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Initiating coverage: Civilian market leader in superalloys
has the edge in downstream customers

We Initiate coverage with a BUY call. Zhongzhou has a broad downstream
market and is set to expand on incremental capacity releases. It has an
entrenched position in high-temperature corrosion-resistant alloys at the
high end of the civilian market. Its downstream markets, including nuclear
power, environmental protection and automotive, enjoy high inventory
demand and policy support, boosting its future growth stability.

Incremental capacity releases set to drive future growth

Zhongzhou’s downstream market is broad and set to expand with future incremental
capacity releases. It has an entrenched position in high-temperature corrosion-resistant
alloys at the high end of the civilian market. Its downstream markets include
petrochemical, nuclear power, automotive and environmental protection. Nuclear power,
automotive and other applications enjoy high inventory demand and support the
company's profitability. Policy support is driving its downstream markets such as nuclear
power and environmental protection, boosting stability for the company's current and
future growth.

China and overseas sales networks: high-quality and stable customer base
Zhongzhou supplies to large domestic and foreign companies such as GE, Emerson,
Schlumberger, Velan, L&T, Flowserve and Neway. Its stable customer relationships
augur well for future incremental profitability. Its products, high-temperature corrosion-
resistant alloys and special alloy, are approaching full production with high sales levels.
Revenue/net profit had CAGRs of 13%/16% over 2018-20. The company's high-
temperature corrosion-resistant alloy casting and special alloy welding consumable
businesses maintain high gross profit margins of around 25%. Since 2016, annual high-
temperature corrosion-resistant alloy revenues have exceeded 70%. We see high profit
growth prospects in view of its planned production capacity releases.

Capital investment aids gradual capacity expansion and profitability is set to rise
In the domestic market for high-temperature alloys for civilian use, many of the
manufacturers make mid to low-end products with annual production levels generally
below 1,000 tons. As a large-scale high-end civil company, Zhongzhou’s high-
temperature corrosion-resistant alloys have a capacity of 3,100 tons. A project that will
commence production in 2022E is set to help the company break its capacity bottleneck.
We estimate 2,550 tons of additional capacity on reaching full utilization in 2023E. Its
production scale in this product is much higher than those of other companies.

Valuation and risks

We expect net profit of RMB94m/118m/127m in 2021/22/23E, with corresponding EPS
at RMBO0.79/0.99/1.06 and current PE at 37.3x/29.7x/27.6x. We view a 2022E PE of 40-
45x as a reasonable valuation range, corresponding to a target price range of RMB39.6-
44.55. We Initiate coverage with a BUY call.

Risks include: fluctuating raw material prices; resurgence of the Covid-19 pandemic;
roadblocks to the launch of fundraising projects; and share price fluctuations caused by
lower outstanding shares.

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.
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Initiation of coverage

BUY
Share price (22 Sep) RMB30.85
52wk High (04/09/2021) 60.06
52wk Low (07/28/2021) 27.00
Company information
P/E (Trailing 12m) 69.61
Dividend Yield 0.49
Price to Book Ratio 4.40
Price to Sales Ratio 5.69
EV / Trail 12M EBITDA 39.92
Shares Outstanding (m) 120.0
Market Cap (RMBm) 3,702.0
Source: Wind
Financial summary (RMB)

21 22E  23E
Revenue (m) 635 922 990
YoY Growth (%) 574 4530 7.34
EBITDA (m) 112 140 153
Net profit (m) 94 118 127
YoY Growth (%) 5428 2568 7.63
EPS (price/share) 079 099 1.06
P/E Ratio (x) 3728 2966 27.56

Price to Book Ratio (x) 382 343 311
Price to Sales Ratio (x) 554 381 355
EV/EBITDA (x) 2776 2459 20.31

Source: Tianfeng Securities estimate
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Balance Sheet (RMBm) 2019 2020 2021E 2022E 2023E Income statement (RMBm) 2019 2020 2021E  2022E  2023E
Cash and Cash Equivalents 47.12 52.14 452.87 123.75 466.02 Revenue 632.04 600.28 63471 92225 989.90
Trade, Notes and Other receivables 295.23 281.76 317.60 513.53 378.57 Cost of Sales 482.63  460.51 45759 686.26 735.11
Prepayments 11.42 11.66 8.82 2246 11.96 Business Taxes and Surcharges 2.90 3.54 3.34 484 5.42
Inventories 150.75 155.24 146.28 303.45 180.42  Operating Expenses 20.05 18.87 20.47 29.33 31.51
Other Current assets 37.93 52.68 32.59 4145 43.39 Administrative Expenses 17.47 19.08 18.12 27.05 29.59
Total Current Assets 542.45 553.49 958.17  1,004.65  1,080.36 R&D Expenses 32.19 29.63 32.53 46.59 49.87
Long-Term Equity Investments 0.00 0.00 0.00 0.00 0.00 Financial Expense 2.55 4.58 247 2.70 2.70
Non-Current Assets 156.50 152.28 169.99 206.55 241.40 Impairment Losses 0.00 0.00 0.00 0.00 0.00
Construction-In-Progress 9.40 7.20 40.32 72.19 73.32  Gain/(loss) of Fair Value Change 0.00 0.00 0.00 0.00 0.00
Intangible Assets 15.70 15.49 14.97 14.45 13.93  Net Investment Income 0.00 0.00 0.00 0.00 0.00
Other Current assets 7.64 7.96 9.10 8.22 8.43  Other Current assets 3.87 (1.83) 0.33 1.81 2.81
Total Non-Current Assets 189.24 182.93 234.38 301.41 337.08 Operating income 70.39 65.90 99.86  123.67  132.90
Total Assets 731.70 736.42 1,192.55 1,306.06 1,417.44 Non-Operating Revenue 3.38 247 2.93 2.70 2.81
Short-Term Loan 80.00 55.00 67.40 67.40 67.40 Non-Operating Expenses 0.82 0.20 0.51 0.36 0.43
Trade Payables and Other Payables 60.73 54.48 86.15 107.69 98.13  Profit Before Tax 72.94 68.18  102.28 126.01  135.28
Other Current assets 101.88 90.07 107.75 96.74 112.18  Income Taxes 8.97 7.09 8.03 7.56 7.80
Total Current Liabilities 242.61 199.55 261.30 271.83 277.711  Net Profit 63.97 61.09 9425 11845 12748
Long-Term Loan 0.00 0.00 0.00 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 63.97 61.09 9425 11845 127.48
Other Current assets 9.94 11.64 10.73 10.77 11.05 EPS (RMB) 0.53 0.51 0.79 0.99 1.06
Total Non-Current Liabilities 9.94 11.64 10.73 10.77 11.05
Total Liabilities 252.55 211.19 272.03 282.61 288.76
Non-Controlling Interest 0.00 0.00 0.00 0.00 0.00 Financial ratio 2019 2020 2021E  2022E  2023E
Share Capital 90.00 90.00 120.00 120.00 120.00 Growth
Capital Reserves 124.25 124.25 404.55 404.55 404.55 Revenue 6.49% -5.03%  574% 4530%  7.34%
Retained Earnings 389.14 435.23 800.52 903.45  1,008.68 Operating income 366% -6.38% 51.53% 23.84%  7.47%
Other Current assets (124.25)  (124.25)  (404.55)  (404.55)  (404.55) Net Profit Attributable to The Parent 486% -4.52% 54.28% 25.68%  7.63%
Total Equity 479.14 525.23 920.52 1,023.45 1,128.68 Profitability
Total Equity and Liabilities 731.70 736.42 1,192.55 1,306.06 1,417.44 Gross Profit Margin 23.64% 23.28% 27.91% 2559% 25.74%
Net Profit Margin 10.12% 10.18% 14.85% 12.84% 12.88%
ROE 13.35% 11.63% 10.24% 11.57% 11.30%
ROIC 13.51% 12.52% 18.13% 22.58% 13.33%
Cash Flow Statement (RMBm) 2019 2020 2021E 2022E 2023E  Solvency
Net Profit 63.97 61.09 94.25 118.45 127.48 Debt to Asset Ratio 3452% 28.68% 22.81% 21.64% 20.37%
Depreciation & Amortization 15.06 16.10 9.69 12.09 14.54  Net Debt Ratio 6.86%  0.54% -41.88% -551% -35.32%
Financial Expense 3.03 4.16 247 2.70 2.70  Current Ratio 2.24 2,17 3.67 3.70 3.89
Investment Gain/(Loss) 0.00 0.00 0.00 0.00 0.00 Quick Ratio 1.61 2.00 3.1 2.58 3.24
Change of Working Capital (54.46) (46.64) 4335  (364.15) 272.51 Operation
Others 17.16 15.45 0.00 0.00 0.00 Receivable Turnover Ratio 2.07 2.08 212 2.22 222
Cash Flows from Operating Activities 44.76 50.15 149.75  (230.91) 417.23 Inventory Turnover Ratio 4.08 3.92 421 4.10 4.09
CapEx 26.73 174 60.91 79.96 49.72  Asset Turnover Ratio 0.89 0.82 0.66 0.74 0.73
Long Term Investments 0.00 0.00 0.00 0.00 0.00 Indicator Per Share
Other Current assets (31.91) (10.58)  (120.91)  (159.96) (99.72) EPS 0.53 0.51 0.79 0.99 1.06
Cash Flows from Investing Activities (5.18) (2.84) (60.00) (80.00) (50.00) Operating Cash Flow Per Share 0.37 0.42 1.25 -1.92 3.48
Proceeds from Issuance of Debt 80.00 55.00 67.40 67.40 67.40 Net Asset Per Share 3.99 4.38 7.67 8.53 9.4
Proceeds from Issuance of Equity (2.55) (4.58) 307.83 (2.70) (2.70) Valuation
Other Current assets (92.62) (93.66) (64.26) (82.91) (89.66) PE 54.92 57.52 37.28 29.66 27.56
Cash flows from financing activities (15.17) (43.23) 310.98 (18.21) (24.96) PB 7.33 6.69 3.82 343 3.1
Impact of FX 0.00 0.00 0.00 0.00 0.00 EV/EBITDA 0.00 0.00 27.76 24.59 20.31
Net increase (decrease) in cash, 24.42 4.08 400.72  (329.11) 34227 EVIEBIT 0.00 0.00 30.38 26.91 2244

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.

Contact

TFI Asset Management Limited

11F, Nexxus Building, 41 Connaught Road Central, Hong Kong
Email: research_tfi@tfisec.com

Tel: 852 3899 7399
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