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Initiating coverage: electric vacuum microwave device
leader; driven by domestic substitution in nuclear market

Demand for domestic substitution in the industrial sector is strong, ITER
project and domestic related projects are coming in, and the new spike in
the nuclear industry could lead to long-term high growth. We are optimistic
about Guoguang’s sustainable development and initiate coverage with a
BUY rating and a target price of RMB232.

Buildup in microwave devices; expanding in response to nuclear market growth
Guoguang’s predecessor was a state-owned factory named 776, established as early as
during China'’s first Five-Year Plan period. It assisted the Soviet Union to build one of two
factories to produce microwave electric vacuum devices and was later restructured into
a private sector company. Its business covers the two major technological routes of
microwave and vacuum to form three major product applications: microwave devices,
nuclear industry equipment and components, and civilian products. Guoguang has
grown into a large domestic company that produces vacuum devices and vacuum
technology products. It is also the only Chinese private sector company that has
independently developed and produced special electric vacuum devices such as
traveling wave tubes.

Microwave devices: including microwave electric vacuum devices and microwave solid-
state devices. Guoguang is the first domestic manufacturer to develop and produce both
electric vacuum and solid-state microwave devices.

Nuclear industry equipment and components: including ITER auxiliary equipment,
special pumps and valves used in the nuclear industry. Guoguang’s products are unique
as it owns proprietary intellectual property rights, placing it at the tech forefront of the
domestic market. It has no domestic competitors with similar products.

Civil market: its core products here are vacuum measurement and control components
used in the pressure vessel industry. The company takes the lead in the R&D of wide-
ranging, small-volume and remote fax air-monitoring instruments. It produces the only
product in China that has passed appraisal by the National Hazardous Chemicals
Storage and Transportation Equipment Technology and Information Working Committee
with national explosion-proof certification. Its comprehensive strength and profitability
have given it domestic and global leadership.

Comprehensive transformation to a significant upward trend in profitability

2020 revenue was RMB446m, up 25.61% yoy, and net profit was RMB95m, up 126.77%
yoy. After a decline in 2018, Guoguang’s net profit growth rates exceeded 100% over two
consecutive years and saw a CAGR of 122.4% over 2018-20. 1H21 revenue came to
RMB265m, up 26.57%yoy, and net profit was RMB79m, up 72.82%yoy, close to whole-
year 2020 level, so we expect high growth to be maintained. In addition, expense ratio
in the period declined and expense control improved. In terms of profit margin, as the
scale of shipments increased, both gross profit margin and net profit margin were on a
rising track. We believe profitability would continue to improve.

Core supplier of vacuum and microwave devices; high-volume nuclear industry

Guoguang's microwave device business mainly includes vacuum microwave and solid-
state microwave devices. Microwave devices are mainly used in the military field and are
at the core of military equipment systems such as phased array radar, microwave
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Initiation of coverage

BUY

Target price: RMB232.00
Share price (8 Sep): RMB188.88
Up/downside 22.8%
Company information

52wk High (09/08/2021) 193.23
52wk Low (08/31/2021) 127.77
P/E (Trailing 12m) 113.50
Dividend Yield 0.00
Price to Book Ratio 9.50
Price to Sales Ratio 29.16
EV/ Trail 12M EBITDA 113.47
Shares Outstanding (m) 774
Market Cap (RMBm) 14,622.5

Source: Wind

Financial summary (RMB)
21E  22E  23E

Revenue (m) 661 980 1,416
YoY Growth (%) 4820 4826 4455
EBITDA (m) 224 364 559
Net profit (m) 172 299 456
YoY Growth (%) 80.73 73.18 52.85
EPS (price/share) 223 386 590
P/E Ratio (x) 7274 4200 2748

Price to Book Ratio (x) ~ 16.95 12.07  8.39
Price to Sales Ratio (x)  18.98 1280  8.86
EV/EBITDA (x) 55.31 3408 22.14

Source: Tianfeng Securities estimate
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communications and electronic countermeasures. Compared with solid-state devices,
electric vacuum devices have long maintained an advantageous position in the high-
frequency range. With the continuous advancement of low-orbit satellite projects, the
company's demand for vacuum devices could increase significantly.

Guoguang's nuclear industry equipment and component products mainly include ITER
ancillary equipment, special pumps and valves for the nuclear industry. Currently, its
nuclear industry products are mainly at the small-batch production and prototype R&D
stages. China's nuclear industry is in urgent need of independent innovation and
localization in key components. We believe Guoguang's nuclear industry will enter a
rapid growth cycle.

Valuation and risks

Summary: The company is deeply engaged in the segments of microwave devices, with
dual drivers in vacuum devices and solid-state devices, especially vacuum devices. With
the advancement of electronic countermeasures and low-orbit satellites, we expect the
microwave device business to continue to grow, followed by nuclear. Demand for
domestic substitution in the industrial sector is strong, ITER project and domestic related
projects are coming in, and the new spike in the nuclear industry could lead to long-term
high growth. We are optimistic about Guoguang’s sustainable development.

Valuation: we estimate revenue at RMB661m/980m/1.42bn in 2021/22/23E, net profit at
RMB172/299/456m, corresponding to EPS of RMB2.23/3.86/5.90, and PE of
72.74/42.00/27.48x. Relative to average peer PEG, its PE corresponds to 60x in 2022E.
We initiate coverage with a BUY rating and a target price of RMB232.

Risks include: higher customer concentration risks; technological earmarked funds to
repay debt could affect cash flow for the company; new product development risks; first
wall (FW) and nuclear pump production risks; and short-term share price volatility.
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Balance Sheet (RMBm) 2019 2020 2021E 2022E 2023E  Income statement (RMBm) 2019 2020 2021E  2022E  2023E
Cash and Cash Equivalents 105.82 151.81 107.77 100.37 137.88 Revenue 354.94 44585 660.76  979.61 1,415.99
Trade, Notes and Other receivables 272.80 373.31 492.33 74192 1,042.15 Cost of Sales 200.23  231.79 31169 44451 628.34
Prepayments 4.08 421 5.08 9.27 11.22 Business Taxes and Surcharges 2.06 2.01 421 5.44 7.75
Inventories 158.29 163.68 273.30 328.06 609.52 Operating Expenses 10.30 11.74 18.50 27.22 35.40
Other Current assets 48.51 6.68 84.30 47.51 104.25 Administrative Expenses 49.55 51.10 7533  102.86 127.44
Total Current Assets 589.51 699.69 962.78  1,227.13  1,905.01 R&D Expenses 20.11 2343 39.65 53.88 70.80
Long-Term Equity Investments 0.00 0.00 0.00 0.00 0.00 Financial Expense 1.60 0.72 0.31 (0.50) (0.57)
Non-Current Assets 137.04 145.93 161.91 197.96 233.05 Impairment Losses (7.50) (8.87) (0.61) (5.66) (5.05)
Construction-In-Progress 17.39 0.10 36.06 69.64 71.78  Gain/(loss) of Fair Value Change (9.47) 0.00 9.23 2.81 (4.95)
Intangible Assets 7.18 6.98 6.78 6.59 6.39  Net Investment Income (1.69) 5.11 (5.16) (0.58) 0.21)
Other Current assets 21.50 18.69 17.83 18.25 17.29  Other Current assets 4117 15.62 (8.13) (4.45) 10.32
Total Non-Current Assets 183.11 171.70 222.59 292.43 328.51 Operating income 4858 113.21 21575 354.09  546.72
Total Assets 772.62 871.38  1,185.37 1,519.56  2,233.52 Non-Operating Revenue 0.06 0.11 0.10 0.09 0.10
Short-Term Loan 0.00 30.00 0.00 0.00 0.00 Non-Operating Expenses 0.08 2.74 1.14 1.32 1.73
Trade Payables and Other Payables 56.43 107.95 107.72 214.38 230.87  Profit Before Tax 48,55 11059 21471 35286  545.08
Other Current assets 91.29 75.01 227.53 157.78 399.21 Income Taxes 6.17 15.18 42.28 54.26 88.66
Total Current Liabilities 147.73 212.97 335.25 372,16 630.08 Net Profit 42.38 9541 17242 298.60  456.43
Long-Term Loan 0.00 0.00 0.00 0.00 0.00  Net Profit Attributable to NCI 0.31 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 42,07 95.41 17242 298.60  456.43
Other Current assets 109.84 106.21 110.01 108.69 108.30 EPS (RMB) 0.54 1.23 2.23 3.86 5.90
Total Non-Current Liabilities 109.84 106.21 110.01 108.69 108.30
Total Liabilities 257.57 319.18 445.26 480.84 738.38
Non-Controlling Interest 0.00 0.00 0.00 0.00 0.00 Financial ratio 2019 2020 2021E  2022E  2023E
Share Capital 58.06 58.06 77.42 77.42 7742  Growth
Capital Reserves 336.69 336.69 336.69 336.69 336.69 Revenue -3.66% 25.61% 48.20% 48.26%  44.55%
Retained Earnings 454.86 490.27 662.69 961.29  1,417.72  Operating income 60.75% 133.05% 90.57% 64.12%  54.40%
Other Current assets (334.56)  (332.81) (336.69) (336.69)  (336.69) Net Profit Attributable to The Parent ~ 118.16% 126.77% 80.73% 73.18% 52.85%
Total Equity 515.05 552.20 74011  1,038.72  1,495.14 Profitability
Total Equity and Liabilities 772.62 871.38  1,185.37 1,519.56  2,233.52 Gross Profit Margin 43.59% 48.01% 52.83% 54.62% 55.63%
Net Profit Margin 11.85% 21.40% 26.10% 3048% 32.23%
ROE 817% 17.28% 23.30% 28.75% 30.53%
ROIC 11.75% 27.24% 42.15% 49.44%  50.36%
Cash Flow Statement (RMBm) 2019 2020 2021E 2022E 2023E  Solvency
Net Profit 42.38 95.41 172.42 298.60 456.43  Debt to Asset Ratio 33.34% 36.63% 37.56% 31.64% 33.06%
Depreciation & Amortization 16.88 17.06 8.25 10.57 12.96  Net Debt Ratio -20.55% -22.06% -14.56% -9.66%  -9.22%
Financial Expense 1.95 0.94 0.31 (0.50) (0.57)  Current Ratio 3.99 3.29 2.87 3.30 3.02
Investment Gain/(Loss) 1.69 (5.11) 5.16 0.58 0.21  Quick Ratio 2.92 2.52 2.06 242 2.06
Change of Working Capital (15.84) (51.48)  (140.97)  (233.77)  (386.83) Operation
Others 23.90 (19.50) 9.23 2.81 (4.95) Receivable Turnover Ratio 1.32 1.38 1.53 1.59 1.59
Cash Flows from Operating Activities 70.96 37.33 54.41 78.30 77.26 Inventory Turnover Ratio 2.21 277 3.02 3.26 3.02
CapEx 23.93 11.53 56.20 81.32 50.39  Asset Turnover Ratio 0.45 0.54 0.64 0.72 0.75
Long Term Investments 0.00 0.00 0.00 0.00 0.00 Indicator Per Share
Other Current assets (12.47) 2815 (139.82)  (167.52) (90.70) EPS 0.54 1.23 2.23 3.86 5.90
Cash Flows from Investing Activities 11.45 39.68 (83.62) (86.20) (40.32) Operating Cash Flow Per Share 0.92 0.48 0.70 1.01 1.00
Proceeds from Issuance of Debt 0.00 30.00 0.00 0.00 0.00 Net Asset Per Share 6.65 713 9.56 1342 19.31
Proceeds from Issuance of Equity (80.98) 2.53 16.67 2.00 2.07 Valuation
Other Current assets 5.68 (63.47) (31.50) (1.50) (1.50) PE 298.09 13145 72.74 42.00 27.48
Cash flows from financing activities (75.29) (30.93) (14.83) 0.50 0.57 PB 2435 22.71 16.95 12.07 8.39
Impact of FX 0.00 0.00 0.00 0.00 0.00 EV/EBITDA 0.00 0.00 55.31 34.08 22.14
Net increase (decrease) in cash, 712 46.07 (44.04) (7.40) 37.51 EVIEBIT 0.00 0.00 57.43 35.10 22.67

cash equivalents and restricted cash

Source: Company data, Tianfeng Securities estimate
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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
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