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Exhibit 1: Crystal trades at higher multiple given better growth prospects vs. A-share and global peers
Global comparison against peers

Crystal
002273 CH Crystal Neutral Rmb 19.2 20.03 -4% 1,288 36% 31% 37.6X 28.4X 6.5X 5.7X 18% 21%

A share hardware

002241CH  GoerTek Buy Rmb 433 37.44 16% 9,578 51% 32% 39.1X 29.6X 9.2X 7.5X 26% 28%
600498 CH Fiberhome Buy Rmb 17.1 14.19 21% 1,194 20% 18% 20.5X 16.1X 2.4X 2.2X 12% 14%
300134 CH Tat Fook Neutral Rmb 12.8 12.74 0% 711 27% 14% 51.6X 39.4X 1.8X 1.8X 4% 5%
002313CH  Sunsea Neutral ~ Rmb 16.5 17.09 -3% 699 38% 23% 22.2X 17.5X 2.5X 23X 12% 14%
002281 CH Accelink Neutral Rmb 23.7 25.00 -5% 699 15% 16% 22.9X 19.0X 2.8X 2.5X 13% 14%
Median 27% 18% 22.9X 19.0X 2.5X 2.3X 12% 14%
Optical overseas
3008 TT Largan Buy NTS 1230 979 26% 4,371 28% 28% 17.0X 13.5X 4.4X 3.4X 29% 28%
77311JP Nikon Neutral ¥ 2390 2389 0% 9,981 12% 4% 14.1X 13.2X 1.8X 1.6X 13% 13%
6779 JP NDK Neutral ¥ 920 899 2% 186 2% 1% 13.3X 10.0X 0.7X 0.6X 5% 6%
77511P Canon Neutral ¥ 3740 3125 20% 40,171 15% 3% 12.0X 10.8X 1.3X 1.2X 11% 11%
2301TT Lite-on Neutral ~ NTS 48 485 -1% 3,614 -1% 6% 12.9X 11.1X 1.5X 1.4X 12% 13%
6758 JP Sony Neutral ¥ 1650 1923 -14% 20,423 9% 2% 44.9X -31.8X 0.9X 0.9X 2% -3%
011070KS LG Innotek  Sell w 63000 96300 -35% 1,464 20% 2% 26.6X 18.2X 1.5X 1.4X 6% 8%
Medi 12% 3% 14.1X 11.1X 1.5X 1.4X 11% 11%

Note: All target prices are based on a 12-month timeframe.

Source: Datastream, Gao Hua Securities Research estimates, Goldman Sachs Research estimates.
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Overview: Beneficiary of optical upgrade cycle; initiate at Neutral

We initiate coverage on Crystal (002273.SZ) at Neutral with a 12-month PEG-based target price
of Rmb19.20. We believe Crystal, a leader in the niche color filter market, could be a key
beneficiary of the ongoing optical upgrade cycle for higher image quality and slimmer form
factors. The company is well placed to leverage its expertise in optical coating and cold
processing to strengthen its current market position and explore into new product categories, in
our view. However, our sector PEG valuation analysis shows that the current market price fully
reflects the company’s business potential. Thus, we look for future catalysts or a better entry
point in order to turn more positive on the stock.

ASP up-cycle in OLPF/IRCF is the key driver

The two major color filter end markets, OLPF in digital camera and IRCF in handsets, are both
experiencing an ASP up-cycle driven by the needs of better image quality and slimmer form
factors, in our view. Crystal could benefit from this, given its leading market position:

. OLPF: Although we estimate the global camera market will decline by 5% CAGR in 2012-
15E in terms of units, we expect the popularity of DSLR/MILC (we forecast 6% CAGR in
2013-15E by units) to keep the OLPF market flat in value terms for the same period, as we
forecast the blended ASP to grow at 6% CAGR in 2013-15E. Further, we estimate Crystal
holds over 50% share (2012E) in the fastest growing MILC OLPF segment (9% CAGR in
2013-15E by unit);

. IRCF: We also see continuous upgrade in smart device camera resolution since 2009; the
supporting components like IRCF should also benefit from the ramp up of blue glass for
mid-to-high-end products (normally adopted on 8M+ cameras). We estimate blended ASP
for IRCF to grow at a CAGR of 6% in 2013-15E, while Crystal holds the first mover
position due to its involvement in the Apple supply chain;

. New products: Besides OLPF and IRCF, we believe Crystal could also succeed in new
product development because of its experience in optical coating and cold processing. We
estimate other income from products like CMOS cover glass, narrow band filter, and pico
projector components could contribute over 30% of total revenue by 2015E from 22% in
2013E (53% CAGR vs. 27% CAGR for total revenue).

Leading firm with solid track record

Crystal is emerging as a niche market leader of color filter, with proven track record in the OLPF
and IRCF markets. We see three core drivers:

e Focused R&D and expertise: We believe Crystal is more focused on the niche
OLPF/IRCF markets, with over 70% of revenue coming from color filter and 90% from
optical in 2012. At the same time, its 4.8% R&D investment ratio was also well above the
sector average of 3% in 2012;

e First mover position in key markets: Crystal is a leading firm in the MILC OLPF and blue
glass IRCF market. Its committed capacity is also an important factor in the consolidating
end market;

e Cost advantage: Our analysis shows Crystal’s lower personnel cost is the key reason for
its higher gross margin compared with Japanese/Korean competitors.

However, compared with its Japanese and Korean peers, we see two factors which might
constrain Crystal’s foray into new products and business models: the lack of vertical integration
and direct client relationships.
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Valuation: Target price of Rmb19.20 based on PEG

Our 12-month PEG-based target price of Rmb19.20 is based on 1.36X PEG ratio derived using
our sector PEG model (including 12 A-share tech stocks) and implies 4% potential downside.
We initiate coverage on Crystal with a Neutral rating as its strong industry positioning and
growth prospects are already priced into the share price, in our view.

Exhibit 2: Crystal is trading close to the average PEG valuation of our A-share tech
coverage
Our sector P/E vs. growth valuations
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Source: Gao Hua Securities Research estimates.

Three business drivers: OLPF, IRCF, and new products

As we stated previously, we see three major drivers for the 27% CAGR in top line in 2013E-15E:

o Stable OLPF market driven by the popularity of MILCs, despite the headwinds in digital
camera;

e IRCF market growth driven by the adoption of blue glass on mid-to-high end smart devices;

e New products like CMOS cover glass, narrow band filter, and pico projector components.

Crystal: Niche market leader in OLPF/IRCF

Optical color filters, including OLPF and IRCF, have been Crystal’s major business focus ever
since its IPO in the A-share market in 2008. Until 2012, we estimate these two segments still
accounted for 72% of the company’s total revenues. The company became No.1 by volume
globally in 2010 for OLPF and in 2011 for IRCF, and maintained its leading positions in these
two niche markets worth a billion Rmb since then.
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Exhibit 3: OLPF/IRCF accounted for more than 70% of Crystal’s overall revenue in 2012
Crystal revenue breakdown, 2007-2016E
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Source: Company data, Gao Hua Securities Research estimates.

Exhibit 4: OLPF is used in front of DSC CMOS to
eliminate color Moire fringes
OLPF in DSLR

Exhibit 5: IRCF is used in mobile phone camera to block
the transmission of infrared while passing on visible rays
IRCF in smartphone camera

o] A

Source: Crystal company presentation

Source: Crystal website

We estimate 2009-2013E CAGR of 10% for the global photonics industry, while precision optical
components outpace with an estimated CAGR of 13.6% for the same period as China’s weight
in the global market is rising, according to third party research institute PIDA (Photonics Industry
& Technology Development Association). Crystal’s current addressable market is only a very
minor fragment of the total photonics industry which suggests strong potential for Crystal to grow
in the long run.
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Exhibit 6: Global optical component industry grows at

13.6% CAGR in 2009-13E

Global precision optical component market

Exhibit 7: China market accounts for over 40% of the
global optical component market
China precision optical component market
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Source: PIDA Source: PIDA

OLPF market: From DSC to DSLR & MILC

Starting from 2011, we see continuous volume decline in the digital still camera (DSC) market,

mainly due to the fall of compact cameras due to cannibalization by smart devices. However, we

still expect the OLPF market to remain flat in 2013-15E by value because of:

e Rise in blended ASP: We believe that ASPs for DSLR/MILC OLPFs are much higher than
compact ones (Rmb30-40/10-20 vs. Rmb1-2) given higher optical and quality specs.
Therefore, we expect DSLR/MILC shipments to grow while compact declines, and expect
blended OLPF ASP to rise 6% CAGR in 2013-15E;

e Compact DSC decline: Cannibalization from fast growing smartphone camera has
significantly squeezed compact DSC’s market space; we believe the popularity of 5SMP+
smartphones will cause shipments to decline by 10% CAGR in 2013-15E;

e DSLR growth: We expect DSLR to grow at a steady level of 6% CAGR 2013-15E, driven
by demand from emerging markets like China, where penetration is still at low single digit
levels;

e MILC to be the key driver: With the combination of slim form factor and interchangeable
lens becoming attractive on cost/performance, MILC has become the fastest growing
segment especially since Sony launched NEX-3/5 in 2010. We estimate this market to grow
at a CAGR of 9% in 2013-15E (by shipment) and Crystal holds over 50% share in this
segment according to our estimate. From a value perspective, we expect MILC OLPF to
account for 11% of the DSC market in 2015E from 9% in 2012.

SEIESREMRR 7
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Exhibit 8: We estimate DSLR/MILC to grow at 2013-15E
CAGR of 6%
Digital camera breakdown

Exhibit 9: DSLR and MILC will consist of more than 90%
of total OLPF market from 2014E
Total addressable market for OLPF
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Source: Company data, Goldman Sachs Research estimates, Gao Hua
Securities Research estimates.

Crystal entered the OLPF market back in 2002, became No.4 globally (by volume) in 2006, and
then No.1 (by volume) in 2010, according to CCID Consulting. After a decade of development,
we believe Crystal has now become a major firm in the low-end (compact camera) and mid-end
(MILC) OLPF markets, while Japanese peers still dominate the high-end (DSLR):

e  After the financial crisis in 2008, Crystal entered Sony/Olympus MILC supply chain in 2009,
Canon DSLR in 2011, and Nikon DSLR in 2012. The penetration into global top 4 DSLR
and MILC brands helped Crystal’s OLPF revenue jump to Rmb200mn level in 2012 from

Rmb50mn level in 2008;

e The entry into Nikon in 2H12 is a positive sign and highlights Crystal’s opportunity in the
DSLR OLPF market, after its entry into Canon in 2011. However, going forward we don’t
expect the share gain speed to be as fast as it did in the compact camera era as Japanese
competitors still lead in technology and are focused on the high-end market.

Exhibit 10: Crystal has entered most major digital camera vendors’ supply chains

OLPF supply chain

Crystal & Blueglass
(Hengyue*, Hoya)

Coating material
(Jubo*, Dow, Merck)

* indicates domestic supplier for Crystal

Camera lens
(Tamron; Sigma)

OLPF
(Crystal; NDK; KDS)

DSC vendors
(Canon; Sony; Olympus)

Source: Company data, Gao Hua Securities Research
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Exhibit 11: Entrance into MILC and DSLR OLPF
successively has been the key to OLPF revenue growth
Crystal's OLPF revenue (2007-13E)

Exhibit 12: Crystal surpassed Japanese peers in 2010
and has been No.1 in terms of shipment since then
OLPF market share (2011)
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Source: Company data, Gao Hua Securities Research estimates.

Source: CCID Consulting.

Exhibit 13: DSC market is dominated by Japanese brands
Market share of DSC

Exhibit 14: Canon/Nikon/Sony/Olympus are the top 4 for
DSLR & MILC
Market share of DSLR & MILC

Total DSC market share DSLR & MILC market share
100% 1 - - - - 100% 4 | EE — _—
90% - [ Other 90%
80% - - PENTAX 80% . . . . orter
Vivitar
70% - - e 70% | Fujifilm
Kodal
60% | - - Casio 60% | samsung
W PENTAX
50% - M Panasonic 50% - P .
anasonic
| M Olympus
40% 40% - Olympus
I W Fujifilm
30% - 30% - HSony
l Samsung
Nikon
20% - I I ‘ M Sony 20% A
M Canon
10% \ Canon 10%
M Nikon
0% - T T T 0% - T T T
2010 2011 2012Q1 2012Q2 2010 2011 2012Q1 2012Q2
Source: IDC Source: IDC

IRCF market: Driven by blue glass

We've already seen strong demand for IRCF since smartphone shipments geared up after 2008.
Another driver came in after Apple launched iPhone4S in 2H2011. Technology emerging from
FSI CMOS (front-side illuminated) to BSI (back-side illuminated) required higher level of infrared
cut-off, and Apple became the first one to adopt blue glass IRCF in smartphones. We estimate
the much higher ASP for blue glass IRCF (Rmb3-4 compared with Rmb0.3-0.4 for normal),
together with the robust growth in smartphone shipments, to be the main drivers for the growth

in the total addressable market.

e Continuous resolution upgrade: Camera performance has been a key differentiating
factor for smartphones; we see rapid resolution upgrade and second camera applying HD
feature. We now forecast 8MP+ and HD second camera to constitute 65% of total shipment

in 2014E vs. 33% in 2012;
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¢ Technology change requires blue glass: For the sake of better image quality and thinner
smartphone body, CMOS technology has been changing from FSI (front-side illuminated) to
BSI (back-side illuminated), which requires better infrared cut-off. Starting from Apple’s
iPhone4S, smartphone vendors like Samsung, HTC, and some China OEMs are adopting
blue glass in their high-end models; we forecast blue glass would be 35% of total IRCF
shipment in 2014E vs. 15% in 2012;

e Fast growth in blended ASP and shipment: We see 72% 2012-15E shipment CAGR for
blue glass, but forecast a 13% annual decline in ASP as Korean peers are ramping up their
capacity. However, we still expect a 2012E-15E CAGR of 49% in the total addressable
market for blue glass. For the overall IRCF market, we expect high ASP blue glass to drive
blended ASP to grow at 11% CAGR in 2012-15E. We estimate that this, along with the 23%
camera shipment growth, will drive a 37% CAGR in the total addressable market during this

period;
Exhibit 15: We see smartphone camera resolution quickly Exhibit 16: We estimate the total addressable market for
upgrading to 8MP+ blue glass will grow at 49% CAGR in 2012-15E
Largan’s camera lens shipment (by resolution) Total addressable market for IRCF (normal/blue glass)
900 - - 70% 5,000 -
800 - - 60% 4,500 - Blue glass grows
4,000 - o
' at 49% CAGR
700 - - 50%
& 3,500
600 - L 409,====12M £ 3,000 -
8M
500 0% .g 2,500 -
2,000 -
400 - " 20% Hp video = 1500 |
300 - - 10%#mm <=3M 1000 -
200 - L 0% —4— Growth 500 . l l l I I
100 - 79 L -10% -
2007 2008 2009 2010 2011 2012 2013E 2014E 2015E
; ; ; ; ; ; -20%
2008 2009 2010 2011 2012 2013E 2014E = TAM-Normal = TAM-Blueglass
Source: Company data, Goldman Sachs Research estimates. Source: Company data, Gao Hua Securities Research estimates.
Exhibit 17: Crystal is only working on the coating part of blue glass and is not directly
exposed to clients
IRCF supply chain
Smartphone/Tablet
(Schott; Corning) (Apple; Samsung)
IRCF Camera module
(Crystal; O-Film; AGC) (Largan; Genius)
In-vehicle/Surveillance
(Jubo*, Dow; Dupont) (Hikvision; Dahua)
* indicates supplier of Crystal
Source: Company data, Gao Hua Securities Research.
Crystal established its first IRCF production line in 2004, and seized opportunities to gain market
share given restructuring by competitors and technology changes. The company became No.1
by units in 2011 with a market share of 30%; it is now a major supplier of blue glass coating to
Asahi Glass but still lacks integration ability when compared with Korean peers.
e  Prior market leader Havit merged with Optrontec (082210.KS, Not covered) in 2009, and
another direct competitor O-Film (002456.SZ, Not covered) gradually changed its focus
BIEESRERR 10
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from IRCF to touch panel since 2009; Crystal shipments surpassed 440mn in 2011 and
overtook these two in terms of market share;

Crystal is one of the first movers in blue glass and has been supplying coating service to
Asahi Glass, Apple’s major blue glass supplier in iPhone4S/5 and iPad4/mini since 2012.
However, when compared with competitors like Optrontec and Nanos, Crystal only works
on the coating part and doesn’t have fully integrated capacity. Hence, although we estimate
a 30% share by volume (2012E) in the overall blue glass market, it is likely to have
accounted for only 6% share by revenue in 2012.

Exhibit 18: We expect blue glass for China vendors to
kick in 2013 and be the next driver for IRCF revenue

growth

Crystal’s IRCF revenue, 2007-2013E

Exhibit 19: Crystal surpassed O-film in 2011 and became
No.1 in IRCF shipment
Historical IRCF market share

400 - 1600 -
Blue glass for
350 - China vendors 1400 -
300 - Blue glass for 1200 -
iPhone
£ 250 - Harvit g 1000 -
E restructure N
_E‘ZOO 1 g 800
& 150 1 S 600 - 24%
0,
100 - 400 - 32% 2%
5 27%
50 - 200 - E
o W W
0 T T T 1 0 '_!) T T T T ———
2007 2008 2009 2010 2011 2012  2013E 2006 2007 2008 2009 2010 2011
—4—|RCF m Crystal O-Film Others

Source: Company data, Gao Hua Securities Research estimates.

Source: Company data.

New products: CMOS cover glass and pico projector components

Besides OLPF and IRCF segments, we also see potential for Crystal to explore other optical
component categories, leveraging its fundamental coating and cold processing expertise:

CMOS cover glass: Protecting glass used in front of CCD/CMOS of MILC/DSLR; this
market is dominated by Japanese vendors. Crystal started supply of this product to a
Japanese client in 2012;

Narrow band filter: An essential component for motion controller device; Crystal is now
one of the two suppliers for Microsoft Kinect, and we see further potential in this area with
more consumer electronics adopting motion control features;

Pico projector component: We have seen pico projector functionality in smartphone
(Samsung Galaxy Beam), video glass (Google glass), tablet, and head mounted devices
(HMD); understanding the penetration of this function still relies on size and energy efficient
improvements. We believe Crystal’s ability in pico projector engineer module could boost its
revenue in the long run, especially if wearable smart devices become a trend.
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Exhibit 20: Crystal has opportunities for future entrance Exhibit 21: We estimate new product and other revenues
in component and module to contribute over 30% of total revenue by 2015E
Value chain of optical industry Revenue from new products

1400

| Device I—a| Digital camera; Smartphone; Pico projector; Wearable smart device
I'______________' 1000
Projector optical engine; Polarizer I 86

303

1200

305

Rmb, mn

| OLPF | | Narrow band filter |

600 9
=
Fe= A
Blue glass filter substrate I 400

200
| Technology H | Optical coating | | Cold processing | | J l
0

2012 OLPF IRCF LED New product & 2015E
Dotted box indicates potential fields to enter others

Source: Company data, Gao Hua Securities Research. Source: Gao Hua Securities Research estimates.

Key strengths: Focused, first mover, and cost leader

Crystal is a niche market leader with a solid track record in the optical industry. We see three
core drivers:

e Focused R&D and expertise: We see Crystal as more focused on the OLPF/IRCF
markets which are relatively small, with over 70% of revenue stemming from color filters
and 90% from optical in 2012. At the same time, its 4.8% R&D investment ratio is also well
above the sector average of 3% in 2012;

Exhibit 22: Crystal’s 5.5% R&D investment ratio is well Exhibit 23: Crystal and Optrontec are more focused on
above average the color filter sector
R&D/Sales ratio (2012) Optical revenue as % of total revenue
6.0% - 100% -
90% -
5.0% - 20% -
Average: 4% 70% -
4.0% - 0%
10 -
2.0% | 50%
40%
2.0% - 30% +
20%
1.0% - 10% -
0% -
0.0% . . . . . Crystal NDK O-Film Optrontec
KDS Crystal NDK O-Film Epson Optrontec
Toyocom m 2007 2008 m 2009 2010 2011 m 2012

Source: Company data, Bloomberg. Source: Company data, Bloomberg.

¢ First mover positions in key markets: Crystal has leading positions in the MILC OLPF
(over 50% share) and blue glass IRCF market (around 30% share by units in 2012), in our
view. We believe committed capacity is an important factor for customer consideration
given client consolidation (high and low end brands such as Apple/Samsung/HW/ZTE
continuously take market share) with shipments becoming more and more focused on the
fewer flagship devices;
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Exhibit 24: Crystal continuously invested in capacity Exhibit 25: Crystal & Optrontec gained market share from

expansion
Historical capex/revenue ratio

Japan peers
Revenue from color filter business (Rmb mn)

45% 700 -
—— o
%
40% —_—
= 600 -
35%
500 -
30%
259 400 -+
20% 21% 300
15% 200 -
10% 10%
100 -
5%
0 -
0% Crystal NDK O-Film Optrontec
2007 2008 2009 2010 2011 2012
~#—Crystal Optrontec  —4—=NDK KDS —&—Epson Toyocom Nanos = 2007 2008 = 2009 2010 2011 = 2012

Source: Company data, Bloomberg.

Source: Company data, Bloomberg, Gao Hua Securities Research estimates

Cost advantage: Our analysis shows that Crystal’s much lower personnel cost is the major
reason for its higher gross margin compared with Japanese competitors. For example,
Crystal’'s annual payment per employee is around US$10.8K vs. NDK’s US$30.4K, as per
respective company data.

Exhibit 26: Crystal has lower labor costs compared with Exhibit 27: Crystal has higher GM owing to cost

Japanese competitors like NDK
Cost structure comparison (2011)

Crystal

advantages
GM for Crystal vs. Japan/Korea peers

NDK 60% 1

50% - .\'\.\.—_._\.
= Material

40% -
Labor cost

30% -

e
Depreciation

20% -
Others
10% T T T T
2007 2008 2009 2010 2011 2012
~@—Crystal —o—NDK KDS
—a—Epson Toyocom Optrontec Nanos

Source: Company data.

Source: Company data.

On the other hand, compared with its Japanese and Korean peers, we see two factors
which might constrain Crystal’s foray into new products and business models: lack of
vertical integration and direct client relationships. For example, Crystal only does coating on
blue glass while its Korean competitor Optrontec provides full range of services including
coating, dicing, and inspection. This lack of integration also results in limited exposure to its
final end customer, the smartphone maker.

13

ez (]



201346 B 17 H KB (002273.52)

Exhibit 28: Crystal is only working on the coating part of blue glass IRCF currently
Process of blue glass

Melting Schott (Germany)

Wire Sawing
Korea & Taiwan
Lapping & Polishing

Nanos
| N RS ]
: Coating Crystal |
I I
} Dicing ! Optrontec
I Asahi I
} Inspection |

Source: Company data, Gao Hua Securities Research.

Financials: We forecast stable net margins in 2013E-15E

Along with the ASP up-cycle in OLPF & IRCF, we expect a recovery in Crystal's gross margins
in 2013E/14E due to improvements in utilization and yield:

e The company experienced a decline in its gross margins in 2012. Especially in 1Q12, the
gross margin dropped to 35.7% vs. the 43%-53% range seen since 2010. This was mainly
due to: 1) the manufacturing line movement from Zhejiang to the new site in Jiangxi
resulting in some downtime due to training of workers and trial operation of the lines; 2) its
new product, blue glass CF, which started in 2H12, and took 3-4 months to improve yield; 3)
ASP pressure from compact camera OLPF business with shipments declining. However,
we observed solid sequential gross margin improvements in 2Q (40%) and 3Q (47%) with
improvements in utilization and yield of blue glass;

e Looking ahead, we estimate net margin to remain stable in 2013-14E, as: 1) the impact
from factory movement reduces; 2) IRCF segment gross margin rises on a higher mix of
blue glass; 3) legacy compact camera OLPF business is likely to account for less than 10%
of total revenue, limiting the ASP decline impact;

o  After 2014, we expect gross margin to slightly decline, considering: 1) the upside from blue
glass coating business will reduce as volumes stabilize; 2) we expect Crystal to introduce
new ODM model on blue glass for domestic smartphone makers. This business model
would have higher revenue scale but lower gross margin.
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Exhibit 29: We expect stable net margin in 2013E-15E...
Gross margin (2009-2015E)

Exhibit 30: ...with the recovery of adjusted CROCI and
ROE
CROCI and ROE trend (2009-15E)

55% - r 41%
- 38%
50% -
- 35%

45% 329

40% - \0_,—-0 - 29%
\ L 26%
*

Q_’—Q\ *

35% -
- 23%

30% T T T T T 20%
2009 2010 2011 2012 2013E  2014E 2015E

—#-Gross margin - LHS ~ —#=Net margin - RHS

50% -
45% -
40% -
35% -

0% 1 //—\ -
~_//

25% -

20% -
15%

10%

2009 2010 2011 2012 2013E 2014E 2015E
=4=CROCI Adjusted =@=ROE

Source: Company data, Gao Hua Securities Research estimates.

Source: Company data, Gao Hua Securities Research estimates.

On the other hand, we believe Crystal’s heavy capex on capacity expansion should get
rewarded in the next few years with adjusted CROCI rising to 28% in 2014E from 26% in 2012E.
We estimate capex to decline to below Rmb200mn level from the Rmb242mn peak in 2012.
Considering Crystal has a solid balance sheet (net cash of Rmb389mn or 36% of total equity in
end-2012), we view its cash position as sufficient for further capacity expansion without any
requirement for additional funding over the next few years.

Valuation: Target price Rmb19.20, Neutral

We derive our 12-month target price of Rmb19.2 using our sector PEG regression model
consisting of the 12 A-share tech stocks under our coverage. Crystal’'s 30X 2014E PE and
growth rate (20% EPS CAGR for 2014-16E) are both close to sector median levels of 31X and
20% respectively. Our valuation methodology is consistent with the rest of our A share coverage.
We forecast 2013E-16E EPS of Rmb0.53/Rmb0.71/Rmb0.85/Rmb1.02.
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Exhibit 31: Crystal is trading in line with our sector PEG valuation
Sector PEG model

60.0 -
50.0 - iFLYTek
40.0 -
L
a
w 30.0 -
= N
8 GoerTek
200 ~ Sunsea Accelink
Ultrapower: i
10.0 - Fiberhome
0-0 T T T T 1
10% 15% 20% 25% 30% 35%
2014-2016E EPS CAGR

Source: Gao Hua Securities Research estimates

We also cross check our valuation using other methodologies. From a historical NTM P/E
perspective, Crystal is currently trading close to its historical average of 33X. Considering the
improving ROE after the trough in 2012, we believe this is fair.

Our Director's Cut analysis also shows that Crystal is trading at a 20% premium to the sector
average Valratio line, which we consider fair given its 1% quartile CROCI performance in 2013-
14E.

' The Director’s Cut methodology considers how the market values the cash invested in a
business (EV/GCI) relative to the returns (value) created by the company from those assets
(CROCI/WACC). This implies that the market expects stocks above the regression line to see
accelerated returns relative to the sector or else are overvalued relative to their cash returns and
as such may represent good potential selling opportunities and vice-versa.
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Exhibit 32: Crystal is trading at 33.4X NTM P/E, close to its historical average
Historical NTM PE

55.0X -
50.0X -
45.0X

"V /

35.0X -
Average: 33X A

, . M
Y |
] ANy
’ L\/y\\/“\/ -Mo:zsx

Trough: 20X

15.0X r r T T T T T T r r T T
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N o 3 3 S SN . N N N N N N S
\w\(”\q, b\%\m &\w ,\m\& u\(o\m Q’\@\” &\%\w h\(o\w q,\"ﬁ O\,o\m b\%\w %\@\w r»\(”\w v\,o\m
Source: Datastream, Gao Hua Securities Research estimates.
Exhibit 33: EV/GCI multiple rebounded in expectation of Exhibit 34: Crystal trades at a 20% premium to the sector
return recovery which we consider fair given its 1% quartile CROCI
Crystal’s EV/GCI vs. CROCI 2014E EV/GCI vs. CROCI/WACC (adjusted)
8.0X 36% . FY14 EV/GCI vs. CROCI/WACC - adjusted
34%
7.0X 6 - ® GoerTek
32%
5 @ Crystal
6.0X 30%
X
28% — 4
(8]
5.0X (\_'J
L 26% 2 5 ® Talkweb # Navinfo
@ Ultrapower
4.0X 24% R # Accelink
2 # Nationz T Fook sunsea o Fiberhome
22%
3.0X 1
20%
2.0X + T T T T T 18% 0 0 1 2 3 4
12/29/08 12/29/09 12/29/10 12/29/11 12/29/12 12/29/13
CROCI/WACC (X)
=——=EV/GCI ——CROCI
Source: Gao Hua Securities Research estimates Source: Gao Hua Securities Research estimates
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Exhibit 35: Crystal has stayed in 1572 quartile in terms of adjusted CROCI since its IPO
in 2009
A-share coverage adjusted CROCI

2009 2010 2011 2012 2013 2014
17% 15% 20%
16%

Fiberhome
Accelink
Sunsea
Tat Fook
Ultrapower
Talkweb
Bewinner
Nationz
iFLYTEK
Navinfo
GoerTek
Crystal

2nd quartile

12% 4th quartile
22% 24%
15%

Source: Gao Hua Securities Research estimates

Risks to our investment view

¢ Slower-than-expected adoption of blue glass: China smartphone OEMs’ adoption of
blue glass in flagship models is one of the key drivers for Crystal’s revenue growth. A
weaker-than-expected demand or lower mix of 8MP+ smartphones could dampen IRCF
revenue growth, in our view;

¢ Key technology roadmap change: OLPF/IRCF are still essential components for
DSC/mobile phone; we saw one of Nikon’s high-end DSLR D800E got rid of OLPF in Feb
2012. Although there have been no followers yet, if future technology favors this trend, it
could dim Crystal’'s OLPF growth prospects;

e Further depreciation of Japanese Yen: Crystal’s main competitors in OLPF are Japanese
vendors, although most of them have partly migrated manufacturing facilities to China. A
further depreciation in Yen could improve their price competitiveness and even help them
re-gain some market share;

¢ Faster-than-expected gain in vertical integration ability: Crystal currently only works on

the coating part of blue glass. As the Rmb0.7-0.8 processing fee is much lower than blue
glass’s ASP of Rmb3-4, we see potential upside risk to revenue if Crystal gains vertical
integration ability faster than we expect;

e Early commercialization of new products: Google glass, pico projector and Microsoft

Kinect are either in an experimental phase or an early commercialization period; however, if
penetration level ramps up faster than we expect, there could be upside risk to both
earnings and valuation due to improvement in the market sentiment.
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Company profile

Crystal-optech is a subsidiary of Xingxing Group (30% stake), which is owned by Mr. Ye Xianyu
and his father Mr. Ye Xiaobao. Crystal got listed in Shenzhen SMB (Small and Medium-
enterprise Board) on September 19, 2008. Headquartered in Taizhou, Zhejiang province, the
company has emerged from being an upstream crystal supplier to a leading manufacturer of
color filter and other precision optical devices. Crystal is also expanding its plants to mid-China
Jiangxi province, given the abundant and cheaper land/labor.

Crystal started OLPF R&D in 2000 when its legacy crystal business went down. The first
manufacture line was built in 2002. It became No.4 by volume in OLPF globally by 2006 and has
been No.1 since 2010. It is also the only non-Japanese major OLPF supplier for MILC and
DSLR.

Crystal started its IRCF business in 2005 and has surpassed its peers in Korea, Taiwan and
China by becoming the largest manufacturer. It is also one of the first firms to seize
opportunities in IRCF’s upgradation to blue glass and is currently one of the major blue glass
coating suppliers around the world.

The company is currently utilizing its expertise in optical coating and cold processing, to expand
into other precision optical fields like pico projector component (started in 2009), narrow band
filter (started in 2010) etc.

Exhibit 36: Crystal’s current shareholder structure

Ye Xianyu Ye Xiaobao
Management Xingxing Group Public shareholders
v 11.21% 30.03% 58.76%

Crystal-optech

Source: Company data.

BIEEHFRENR 19

ez (]



201346 A 17 B KB (002273.52)

B MR

AR

AN, FEA, EBER, KREFRANAERDERRR T AAN LR A RAREIESHINATZE. 1IN, FAFENEATSFES, 75, RS
S5XREFREEHETE IS S E IR E A

B AR

RAHERSETE—RREN E SRS T ANTHIHHE ELERITEMZBR AR EME . PR AN EEIeiR a5, D4R, MEFHFEE. &
K. ERFEEEREREREMTEESHEMA, UHEIZRE XA RITL AT SR

BUUHERRERITE AR TAEEEMSEE. TIFAERRMTRAMERENL, BiRERENT:

BRET—ERNES LRIEEFRNES LR, MEREH. EBITDA FAKAE. EHRELMEARLRIEF—ERNAIINE, 1 CROCI. FHEREKREIR
FIEEFERE. GFEERRE-—EFHGERREETE, NHRE. REWHERE. EV/IFCF. EVIEBITDA. EV/DACF. H/4%., HaMEiRE 12 /A8
BRI EHZR SRR,

Quantum
Quantum ZREEEAVMEREERAE. ANMLENSEREBLIREE, TUUATHE—ARBRANSH, SEARRTLAT AR Z BT R,
GS SUSTAIN

GS SUSTAIN M EFKEAM S EINAHEMIE TR LTKIR A %M. GS SUSTAIN X BEE T RITAAEM FLHRELEGHEESMEME BRI EAKE
R, AMEEAEKEARNEEMNTISERL ., RMNHAECWHFEETHUT=AENELST: AEREHUEER. TUHACINERKFE (A7
BERMTIEIGIME. MR EEEMNERN .

ERHE=

X R ER S

A PERHETL.

FERMETI: KREHE. B, TE. SERG. LEEBE. HNRE. REEE. BAEE. HREF. HhH#ES. MStar Semiconductor. Bk%&
#. ER#HA. MEEF. Parade Technologies Ltd. KXERH%. HiE@EN. AFHE. AFE (ADR). Bt (ADR). BE. H3GEH(A). FI4ETRH). K
FH,

528 XNEERE

UTESHETEESHIESARRELT (‘BESE) SEFESHIEFARRELT (BEES) REMTHAMRNHELAARREPRRHAFTZ
B#IX R,
BRAMTRARNEMKRESHE: K@K HE (Rmb21.30)

AT TR FRITURIFRFERXEX

ZIA. i R STPRETAIASZHMRZAANERER R SR, —ARFEREREDITATANDE B EE FRBMRITIAEBER KRR
Eo EARFSEANSE HIPRMREHHFAAPIETR. SMXKRFTERRARRIE 25-35%HIRZITRATIN. 10-15%HRFTFRAZHMLIKIES
FENSRERIZXARERS; B, AR HFETUINMIZHITRNSH A ERER KRN ERSMREMARRRE. HEKENTASEZHBERE
LU TE 1R AR 2 SR 14 Y AT RE A EERIBRY IR BT L.

BEER: KRYFRNE—EMESEE AT BMEZE. PITTRERMHTEENMAERESAE BN, BERR. BiRMERIEXHESEEE
BMMARZERBNEREFER R R RO RME TGN,

WRITWRTER: DDA E TIFRFHED—TIREERFE TR LERE R / S EMT RN REETIROEE. AW3IAA): KK 12PARKSE
BISMTAEER A EEATR / SEE. BHEN): KK 120 ARKREFTREMNFFREENA LEAER / SHEHFT. #EH](C): Rk 12 1A RKEF
RHTHREEMAEEATR / HEE.

EXITRNR): ESESETHRIZAAN—MEFX HE IR 5 FEESEAMEMNFERLEMERT, REITRNBFNEELRESEIESFHIBUR
FUBRE. ZHETRRS): BTRZEBHEMEBERTIRIMEEIR, JELRMEAEFCER. BESBCRHRG, RNCETEENIMHETAET
BEGFRINMIEEIR. WAHXMREEL AR ZETRNNEBIRWEEBFBE, BREETHEKBIZERR. EHHE(CS): RIELEFEMZ
ARWAR. BRERKNC): BNEHMZARHITHR. FTHEEATEANA): LERAFERFER. TEXNM): LERTEX, BERFEEERSE
Ao

—RRiR

FREETEHSHIESS L. SEIEFESIHFRIEENFERE.

FRARMERNBRNHBEAER. FARBERETRIVAAATEHNENE2AFNES, ERNFRIDZESHEREMTELE, TREREIZEBIZER
REWBITERN. RINSEMOERRNOFR, BEMRERTRESMEIERITXER. RT —LEHHRRTREZ5, BAZHIRERESTIHIANE
L RRHER EHAH L AR -

BESEATEIESFMXENGE, ABRERTLS. SEIES. SESERTNMNXBNMSARE PP RIOXBAADRFERZRTISEELS
ES

HANMHEAR. REFAMETEUARFTESIEHNHEFARBRINNEER SR ES ARG S PHREAE RO X B ETIHTFED 55K,
A BER BRI SE A RS M SAREHNENHFEMNER R —BARERE.

SHEIEERERR 20

ez (]



201346 A 17 B KB (002273.52)

AR EPEZHMTITAHEZSEESEIESHEARNZ S RENNZMNUEAITE, REARSEPIHEZ HEKEE, HPERTESHARSITHEMIE
EMIHMEFE R MEN R RREY, ZEMESE LS STARIRE BARMSHER. MR 5 RS XA T BRI InFiZhg
BOEARIPR, HZIFRRMR T FERBRERN TR PR REE N RERERE N .

BEIEHR XYM, SRR, ERMER, TEEREHNITFEESFIT, FRRN AR ARG RESFRTETEFE S LT Kk,
B ERIESESITE TEMZ SHF, XL HRIESRTET .

EFTEAHERESERMIREZZAMTANISENHE, KRETHHRZEHEEYSERMIEL. FREFMEDIAREEY, HEHEEIN
AEAHKMIZEBR. MERARNEKR. BEREEEARSFHEMENHELREFTEHEERR, URFEFELE)FIKRERNEN, SFEREEL. &
RS IR R MRS MIBFINEI RX R R SR TTRES R &, BEMRAFATRRREMNERN, REMERBTTERIE, REETRSRERE.
IDCEIRE EhA AT REX F AL R M ES MBS B X— R BRI E TR M.

Rz g, GFEESHE. PRMEETETANT S, BRANNKE, REHTEEMEHREE. BEETURSEHERRIGIE
http://www.theocc.com/about/publications/character-risks.jsp BUf3 L ATHIEAHUN R L. W T B2 % ENEZMEISURIS M= R, flan, BAMEMNERE
m, HXGHATRS. 5K SHEXMTHEFRIBEKRRZE.

EFRHEEHERFELTEMEAE ©2013 5

REIEFHEIHFARFEAABAFIERE, FHRNEIEHSHEREOUERAREEEATINER. SEEFIEHM, B(iNFRSR.

SHEIEERERR 21

ez (]



