well as require us to hire third party experts. These requirements are evolving and may not always be uniform across
jurisdictions in which we operate, which may further increase compliance burden and associated regulatory and reporting

costs and complexity.

If we fail to maintain proper and effective internal controls, our ability to produce accurate financial statements on a timely

basis could be impaired.

We are subject to the reporting requirements of the Exchange Act, the Sarbanes-Oxley Act and the rules and regulations of the
NYSE. The Sarbanes-Oxley Act requires, among other things, that we maintain effective disclosure controls and procedures
and internal controls over financial reporting. Commencing with our fiscal year ended December 31, 2021, we must perform
system and process evaluation and testing of our internal controls over financial reporting to allow management to report on
the effectiveness of our internal controls over financial reporting in our Form 20-F filing for that year, as required by Section
404 of the Sarbanes-Oxley Act. In addition, beginning at the same time, our independent registered public accounting firm

must attest to and report on the effectiveness of our internal control over financial reporting.

As of December 31, 2023, our management has concluded that our internal control over financial reporting was effective.
Our independent registered public accounting firm has issued a report, which has concluded that we maintained, in all

material respects, effective internal control over financial reporting as of December 31, 2023.

However, our internal control over financial reporting may not prevent or detect all errors and all fraud. A control system,
no matter how well designed and operated, can provide only reasonable, not absolute, assurance that the control system’s
objectives will be met. Because of the inherent limitations in all control systems, no evaluation of controls can provide
absolute assurance that misstatements due to error or fraud will not occur or that all control issues and instances of fraud

will be detected.
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If we are unable to maintain proper and effective internal controls, we may not be able to produce timely and accurate
financial statements. If that were to happen, the market price of our ADSs and/or Class A ordinary shares could decline and

we could be subject to sanctions or investigations by the NYSE, SEC or other regulatory authorities.

If we upgrade our manufacturing equipment more quickly than expected, we may have to shorten the useful lives of any
equipment to be retired as a result of any such update, and the resulting acceleration in our depreciation could negatively

affect our financial results.

We have invested and expect to continue to invest significantly in what we believe is state of the art tooling, machinery
and other manufacturing equipment in our manufacturing facilities, and we depreciate the cost of such equipment over
their expected useful lives. However, manufacturing technology may evolve rapidly, and we may decide to update our
manufacturing process with cutting-edge equipment more quickly than expected. Moreover, as our engineering and
manufacturing expertise and efficiency increase, we may be able to manufacture our Smart EVs using less of our installed
equipment. The useful life of any equipment that would be retired early as a result would be shortened, causing the
depreciation on such equipment to be accelerated, and to the extent we own such equipment, our results of operations

could be negatively impacted.

Our warranty reserves may be insufficient to cover future warranty claims which could adversely affect our financial

performance.

We offer competitive warranty terms. We accrue a warranty reserve for the Smart EVs sold by us, which includes our best
estimate of the projected costs to repair or replace items under warranties and recalls when identified. We generally
make warranty reserve by multiplying the expected unit costs for warranty services by the sales volume. We have limited
experience with warranty claims regarding our Smart EVs or with estimating warranty reserves. As of December 31, 2023,
we had warranty reserves in respect of our Smart EVs of RMB1,009.0 million. We could, in the future, become subject to a
significant and unexpected warranty claims, resulting in significant expenses, which would in turn materially and adversely
affect our business, prospects, financial condition and results of operation.

We could be adversely affected by political tensions between the United States and China.

Political tensions between the United States and China have escalated in recent years due to, among other things,

o the trade war between the two countries since 2018;

o the COVID-19 pandemic;

o the PRC National People’'s Congress’ passage of Hong Kong national security legislation;
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o the imposition of U.S. sanctions on certain Chinese officials from China’s central government and the Hong Kong
Special Administrative Region by the U.S. government, and the imposition of sanctions on certain individuals from the

U.S. by the Chinese government;

. the imposition of U.S. export restrictions on certain advanced computing semiconductors and semiconductor

manufacturing equipment by the U.S. government;

o various executive orders issued by the U.S. government, which include, among others,

J the executive order issued in August 2020, as supplemented and amended from time to time, that prohibits
certain transactions with ByteDance Ltd., Tencent Holdings Ltd. and the respective subsidiaries of such

companies;

J the executive order issued in November 2020, as supplemented and amended from time to time, including,
among others, by an executive order issued in June 2021, that prohibits U.S. persons from transacting publicly

traded securities of certain Chinese companies named in such executive order;

J the executive order issued in January 2021, as supplemented and amended from time to time, that prohibits
such transactions as are identified by the U.S. Secretary of Commerce with certain “Chinese connected

software applications,” including Alipay and WeChat Pay;

o the imposition and application of sanction blocking statutes by the Chinese government, including the Rules on
Counteracting Unjustified Extra-territorial Application of Foreign Legislation and Other Measures promulgated by
the MOFCOM, on January 9, 2021, which will apply to Chinese individuals or entities that are purportedly barred by a

foreign country’'s law from dealing with nationals or entities of a third country; and

o the statement by the President of the United States on February 29, 2024, directing the U.S. Department of Commerce
to investigate the national security risks from connected vehicles that incorporate technology from countries of

concern, including China, and consider regulations to address those risks.

Rising political tensions between China and the U.S. could reduce levels of trades, investments, technological exchanges
and other economic activities between the two major economies, which would have a material adverse effect on
global economic conditions and the stability of global financial markets. The measures taken by the U.S. and Chinese
governments may have the effect of restricting our ability to transact or otherwise do business with entities within or
outside of China and may cause investors to lose confidence in Chinese companies and counterparties, including us. If we
were unable to conduct our business as it is currently conducted as a result of such regulatory changes, our business,

results of operations and financial condition would be materially and adversely affected.
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Furthermore, the U.S. government has imposed measures regarding limiting or restricting China-based companies from
accessing U.S. capital markets and delisting certain China-based companies from U.S. national securities exchanges. For
details, see the section headed “— Risks Relating to Doing Business in China — The audit report included in this annual
report is prepared by an auditor which the U.S. Public Company Accounting Oversight Board was unable to inspect and
investigate completely before 2022 and, as such, our investors have been deprived of the benefits of such inspections in
the past, and may be deprived of the benefits of such inspections in the future” in this annual report. In January 2021,
after reversing its own delisting decision, the NYSE ultimately resolved to delist China Mobile, China Unicom and China
Telecom in compliance with the executive order issued in November 2020, after receiving additional guidance from the
U.S. Department of Treasury and its Office of Foreign Assets Control. In addition, the NYSE announced in February 2021
that it has determined to commence proceedings to delist CNOOC Limited in light of the same executive order. These
delistings have introduced greater confusion and uncertainty about the status and prospects of Chinese companies listed
on the U.S. stock exchanges. If any further measures were to be implemented, the resulting legislation may have a material
and adverse impact on the stock performance of China-based issuers listed in the United States such as us, and we cannot
assure you that we will always be able to maintain the listing of our ADSs on a national stock exchange in the U.S., such as

the NYSE or the NASDAQ, or that you will always be allowed to trade our Class A ordinary shares or ADSs.

We are subject to the risks associated with international trade policies, geopolitics and trade protection measures, and our

business, financial condition and results of operations could be adversely affected.

Our international expansions may be negatively affected by export controls administered by the government authorities
in different jurisdictions, deterioration in the political and economic relations among countries and sanctions and other
geopolitical challenges, including, but not limited to, economic and labor conditions, increased duties, taxes and other
costs and political instability. For example, the U.S. government has imposed export controls and economic sanctions
directly or indirectly affecting China-based technology companies. Such laws and regulations are likely subject to frequent
changes, and their interpretation and enforcement involves substantial uncertainties, which may be heightened by national
security concerns or driven by political and/or other factors that are out of our control. Therefore, such restrictions, and
similar or more expansive restrictions that may be imposed by the U.S. or other jurisdictions in the future, may be difficult
or costly to comply with and may negatively affect our and our technology partners’ abilities to acquire technologies,
systems, devices or components that may be critical to our technology infrastructure, service offerings and business
operations. On February 29, 2024, the President of the United States issued a statement directing the U.S. Department
of Commerce to investigate the national security risks from connected vehicles (CV) that incorporate technology from
foreign adversaries, including China, and consider regulations to address those risks. The U.S. Department of Commerce
issued an Advanced Notice of Proposed Rulemaking (ANPRM] on March 1, 2024 to seek public comments on issues and
questions related to transactions involving information and communications technology and services (ICTS] integral to
CV. The ANPRM intends to support BIS's potential development of a rule which would prohibit or mitigate certain ICTS
transactions integral to CVs that involve foreign adversaries (including China) which could create an undue or unacceptable
risk to U.S. national security. If any rules were to be adopted along these lines, it may hinder or restrict China-based Smart
EV companies like us from accessing the U.S. market or transacting with persons or entities in the U.S. jurisdiction. In

addition, on October 4, 2023, the European Commission published a notice of initiation of EU anti-subsidy investigations into
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EU imports of EVs from China (the "EU Subsidy Probe”). Using the sampling method, the European Commission selected
several companies as investigation targets of the EU Subsidy Probe, and as of the date of this annual report, we have
not been named or selected under similar investigation. However, there can be no assurance that we will not be publicly
named, inquired or investigated by any authority on the basis of national security or anti-subsidy. Such investigations in
overseas markets may adversely affect the exports of EVs from China, such as our products, into overseas markets, and our
strategy of expanding into overseas markets may be negatively impacted. Any of these circumstances may also materially
and adversely affect our business, results of operations, financial condition, and reputation and may further cause the

trading prices of our Class A ordinary shares and the ADSs to decline significantly.

We face risks associated with the international sale of our Smart EVs, and if we are unable to effectively manage these risks,

our business, financial condition and results of operations may be materially and adversely affected.

While we have historically sold substantially all of our Smart EVs in China, we have been exploring opportunities to expand
into international markets. For example, in December 2020, the first batch of the European version of the G3 was delivered
to customers in Norway. In August 2021, we started the deliveries of the P7 to the European market. In 2022, we opened
stores in the Netherlands, Sweden, Denmark and Norway. In February 2023, we launched the G9 mid- to large-sized SUV
and the new P7 sports sedan for Europe and opened our first Delivery and Service Center in Norway. In the second quarter
of 2023, we opened our Delivery and Service Centers consecutively in the Netherlands, Sweden, and Denmark. We may also
test sales into other international markets. While we expect China will continue to be our primary market, the marketing
and sale of our Smart EVs to international markets may increase in the future, which will expose us to a number of risks,

including, but not limited, to:

. fluctuations in foreign currency exchange rates;

. increased costs associated with maintaining the ability to understand the local markets and develop and maintain

effective marketing and distributing presence in various countries;

o recruiting and retaining talented and capable employees outside China and maintaining our company culture across

all of our offices;

. providing customer service and support in these markets;
. difficulty with staffing and managing overseas operations;
. compliance by us and our business partners with anti-corruption laws, import and export control laws, tariffs, trade

barriers, economic sanctions and other regulatory limitations or perceptions on our ability to provide our products in

certain international markets;

. changes in diplomatic and trade relationships, including the imposition of new trade restrictions, trade protection

measures, import or export requirements, trade embargoes and other trade barriers;
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o failure to develop appropriate risk management and internal control structures tailored to overseas operations;

o difficulty and cost relating to compliance with different commercial and legal requirements of the overseas markets

in which we offer or plan to offer our products and services including charging and other electric infrastructures;

. failure to obtain or maintain permits for our products or services in these markets;

o different safety concerns and measures needed to address accident related risks in different countries and regions;
. inability to obtain, maintain or enforce intellectual property rights; and

. unanticipated changes in prevailing economic conditions and regulatory requirements.

Our expansion into international markets will require us to respond timely and effectively to rapid changes in market
conditions in the relevant countries. Our success in international expansion depends, in part, on our ability to succeed
in different legal, regulatory, economic, environmental, social and political conditions which we have little control over.
We may not be able to develop and implement policies and strategies that will be effective in each location where we do
business. A change in one or more of the factors described above may have a material adverse effect on our business,

financial condition and results of operations.

We have incurred and may continue to incur substantial share-based compensation expenses.

In 2015, our subsidiary, Guangzhou Chengxing Zhidong Automotive Technology Co., Ltd. ("Chengxing Zhidong"), adopted
a share incentive plan, pursuant to which options were granted to certain employees of Chengxing Zhidong and its
subsidiaries. In June 2020, XPeng Inc. adopted a share incentive plan, or the Plan, to replace the share incentive plan
adopted by Chengxing Zhidong, and we issued restricted share units, or RSUs to replace the options granted to certain
employees of Chengxing Zhidong and its subsidiaries. As of March 31, 2024, RSUs which represent 23,395,933 underlying
Class A ordinary shares were outstanding (which do not include the Class A ordinary shares underlying the vested RSUs),
and 362,614 shares underlying such RSUs were held by XPeng Fortune Holdings Limited ("XPeng Fortune”], which has
been established for our share incentive plan. We are required to recognize compensation expense for an equity award over
the period in which the recipient is required to provide service in exchange for the equity award. Because the vesting of
the RSUs (including the RSUs issued to replace the options granted under the share incentive plan of Chengxing Zhidong)
granted prior to our initial public offering in the U.S. was contingent upon the completion of an initial public offering or
change in control, we started to recognize share-based compensation expense after the completion of our initial public
offering in the U.S. in August 2020. The Group recognized RMB379.9 million, RMB710.5 million and RMB550.5 million of
share-based compensation expenses in 2021, 2022 and 2023, respectively. Moreover, as we expect to grant additional RSUs
or other share incentives to our employees, directors or consultants in the future, we will incur additional share-based

compensation expense and our results of operations could be adversely affected.
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Any financial or economic crisis, or perceived threat of such a crisis, including a significant decrease in consumer confidence,

may materially and adversely affect our business, prospects, financial condition and results of operation.

The global macroeconomic environment is facing challenges, including the economic slowdown in the Eurozone since 2014,
potential impact of the United Kingdom's exit from the European Union in January 2020, and the adverse impact on the
global economies and financial markets from the COVID-19 pandemic. There is considerable uncertainty over the long-term
effects of the expansionary monetary and fiscal policies adopted by the central banks and financial authorities of some
of the world's leading economies, including the United States and China. The ongoing trade tensions between the United
States and China may have tremendous negative impact on the economies of not merely the two countries concerned, but
the global economy as a whole. Moreover, the current geopolitical tensions may also pose potential challenges for our
businesses and operations in the relevant areas. It is unclear whether these challenges will be contained and what effects
they each may have in the long term. Economic conditions in China are sensitive to global economic conditions. Recently
there have been signs that the rate of China’'s economic growth is declining. Any prolonged slowdown in global or China’s
economic development might lead to tighter credit markets, increased market volatility, sudden drops in business and
consumer confidence and dramatic changes in business and consumer behaviors. Credit risks of customers and suppliers

and other counterparty risks may also increase.

Sales of our Smart EVs depend in part on discretionary consumer spending and are even more exposed to adverse changes
in general economic conditions. In response to their perceived uncertainty in economic conditions, consumers might delay,

reduce or cancel purchases of our Smart EVs and our results of operations may be materially and adversely affected.

We are subject to various laws relating to export controls.

We have been conducting a portion of our research and development on ADAS in the United States, and we are required
to comply with the U.S. laws and regulations on export controls, including the U.S. Department of Commerce’s Export
Administration Regulations. Furthermore, in August 2022, the United States enacted the Creating Helpful Incentives to
Produce Semiconductors and Science Act of 2022, or the CHIPS Act, which aims to strengthen U.S. domestic semiconductor
manufacturing, design and research, fortify the economy and national security, and to help the United States compete
economically against China. In addition, the BIS imposed additional export controls on certain advanced computing
semiconductor chips, integrated circuits, semiconductor manufacturing items and related transactions in October 2022. In
October 2023, the BIS announced additional semiconductor regulations expanding and enhancing export controls under the
October 2022 regulations and reinforced the controls to restrict China's ability to both purchase and manufacture certain
high-end chips critical for military advantage. These recent export controls are, in part, intended to restrict China's ability
to obtain advanced computing chips, develop and maintain supercomputers, and manufacture advanced semiconductors.
While we do not expect the new regulations to materially affect our business, there can be no assurance that the United
States or other countries will not impose more stringent export controls that may prohibit or restrict our ability to, directly
or indirectly, source semiconductor and other components and raw materials, or otherwise affect our business. It is
difficult to predict what further trade-related actions the United States or other governments may take, and we may be
unable to quickly and effectively react to or mitigate such actions. The implementation, interpretation and impact on our

business of these rules and other regulatory actions taken by the U.S. government is uncertain. These actions and/or
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other actions that may be taken by the governments of either the U.S. or China, or both (including in response to recent
increased tensions), could hinder our ability to transfer our U.S.-origin software to China, source U.S.-origin software and
components or otherwise access U.S. technology, which could materially and adversely affect our business, results of

operations and financial condition.

If we fail to effectively manage our inventory, our results of operations and financial condition may be materially and

adversely affected.

In order to operate our business effectively and meet our consumers’ demands and expectations, we must maintain a
certain level of inventory to ensure timely delivery. We determine our level of inventory based on our experience, number of

orders from customers and assessment of customer demand.

However, forecasts are inherently uncertain, and the demand for our products could change significantly between the
order date and the projected delivery date. If we fail to accurately forecast the demand, including with respect to our
vehicle models that are at or near the end of production cycle, we may experience inventory obsolescence and inventory
shortage risk. Inventory levels in excess of demand may result in inventory write-downs or write-offs and the sale of
excess inventory at discounted prices, which would have an adverse effect on our profitability. We recognized inventory
write-downs of RMB162.4 million, RMB220.3 million, and RMB1,054.7 million in 2021, 2022 and 2023, respectively. We have
incurred inventory write-downs and losses on inventory purchase commitments in 2023 in relation to the cessation of G3i
and upgrades of certain models, and similar losses may occur in the future. In addition, if we underestimate the demand
for our products, our manufacturers may not be able to produce a sufficient number of products to meet such unanticipated

demand, which could result in delays in the delivery of our products and harm our reputation.

Any of the above may materially and adversely affect our results of operations and financial condition. As we plan to

continue to expand our product offerings, we may continue to face challenges in effectively managing our inventory.

Significant impairment charges to our balance of intangible assets could materially and adversely impact our financial

position and results of the Group’s operations.

The Group’s intangible assets primarily consist of manufacturing license, license plate, software and license of maintenance
and overhaul, vehicle model technology under development, vehicle platform technology, robotics platform technology
and other intangible assets. In addition, the Group's controlling financial interest (as a result of existing contractual
arrangements and as the term is defined under ASC 810) provides for the consolidation of the Group VIEs which hold
certain licences. Such contractual arrangements may not be as effective as direct ownership in providing us with control
over the Group VIEs. See “— Risks Relating to Our Corporate Structure — We rely on contractual arrangements with the
Group VIEs and their respective affiliate shareholders to operate certain businesses that do not have and are not expected
in the foreseeable future to have material revenue contributions to the Group. Such contractual arrangements may not
be as effective as direct ownership in providing operational control and otherwise have a material adverse effect as to our
business.” The Group's intangible assets amounted to RMB878.7 million, RMB1,043.0 million and RMBA4,949.0 million as of

December 31, 2021, 2022 and 2023, respectively. The Group tests finite-lived intangible assets for impairment if impairment



2023 ANNUAL REPORT

Risk Factors

indicators arise. The indefinite-lived intangible assets are tested for impairment annually or whenever events or changes
in circumstances indicate that the carrying value of the assets may not be recoverable. Any significant impairment losses
charged against the Group’s intangible assets could have a material adverse effect on the Group's business, financial

condition and results of operations.

We recorded a significant amount of indefinite-lived intangible assets and goodwill in connection with our acquisitions, and
we may incur material impairment charges to our indefinite-lived intangible assets and goodwill if the recoverability of these

assets become substantially reduced.

In connection with our acquisitions in 2023, we recorded a significant amount of indefinite-lived intangible assets of
RMB609.2 million and goodwill of RMB34.1 million in our financial statements. As of December 31, 2023, we have recorded
indefinite-lived intangible assets of RMB1,416.1 million and goodwill of RMB34.1 million. The value of the indefinite-lived
intangible assets and goodwill is based on assumptions and judgments. If any of the assumptions does not materialize, or
if the performance of our business is not consistent with such assumptions, we may be required to have a significant write-
off of our indefinite-lived intangible assets and goodwill and record an impairment loss, which could in turn adversely affect
our results of operations. We will determine whether our indefinite-lived intangible assets and goodwill is impaired at least
on an annual basis and there are inherent uncertainties relating to these factors and to our management’'s judgment in
applying these factors to the impairment assessment. We could be required to evaluate the impairment prior to the annual
assessment if there are any impairment indicators, including disruptions to business operations and unexpected significant
declines in operating results or a decline in our market capitalization. We may also suffer from significant impairment loss
even if we determine to amend any assumption used in our impairment testing. If we record an impairment loss as a result

of these or other factors, our results of operations and financial condition may be adversely affected.

Fluctuation of fair value change in short-term investments may affect our results of operations.

We have made short-term investments, mainly comprising of the investments issued by major and reputable commercial
banks with a variable interest rate indexed to the performance of underlying assets. Short-term investments are stated at
fair value. Changes in the fair value are reflected in our consolidated statements of comprehensive loss. The methodology
that we use to assess the fair value of the short-term investments involve a significant degree of management judgment
and are inherently uncertain. We cannot assure you that market conditions will create fair value gains on our short-term
investments or we will not incur any fair value losses on short-term investments in the future. If we incur such fair value

losses, our results of operations and financial condition may be adversely affected.

If we do not continue to receive preferential tax treatments, our results of operations may be materially and adversely
affected.

We have benefited from government grants and preferential tax treatments, many of which are non-recurring in nature or
are subject to periodic review. There can be no assurance we will continue to receive preferential tax treatment. If we are

unable to receive such treatment in the future, our results of operations may be materially and adversely affected.
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Our recognition of deferred revenue is subject to future performance obligations and may not be representative of revenues

for succeeding periods.

Our deferred revenue represents transaction payments allocated to performance obligations that are unsatisfied,
which primarily arises from, among others, the undelivered vehicles, charging piles and free battery charging within
certain limits. Qur deferred revenue balance was RMB897.3 million, RMB1,083.2 million, and RMB1,299.9 million as of
December 31, 2021, 2022 and 2023, respectively. The timing and ultimate recognition of our deferred revenue depend on
various factors, including our performance of obligations. As a result, deferred revenue at any particular date may not be

representative of actual revenue for any succeeding period.

We recorded shareholders’ deficit.

We recorded total shareholders’ deficit of RMB6,830.4 million as of December 31, 2019, primarily due to the accounting
treatment for our company's preferred shares before our initial public offering in the U.S. as total mezzanine equity, and
not total shareholders’ equity. After our initial public offering in the United States in August 2020, all of the preferred
shares had been converted into ordinary shares. As such, as of December 31, 2023, we did not have any mezzanine equity

and recorded total shareholders’ equity of RMB36,328.5 million.

Although the total shareholders’ deficit recorded during 2019 was not due to capital shortage and was primarily resulted
from accounting treatment of preferred shares, we cannot assure you that we will be able to continue to record total

shareholders” equity and total net assets in the future. If we fail to do so, our financial condition may deteriorate.

We face risks related to natural disasters, health epidemics and other outbreaks, which could significantly disrupt

our operations.

Our business could be adversely affected by the effects of epidemics. In recent years, there have been outbreaks of
epidemics in China and globally. If any of our employees are identified as a possible source of spreading COVID-19,
H1N1 flu, avian flu or another epidemic, we may be required to quarantine employees that are suspected of being infected,
as well as others that have come into contact with those employees. We may also be required to disinfect our affected
premises, which could cause a temporary suspension of certain business operations. A recurrence of an outbreak of
COVID-19, HIN1 flu, avian flu or another epidemic could restrict the level of economic activities generally and/or slow down

or disrupt our business activities, which could in turn adversely affect our results of operations.

The Group has experienced certain disruptions in its operations as a result of the government-imposed suspensions
due to the COVID-19 pandemic in China in the previous years. A substantial number of our offices and stores, as well
as our manufacturing facilities, were closed for certain periods in the first quarter of 2020. As a result, our Smart EV
delivery decreased from 3,218 units in the fourth quarter of 2019 to 2,271 units in the first quarter of 2020. In particular,
we delivered 1,055 units, 161 units and 1,055 units of Smart EVs in January, February and March 2020, respectively,
which were lower than our expectation before the COVID-19 outbreak. The sharp decrease in the number of deliveries in

February 2020 was mainly due to the significant impact from COVID-19 outbreak in China and seasonal impact from the
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Chinese New Year holiday. In the second quarter, third quarter and fourth quarter of 2020, we delivered 3,228 units, 8,578
units and 12,964 units of Smart EVs, respectively. The pandemic affected and may affect future delivery of components
from certain suppliers that suspended production. For example, some of our suppliers were unable to deliver sufficient
components to us due to the COVID-19 pandemic. We cannot assure you that such situation will not occur in the future if
the COVID-19 pandemic resurges and that we will be able to find alternative suppliers should that happen in the future.
See also "— We are dependent on our suppliers, some of which are single-source suppliers. Suppliers may fail to deliver
necessary components of our Smart EVs according to our schedule and at prices, quality levels and volumes acceptable
to us.” In addition, we incurred additional costs relating to the delivery of new Smart EVs to customers’ homes, mask
donations to our customers, technology advancement for remote working arrangements and OTA firmware updates during

the pandemic.

We are also vulnerable to natural disasters and other calamities, especially those relating to climate change. Although
we have servers that are hosted in an offsite location, our backup system does not capture data on a real-time basis and
we may be unable to recover certain data in the event of a server failure. Moreover, the current geopolitical tensions
may also pose potential challenges for our businesses and operations in the relevant areas. We cannot assure you that
any backup systems will be adequate to protect us from the effects of fire, floods, typhoons, earthquakes, power loss,
telecommunications failures, break-ins, war, riots, terrorist attacks or similar events. Any of the foregoing events may give
rise to interruptions, breakdowns, system failures, technology platform failures or internet failures, which could cause the
loss or corruption of data or malfunctions of software or hardware as well as adversely affect our ability to provide services

to our customers.

RISKS RELATING TO DOING BUSINESS IN CHINA

Changes and developments in the political, economic and social policies of the PRC government may materially and adversely
affect our business, financial condition and results of operations and may result in our inability to sustain our growth and

expansion strategies.

The Group's operations are mainly conducted in the PRC, and substantially all of our revenues have historically been
sourced from the PRC. Accordingly, our financial condition and results of operations are affected to a significant extent by

economic, political, social and legal developments in the PRC.

The PRC economy differs from the economies of most developed countries in many respects, including the extent of
government involvement, level of development, growth rate, control of foreign exchange and allocation of resources.
Although the PRC government has implemented measures emphasizing the utilization of market forces for economic reform,
the reduction of state ownership of productive assets, and the establishment of improved corporate governance in business
enterprises, a substantial portion of productive assets in China is still owned by the government. In addition, the PRC
government continues to play a significant role in regulating industry development by imposing industrial policies. The PRC
government also exercises significant control over China’s economic growth by allocating resources, controlling payment
of foreign currency-denominated obligations, setting monetary policy, restricting the inflow and outflow of foreign capital,

regulating financial services and institutions and providing preferential treatment to particular industries or companies.
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While the PRC economy has experienced significant growth in the past decades, growth has been uneven, both
geographically and among various sectors of the economy. Recently there have been signs that the rate of China’s
economic growth is declining. Any prolonged slowdown in China's economic development could have a material adverse

effect on our businesses, financial condition and results of operations.

The PRC government has implemented various measures to encourage economic growth and guide the allocation of
resources. Some of these measures may benefit the overall PRC economy, but may also have a negative effect on us. Our
financial condition and results of operations could be materially and adversely affected by government control over capital
investments or changes in tax regulations that are applicable to us. The PRC government also has significant authority to
exert influence on the ability of a China-based issuer, such as our company, to conduct its business. The PRC government
may intervene or influence the Group's operations at any time, which could result in a material change in the Group's
operations and/or the value of our ADSs and Class A ordinary shares. In particular, the PRC government has recently
promulgated new laws and regulations to exert more oversight and control over offerings that are conducted overseas
and/or foreign investment in China-based issuers. See the section headed "Business — Regulations — Regulations on
M&A Rules and Overseas Listings” in this annual report. Any such regulatory oversight or control could significantly limit
or completely hinder our ability to offer or continue to offer securities to investors and cause the value of our securities to
significantly decline or become worthless. In addition, the PRC government has