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Initiating coverage: we provide answers to three questions
that investors might have about Weihong

We are optimistic about the company’s laser-cut system market growth, on
top of subsidiary Kaitong Automation’s growth prospects in CNC machine
tools. We initiate coverage with a BUY call and a target price of RMB101.

An industrial motion control systems market leader

Weihong’s main products are industrial motion control, servo driver and industrial Internet of
Things (IOT) systems, which are usually deployed in computer numerical control (CNC)
machine tools. Its motion control products include engraving and milling control
(woodworking, 3C, metal), cutting control (laser, water, flame) and manipulator systems. In
January 2021, the company acquired Kaitong Automation, which augmented its turning and
milling product line and enhanced the company’s competitiveness. Revenue growth reached
a fundamental inflection point and grew strongly in 1H21.

Question 1: What is the market scale of laser-cut control systems?

Benefiting from all types of metal and non-metal parts, the laser-cut process equipment
market is growing well. A motion control system represents the brains of a laser-cut machine.
We expect China's laser equipment market to reach RMB77bn in 2021E, with a laser-cut
equipment market scale of RMB19.7bn and annual sales of 72,000 units. We believe the
laser-cut control systems market size (RMB1.34bn in 2020) will reach RMB3.72bn in 2025E,
with high-powered systems growing faster.

Question 2: What is the outlook for Weihong’s laser-cut products market share?
Shanghai Friendess Electronic Technology, the domestic leader in laser-cut control systems,
accounted for 70% of the low to medium-powered market and 15% of the high-powered
market in 2020. Weihong's laser-cut systems differ little from those of Friendess in product
structure, control precision and speed. The company aims to differentiate its products with in-
depth cooperation with lead customers, and had good results in terms of product
development and customer expansion in 1H20. Its low to medium-powered product market
share increased to ~20%; in the high-powered 10,000-20,000W segment, its products
entered the trial phase. We believe its market share gap with Friendess will continue to narrow
and that its market share will increase in the future.

Question 3: How will the integration of Kaitong impact Weihong'’s future growth?
Kaitong Automation is positioned in motion control systems in the CNC machine tool market.
In a meeting in August 2021, the State-owned Assets Supervision and Administration
Commission (SASAC) emphasized technological innovations, ranking industrial “mother”
machines ahead of high-end chips. China’s CNC machine tools market has grown rapidly but
still lags the ones in developed countries. In addition, the localization rate of high-end global
CNC machine toals is relatively low, so we see large potential market. We believe that the
essence of high-end CNC machine tools is industrial software, especially for CNC systems.
The localization of CNC systems is the key to the localization of high-end CNC machine tools,
in our view. After acquiring Kaitong Automation, we expect Weihong to step up its products
and R&D toward the high-end market, which implies broad headroom for growth.

Valuation and risks

Taking into account Weihong's laser-cut market growth and subsidiary Kaitong Automation’s
growth in CNC machine tools, we expect total revenue of RMB439m/615m/819m in
2021/22/23E, with net profit at RMB100m/168m/226m. We initiate coverage with a BUY rating
and a target price of RMB101 (target market value of RMB9.2bn). Risks include: industry
profitability coming in less than expected; laser-cut product R&D and customer expansion
falling below expectations; and intensifying competition. Note: our forecast assumptions are
subjective.

TFI Asset Management Limited is a division of TF Group, which does and seeks to do business with companies covered in its research reports. As a result,
investors should be aware that the TF| Asset Management Limited may have a conflict of interest that could affect the objectivity of this report. Investors should
consider this report as only a single factor in making their investment decision. Please read the disclosures and disclaimer at the end of report.

7 September 2021

Initiation of coverage

BUY

Target price: RMB101.00
Share price (6 Sep): RMB61.99
Up/downside 62.9%
Company information

52wk High (08/12/2021) 73.52
52wk Low (02/08/2021) 17.32
P/E (Trailing 12m) 69.81
Dividend Yield 0.06
Price to Book Ratio 9.09
Price to Sales Ratio 15.97
EV / Trail 12M EBITDA 112.05
Shares Outstanding (m) 90.9
Market Cap (RMBm) 5,457.4

Source: Wind

Financial summary (RMB)
21E 22E  23E

Revenue (m) 439 615 819
YoY Growth (%) 109.96 40.08 33.14
EBITDA (m) 126 203 265
Net profit (m) 100 168 226
YoY Growth (%) 24511 67.30 34.46
EPS (price/share) 110 185 248
P/E Ratio (x) 54.38 3250 24.17

Price to Book Ratio (x) 841 683 545
Price to Sales Ratio (x) 1242  8.87  6.66
EV/EBITDA (x) 4211 2515 19.44

Source: Tianfeng Securities estimate
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BEEGIUR. IS0, IR HES 7R AR RS, WEBRIER RS MR
RGE WAHUEH RS WAHEEHI RS TR DU R 55,

HIERG HIERG HIERG
ECEAE ARG B R Gt
RIS K B Bl AR R IORRER

PORMUR: PO M, RIUESHT ST

HRZSVERAR BRI, “ TN $FEaT “mmidlh” 2. 8 19 H, ERZATT
PRV i g Ha kAL Frie T oL, WhislE PorBE A TR SUGRIE: ZHER
EsRtlRETEE o i N s A Wi 2T AP (| S Sk [ N EE 2 0 ) NI VA E B2 L LB
BEX DAV EIAL it Fr s B A RE B REIIR A S IR R AL D ORI R . T BEFLRIALIR
B B e WO oR A B T 0, fEPEmsmt . B B eI AT, R E
BT, BTN i B LA BE RO B B2 AR

REVIRBEEARRERT, EX A EREEARMERANER. YUK, w2
KIS, REPIHURBEERFLERTE, DB UIHILAR 0], HR4E E X gt R s ok 5
2020 =3k [E i s 4 @ VI MUK 5 HE 51 43.2%,  #H% 2019 4F 37.6% I Lb il B 2 42 71,
BT H H AR 2019 SEHHAUR IR T ik 89.9%, REWUKEISWARE Silgs R F A H
BREH.
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FRBHRENRA R R Tk, REREH RS, HsVURhEs /5. S KRG, 4k,
W ARG TIE IS A ER R, ] R T SSELS REURHUR M R iz sh i, =2
BAEEHUR RN, e A E R RO o w3 R G H izl oo, s oo, fil
FIC. AR RS RICH RE B I R R G, X NIRORE A, EEMEEBIRENUR IR . 3
SRR SR RN E T, 6 R 585 Y 20%-40%.

B 26: HURBIMEESH
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B, A7 20212023 FEE W5 5~ 4.396.1518.19 25, TR E L FH A
56.81%/57.63%/58.13%. * [EF|F R JTEAE 2021 4 2 A IEE, e rEm i —
B, BATE R ERN 27, MEITEEFERE 2021 FAPFERA T —RPLE SO BRIZN
o 2021-2023 4F &7 MRN8 K BRI R BT -

2019 2020 2021E 2022E 2023E
— Bl CETII0) 79.18 7343 102.80 133.64 167.05
yoy -24.67% -7.26% 40% 30% 25%
EFIR 67.99% 68.86% 68% 68% 68%

Bl (ERAID 64.00 81.27 130.03 195.05 273.07
yoy -10.67% 26.98% 60% 50% 40%
BFIF 80.53% 79.88% 79% 80% 80%
WEhEs (Em) 35.07 4387 65.81 92.13 119.77
yoy -15.86% 25.10% 50% 40% 30%
EFIR 28.84% 31.64% 28% 28% 28%
BofE AL CHTI0) 11.73 9.58 9.58 11.50 12.65
yoy 22.24% -18.40% 0% 20% 10%
BFIR 42.51% 39.34% 36% 36% 36%
HAh% (HHID 1.37 1.10 1.1 1.1 11
yoy 8.57% -19.81% 0% 0% 0%
BFIR 44.55% 44.55% 44.55% 44.55% 44.55%
MEIHE (H ) 130 182 245.7
yoy 40.00% 35.00%
BFIR 42.00% 42.50% 43.00%
yoy -16.55% 9.35% 109.96% 40.08% 33.14%
BRI 63.28% 63.45% 56.81% 57.63% 58.13%
FORBRIR: wind, RRIUEFFFFAT GE: —UHAEIER RO IER & #E R0 2021 48 2 AFFRIER, 2021 SE B IO IFR

Bilo

Wi AT 2021-2023 FE5EFIES R 1.00/1.68/2.26 1Z7T. AT T % AN WIE, *
eI HITE, LA AT Phoenix “FEIEE M, 2021 WA KR ik & K 2,
T A F 2021 F4EE . FHEH, A TRHARERKNRERE, 2022-2023 F4EFFALR.

2019 2020 2021E 2022E 2023E
EN CEH 0 191.35 209.24 439.32 615.41 819.33
[ b e -16.55% 9.35% 109.96% 40.08% 33.14%
HRLE CE 70 65.87 29.08 100.37 167.92 225.79
[ bt -55.85% 24511% 67.30% 34.46%

GORKIR: wind, RRUEZRITFC AT

2022 FEAF BITE 92 278, EHOCIEUTI MK R, AF 2021 FYERHEDE
IS B E S, PRI T R Y 20%, 1-2 S RLETh A IR, K
THA RN BRI H R AT B A BFSART. RN, mumilURER RGEBKR
Erefh=im, ARWEE RIFEE, 2T E S TR AHIREE, M IFiE R &t
HRE, RESEE. BALER T Asitk. Tligshizh KREAGMEBE T BRI,
ICINFEARNERNFT AT, 45T 2022 4F 55X PE, 2022 4F H¥rTifE 92 1276, HARM 101 7.

KRB AT R PE

2021E 2022E 2023E
688188.SH [iip e 83.12 61.38 46.41
002747.8Z 823 Ll 90.30 60.41 4334
300124.52 HIIES 7N 57.19 4312 33.32
¥E 76.87 5497 .02

FORRIR: wind, R XIESFHE LT
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1 Tl REARRT
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EROM 23 F ] A A
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>

2. BOUIEI MR R P R R
NEHOCOIR T SR B RE, B ETE R PR B AR T R AR,
BOCVIE™ ik R B

3. frMLsESInA
HATHOE I BT WG AL R, 25 ARRTEGF IR, — 5 R L A Rz, S22 ) 2 A
RETo

4. IBRBERERE
AR FARBOCTIF IR RS R MESET, BA —E B0k,
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Balance Sheet (RMBm) 2019 2020 2021E 2022E 2023E  Income statement (RMBm) 2019 2020 2021E  2022E  2023E
Cash and Cash Equivalents 13.29 110.36 35.15 157.41 113.31 Revenue 191.35  209.24  439.32 61541  819.33
Trade, Notes and Other receivables 19.56 34.73 129.18 87.37 181.48 Cost of Sales 70.26 7648 189.73  260.72  343.05
Prepayments 2.10 2.06 8.26 5.93 12.73 Business Taxes and Surcharges 2.49 2.32 4.87 6.82 9.08
Inventories 23.57 27.61 116.31 81.45 178.76  Operating Expenses 19.90 17.48 24.16 30.77 40.97
Other Current assets 360.64 183.53 191.09 189.46 195.17  Administrative Expenses 37.07 35.77 39.54 49.23 69.64
Total Current Assets 419.15 358.29 479.98 521.62 681.45 R&D Expenses 69.61 62.89 68.10 86.16  114.71
Long-Term Equity Investments 0.00 0.00 0.00 0.00 0.00 Financial Expense 2.57 1.63 4.89 4.86 (0.18)
Non-Current Assets 101.29 98.30 161.07 223.54 272.82  Impairment Losses (0.65) (0.82) (1.00) 0.00 0.00
Construction-In-Progress 11.18 118.52 107.11 112.27 97.36  Gain/(loss) of Fair Value Change 47.66 (7.76) (3.52) 1.68 0.06
Intangible Assets 44 .57 4250 40.22 37.94 35.66 Net Investment Income 29.50 15.34 5.00 5.00 5.00
Other Current assets 30.24 25.04 21.27 17.82 17.82  Other Current assets (159.80)  (28.54) (2.96) (13.35  (10.11)
Total Non-Current Assets 187.28 284.36 329.67 391.56 423.66 Operating income 72.74 3446 110.52 183.53  247.12
Total Assets 606.43 642.65 809.65 913.18  1,105.11  Non-Operating Revenue 1.50 0.26 1.00 1.00 1.00
Short-Term Loan 25.54 0.00 78.82 0.00 0.00 Non-Operating Expenses 0.19 0.00 0.00 0.00 0.00
Trade Payables and Other Payables 17.15 48.56 23.50 75.52 54.77  Profit Before Tax 74.05 3471 11152 184.52  248.12
Other Current assets 23.23 29.50 37.23 33.30 4419 Income Taxes 8.18 5.63 11.15 16.61 22.33
Total Current Liabilities 65.92 78.06 139.55 108.82 98.96 Net Profit 65.87 29.08 100.37 167.92  225.79
Long-Term Loan 0.00 0.00 15.82 0.00 0.00  Net Profit Attributable to NCI 0.00 0.00 0.00 0.00 0.00
Bonds Payable 0.00 0.00 0.00 0.00 0.00 Net Profit Attributable to The Parent 65.87 29.08 100.37 167.92 225.79
Other Current assets 451 5.24 5.24 5.24 5.24 EPS (RMB) 0.72 0.32 1.10 1.85 248
Total Non-Current Liabilities 4.51 5.24 21.05 5.24 5.24
Total Liabilities 70.43 83.30 160.60 114.06 104.20
Non-Controlling Interest 0.00 0.00 0.00 0.00 0.00 Financial ratio 2019 2020 2021E  2022E  2023E
Share Capital 90.91 90.91 90.91 90.91 90.91 Growth
Capital Reserves 166.04 166.04 166.04 166.04 166.04 Revenue -16.55%  9.35% 109.96% 40.08%  33.14%
Retained Earnings 445.09 468.44 558.14 708.21 910.00 Operating income -295.29% -52.63% 220.74% 66.06%  34.65%
Other Current assets (166.04)  (166.04)  (166.04)  (166.04)  (166.04) Net Profit Attributable to The Parent ~ -340.20% -55.85% 245.11% 67.30%  34.46%
Total Equity 536.00 559.36 649.05 799.12  1,000.91 Profitability
Total Equity and Liabilities 606.43 642.65 809.65 91318  1,105.11 Gross Profit Margin 63.28% 63.45% 56.81% 57.63% 58.13%
Net Profit Margin 34.42% 13.90% 22.85% 27.29%  27.56%
ROE 1229%  520% 15.46% 21.01% 22.56%
ROIC 35.38% 17.65% 42.00% 33.57% 50.24%
Cash Flow Statement (RMBm) 2019 2020 2021E 2022E 2023E  Solvency
Net Profit 65.87 29.08 100.37 167.92 225.79  Debt to Asset Ratio 11.61% 12.96% 19.84% 1249%  9.43%
Depreciation & Amortization 11.87 11.88 10.91 14.66 17.90  Net Debt Ratio 229% -19.73%  9.17% -19.70% -11.32%
Financial Expense 2.54 2.08 4.89 4.86 (0.18)  Current Ratio 6.36 4.59 3.44 479 6.89
Investment Gain/(Loss) (29.59) (15.34) (5.00) (5.00) (5.00) Quick Ratio 6.00 4.24 261 4.04 5.08
Change of Working Capital 15.74 1590  (206.94) 130.49  (213.84) Operation
Others (28.90) (8.17) (3.52) 1.68 0.06 Receivable Turnover Ratio 473 7.7 5.36 5.68 6.10
Cash Flows from Operating Activities 37.52 35.42 (99.29) 314.60 24.72 Inventory Turnover Ratio 6.42 8.18 6.11 6.22 6.30
CapEx 58.97 108.63 60.00 80.00 50.00 Asset Turnover Ratio 0.33 0.34 0.61 0.71 0.81
Long Term Investments 0.00 0.00 0.00 0.00 0.00 Indicator Per Share
Other Current assets (131.42) (15.56)  (115.00)  (155.00) (95.00) EPS 0.72 0.32 1.10 1.85 248
Cash Flows from Investing Activities (72.44) 93.07 (55.00) (75.00) (45.00) Operating Cash Flow Per Share 0.41 0.39 -1.09 3.46 0.27
Proceeds from Issuance of Debt 25.54 0.00 94.63 0.00 0.00 Net Asset Per Share 5.90 6.15 7.4 8.79 11.01
Proceeds from Issuance of Equity (2.57) (1.63) (4.89) (4.86) 0.18 Valuation
Other Current assets (15.54) (29.44) (10.67)  (112.48) (24.00) PE 82.85 187.65 54.38 32.50 2417
Cash flows from financing activities 743 (31.07) 79.08  (117.34) (23.82) PB 10.18 9.76 8.41 6.83 5.45
Impact of FX 0.00 0.00 0.00 0.00 0.00 EV/EBITDA 15.35 19.78 42.11 2515 19.44
Net increase (decrease) in cash, (27.49) 97.42 (75.22) 122.26 (44.10) EV/EBIT 16.11 2142 46.09 2710 20.85

cash equivalents and restricted cash

Source: Company data, Tianfeng Securities estimate
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Disclaimer

Analyst Statement

Each research analyst identified in this publication certifies that all of the views expressed in this publication by such analyst accurately reflect the personal views of each such analyst about the
subject securities and issuers. In addition, each research analyst identified in this publication certifies that no part of the analyst's compensation was, is or will be, directly or indirectly related to
the specific investment recommendations or views expressed in this publication, nor is it tied to any specific investment banking transactions performed by Tianfeng Securities Co., Ltd or any
other affiliates and subsidiaries globally.

General Disclosures

The term "TF Group" used in this publication refers to Tianfeng Securities Co., Ltd. and its affiliates and subsidiaries globally, including TFI Asset Management Limited (CE No.: ASF056). This
publication and all materials contained in it has been prepared by the TF Group and, if applicable, with the contributions of one or more TF Group entities whose employees are specified on
page 1 or identified elsewhere in the publication.

The contents contained in this publication is confidential and only for the use of clients of TF Group. TF Group will not deem a recipient as its client by reason only of their receiving this publication.
Information herein has been obtained from sources believed to be reliable, but TF Group does not warrant its accuracy or completeness. The information and opinions contained herein are
provided for TF Group clients’ reference only and should not be construed as an offer to buy or sell or the solicitation of an offer to buy or sell the securities mentioned. The information and
opinions contained herein do not take into account the particular investment objectives, financial situation, or needs of any recipient. Under no circumstances shall the information contained
herein or the opinions expressed herein constitute a personal recommendation to anyone. TF Group clients are advised to make their own independent evaluation of the information contained
in this publication, consider their own individual investment objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business,
financial, tax and other aspects if necessary. TF Group shall not be liable in any manner whatsoever for any consequences of any reliance thereon or usage thereof. To the extent this material
is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate investment risk and is exercising independent judgment in
evaluating investment decisions in that its investment decisions will be based on its own independent assessment of the opportunities and risks presented by a potential investment, market
factors and other investment considerations.

Opinions, speculations and predictions contained in this publication reflect opinions held, and speculations and predictions made, at the time of publication. Such opinions, speculations and
predictions are subject to change and may be amended without any notification. Unless stated otherwise, any performance data quoted represents past performance. Past performance shall
not be considered as a reliable indication of future performance. At different periods, TF Group may release publications which are inconsistent with the opinions, speculations and predictions
contained herein. No representation or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in the analysis which has resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

TF Group’s salespeople, traders, and other professionals may provide oral or written market commentary and/or trading ideas that may be inconsistent with, and reach different conclusions
from, the recommendations and opinions presented in this publication. Such ideas or recommendations reflect the different assumptions, views and analytical methods of the persons who
prepared them, and TF Group is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this publication. TF Group’s asset
management area, proprietary trading desks and other investing businesses may make investment decisions that are inconsistent with the recommendations or opinions expressed in this
publication.

Special Disclosures

TF Group has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its research business. TF Group’s analysts and other employees who
are involved in the preparation and dissemination of research publications operate and have a management reporting line independent of TF Group’s Investment Banking business. Information
barrier procedures are in place between the Investment Banking, proprietary trading, and research businesses to ensure that any confidential and/or price sensitive information is handled in an
appropriate manner.

The analysts and/or Research Support named in the publications, as well as TF Group’s salespeople, traders, and other professionals, may have, from time to time, discussed with our clients,
including TF Group’s salespeople, traders, and other professionals, or may discuss in the publications, trading strategies that reference catalysts or events that may have a near-term impact on
the market price of the equity securities discussed in the publications, which impact may be directionally counter to the analysts’ published price target expectations for such stocks. Any such
trading strategies are distinct from and do not affect the analysts’ fundamental equity rating for such stocks as described herein.

To the extent permitted by applicable laws, TF Group may have positions in, and may effect transactions in securities of companies mentioned herein and may also perform or seek to perform
investment banking, financial consulting, financial products and various financial services for those companies. Therefore, TF Group’s clients should be aware that TF Group and/or its associated
person(s) may have a conflict of interest that could affect the objectivity of this publication and the opinions expressed herein. TF Group’s clients are advised not to rely on the opinions contained
in this publication when making any decision, including without limitation any investment decision.

Hong Kong: This publication is distributed in Hong Kong by TFI Asset Management Limited, which is regulated by the Securities and Futures Commission of Hong Kong (“SFC”) and is licensed
for the conduct of Regulated Activity Type 4 (Advising on Securities), Type 5 (Advising on Futures Contracts), and Type 9 (Asset Management) of Part V of the Securities and Futures Ordinance
(Cap. 571) (“SFO”). Queries concerning this publication from readers in Hong Kong should be directed to our Hong Kong sales representatives.

Singapore: This publication is distributed in Singapore by TFI Asset Management Limited. It is only intended for, and may be distributed only to, institutional investors in Singapore (as defined
in the Securities and Futures Act, Chapter 289 of Singapore). Recipients of this publication should not further distribute this publication to any person that is not an institutional investor.

United States of America: This publication is distributed in the United States by TFI Asset Management Limited pursuant to Rule 15a-6 under the United States Securities Exchange Act of
1934. Distribution is restricted to "Major U.S. Institutional Investors" only (as defined in Rule 15a-6. TFI Asset Management Limited is not a U.S. registered broker-dealer.

The analyst(s) listed on the first page of this publication is (are) not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (FINRA) and are not subject to
U.S. FINRA Rule 2711 restrictions on communications with companies that are the subject of this research report; public appearances; and trading securities by a research analyst.

Other Jurisdictions: The distribution of research publications in other jurisdictions may be restricted by law and such reports will be made available in other jurisdictions pursuant to the
applicable laws and regulations in those particular jurisdictions. The research publications are not directed to, or intended for distribution to or use by, any person or entity that is a citizen or
resident of or located in any locality, state, country or other jurisdictions where such distribution, publication, availability or use would be contrary to law or regulation.

Ratings Definitions

| tment Ratings

Category Description Ratings System

Stock investment ratings within 6 months from the report issuance date, Buy Expected relative return over stock price above 20%
increase or decrease relative to the Index of the  Accumulate Expected relative return over stock price between 10% and 20%
jurisdiction of the Stock in the same period Neutral Expected relative return over stock price between -10% and 10%

Sell Expected relative return over stock price below -10%

Industry investment ratings within 6 months from the report issuance date, Outperform Expected increase of industry index over 5%
increase or decrease relative to the Index of the ~ Neutral Expected increase of industry index between -5% and 5%
jurisdiction of the Industry in the same period Underperform Expected increase of industry index below -5%

Jurisdicti Index Used for Ratings Definitions

China Mainland CSI1300 Index

China-Hong Kong Hang Seng Index

China-Marco Hang Seng Index

USA Standard & Poor’s 500 Index

If not specifically stated otherwise the “yuan” mentioned in our report refers to RMB.

Copyright of the publications belong to TF Group. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited without TF Group’s written permission.
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TFI Asset Management Limited

11F, Nexxus Building, 41 Connaught Road Central, Hong Kong
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Tel: 852 3899 7399

17


mailto:research_tfi@tfisec.com

