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1H21 profits exceed expectations, Future upgrade logic remains unchanged
Hong Kong | TMT Hardware | Update Report

Investment Summary

QTechnology announced the company’s interim results as of 30 June 2021. During the period,
the revenue was approximately RMB 9.336 billion (+6.1% yoy), the gross profit was
approximately RMB 1.083 billion (+47.9%), the gross profit margin was approximately 11.6%,
an increase of about 3.3 ppts compared with about 8.3% in the same period. The company’s
net profit was about RMB 571 million (+70.1% yoy), which was higher than the 40%-60%
guidance range of the company’s positive profit forecast. In addition, excluding the company’s
initiative to impair the goodwill of Newmax Technology and the asset restructuring costs
arising from the spon-off of Kunshan Q Technology China to A- share listing, the company’s
net profit will increase by 82.9% yoy. The company’s net profit growth was mainly attributable
to steady growth in the company’s camera module sales, continuous improvement of its
customer structure and the optimization of its camera module product structure.

1H21 Camera module shipments are lower than the company’s expectations,

Increasing proportion of high-end products

The company’s 1H21 camera module shipments were approximately 224 million units
(+24.2% yoy). The company lowered the camera shipment target for 2021 given at the
beginning of the year, from a yoy growth of not less than 30% to 25%, mainly due to
insufficient supply of key components in the smartphone supply chain. For 2H21, the company
remains optimistic, given camera module shipments a growth rate of 25.7% yoy and 19.2%
mom growth. In terms of production capacity, the company maintains its monthly production
target of 65kk at the end of 2021.

In terms of product structure, the company’s sales of 32 megapixel and above camera module
products accounted for an increase of about 4.2 ppts to 32.4% of the total sales, which was
slightly higher than the company’s target of its shipment volume for the year not less than
30% of the total sales. However, the sales ratio of camera module products with 10 megapixel
and above dropped by about 2.7 ppts yoy to about 70.8%. As a result, the company’s average
unit price of camera modules in the first half of the year fell by approximately 12.4% yoy from
approximately RMB 42.8 in the same period to RMB 37.5 but it has increased by 6.5% from
the average unit price of RMB 35.2 in the second half of 2020, reflecting a mom increase of
camera module products. The unit price has returned to the upgrade track. We believe that
the trend of lowering regulations and allocations of mobile phones in the second half of the
year still exists, and the company is still under pressure to increase unit prices. However, the
second half of the year is expected to enter the peak season of the traditional mobile phone
supply chain and drive the sales of camera module products to increase mom. In addition, the
unit price of the module continues to be close to the average unit price of the industry leader
Sunny Optical (approximately RMB 39.2) and the industry recognition has been verified.
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KEY FINANCIALS

CNY mn FY19 FY20 FY21E FY22E
Net Sales 13,170 17,400 22,219 28,032
Net Profit 542 840 1,175 1,461
EPS, CNY 048 072 101 1.25
P/E, x 31.7 197 142 114
BVPS, CNY 1.87 252 324 412
P/BV, x 6.0 4.4 35 2.7

DPS(HKDcent) 0.1 005 015 0.3
Div.Vield (%) 130 046 087 08

Source: Company reports, Phillip Securities Est.
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Towards three strategic objectives for five-year

For the next five-year plan, the company has put forward three strategic goals in terms of
industry positioning, new segments and vertical integration: 1) To rank top 2 in terms of sales
volume of CCm and FPM as well as top 5 in terms of sales volume in automotive CCM. 2) To
pursue progress in the new segments such as automotive, AR/VR, smart home and target a
quarter of revenue contribution coming from these new segments. 3) With module packaging
and testing as the cornerstone, reach out and further integrate with upstream supply chain
for the purpose to provide leading total intelligent vision system solution. We believe that the
company’s short-, medium-, and long-term customer marketing goals are clear. In addition,
the smart phone camera upgrade logic remains unchanged, and the company continues to
optimize the camera module product structure. Car cameras with high ASP are in the
incremental market and are expected to replicate the mobile phone sales logic. Car camera
modules have been certified by many car companies, including Geely automobile, BGMW,
XPENG Motors. The company is also actively deploying in the loT field and cultivating 6 types
of segmented application, including drones, wearables, smart home, smart panel, laptop,
AR/VR.

Company valuation

We raise our net profit forecast for 2021/2022/2023 to RMB 1.251/ 1.668/ 2.009 billion, and
the CAGR for 21-23 is 26.75%, mainly considering the trend of future mobile phone upgrades,
the company’s continuous optimization of product portfolio which the product mix leads to
an increase in gross profit margin, and the layout of emerging business. We maintain the
company’s 2021 price-earnings ratio of 17.0x and raise the target price to HK$21.20, which
corresponds to 17.0x/ 12.7x/ 10.6x per stock market in 2021/ 2022/ 2023, upgraded to “Buy”.

(Current Price as of: 8" September)
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Financial

Consolidated Statement of Profit or Loss

TECHNOLOGY (GROUP) CO., LTD
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UPDATE REPORT

Consolidated Statement of Financial Position

Dec Y/E, RMB mn FY19 FY20 FY21E FY22E FY23E Dec Y/E, RMB mn FY19 FY20 FY21E FY22E FY23E
Revenue 15,170 17,400 22,219 28,032 32,104 Non Current Asset
COGS (11,990) (15,630) (19,775) (24,892) (28380) PPE 2,704 2,960 3,301 3,579 3,945
Gross Profit 33.877 86.861 234045 352579 240571 Intangible assets 5 4 4 3 2
S&D expense (15) (26) (38) (40) (ag) Others 563 557 557 557 557
Admin. expense (128) (153) (211) (262) (295) Total Non Current Assets 3,272 3,521 3,861 4,139 4,505
RE&D expense (396) (590) (753) (915) (1,074) Current Asset
Other gains and losses 43 130 - - - Inventory 1,913 1,943 2,122 2,820 3,254
Other net loss (64) (86) - - - Trade and other recevables 4,919 3,589 5,432 6,853 7,849
Operating Profit 620 1,046 1,444 1924 2,305 Bank balance and cash 412 1984 2,097 3,007 4,131
Finance costs (53) (54) (52) (53) (52) Others 119 367 367 367 367
Share of {loss)/profit of an associate 40 (23) 30 40 40 Total Current Assets 7,363 7,882 10,018 13,057 15,600
Profit before tax 607 970 1,422 1911 2,293 Total Assets 10,635 11,403 13,879 17,185 20,105
Income tax (65) (130) (171) (243) (283) Non Current Liabilities
Profit for theyear 542 240 1,251 1,668 2,010 Long-term bank borrowings 59 155 159 159 155
Non-controlling interests - - - - - Others 166 182 182 182 182
Net profit 542 240 1,251 1,668 2,010 Total Non-current Liabilities 225 341 341 341 341
Current Liabilities
Shot-term bank borrowings 1,270 1,104 1,104 1,104 1,104
Trade and other payables 5,935 6,013 7,488 9,470 10,772
Others 339 159 159 159 159
Total Current Liabilities 7,543 7,276 8,751 10,733 12,035
Key Financial Data Equity
Dec Y/E FY19 FY20 FY21E FY22E FY23E Share Capital 9 9 9 9 9
Valuation Ratio Reserves 2,858 3,776 4777 6,112 7,719
P/E ratio, x 239 1449 10.2 7.7 6.4 Non-controlling interests - - - - -
P/B ratio, x 45 33 27 21 17 Total equity 2,867 3,786 4,787 6,121 7,729
Dividend Yield , % 0.79% 0.35% 1.96% 2.61% 3.15% Total Liabilities and Equity 10,635 11,403 13,879 17,195 20,105
Per share data (RMB) Consolidated Statement of Cash Flow
EPS 0.48 072 106 141 1.70 Dec Y/E, RMB mn FY19 FY20 FY21E FY22E FY23E
BVPS 252 324 4.05 5.18 6.54 CFO 2400 3604 1204 2077 2463
DPS (HKD) 010 0.05 0.25 0.33 0.40 Profit before taxation 607 970 1422 1911 2293
Interest expenses 53 54 52 53 52
Growth & Margin D&A 291 385 449 493 528
Growth Change in working capital 1,415 2,177 (547) (137) (128)
Revenue Growth 62% 32% 28% 26% 15% Others 67 140 - - -
Gross Profit Growth 234% S0% 38% 28% 19% CH (1,271) (696) (789) (770) (895)
Operating Profit Growth 785% 59% 38% 33% 209 Capital expense (1,137) (523) (789) (770) (895)
Net Profit Growth 3666.7% 54.9% 48.9% 33.3% 20.5% Others (135) (173) - - -
Margin CFF -817 -1315 -302 -386 -454
Gross Profit Margin o 102%  110%  112%  116% Interest paid (53) (53) (52) (53) (52)
Operating Profit Margin 4.7% 5.0% 5.5% 5.9% 7.2% Dividends paid - (107) (250 (334) (a02)
Met Profit Margin 4.1% 4.8% 5.6% 6.0% 6.3% Total bond issurance (1,086) (1,015) - - -
Others 323 (140) - - -
Key Ratios Net Changein Cash 311 1593 113 920 1114
ROE 21.8% 25.3% 29.2% 30.6% 29.0% Foreign exchange 0.3 (21) - - -
ROA 6.4% 7.6% 9.9% 107% 10.8% Cash and CE at Y/E 412 1984 2,087 3,017 4,131

Current Price as of: 8t" September

Source: PSHK
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks

>+20% Buy 1 >20% upside from the current price

+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made available,
even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time without
prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The fact
that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product described
in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication involve
significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all such risks
are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect
to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in this
report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such
distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or licensing or
other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2021 Phillip Securities (Hong Kong) Limited
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