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Outperform Wuhan Guide Infrared

(maintained)

National Defense

(002414.52)

Infrared Screeners Play a Vital Role, Civil Medical Treatment and
Military Demand Support Expansion

Key Data 11-Feb-20

Jan. 23,2020

Closing Price 31.07

Total Shares (Mn) 936.38 Key Financial Indicators

Shares Outstanding (Mn) 733.76 FY 2018A 2019E 2020E 2021E

Market Cap(CNY/Mn) 29093.45 Revenue (Mn/CNY) 1084 1571 2703 3243
YoY (%) 6.6% 45.0% 72.0% 20.0%

Market Float(CNY/Mn) 22797.88 Net Profit (Mn/CNY) 132 212 549 660

Net Assets (CNY/Mn) 3586.08 YoY (%) 126.0% 60.6% 158.9% 20.2%

i 0,

Total Assets (CNY/Mn) 425995 Gross Margin (%) 42.1% 49.0% 55.0% 55.4%
Net Profit Margin (%) 12.2% 13.5% 20.3% 20.3%

BVPS 3.83 ROE (%) 3.9% 6.0% 13.5% 14.2%
EPS (CNY) 0.14 0.23 0.59 0.70
OCFPS (CNY) 0.31 0.43 0.21 0.40
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The Intelligent infrared automatic fever screening system provided by Wuhan Guide Infrared (the
company) has the functions of automatic search and pre-warning for large-scale population.

In 2003 when the SARS broke out, most of China’s airports, harbors and train stations were equipped
with such a system, which played an important role in building an epidemic surveillance network and
successfully defeated the epidemic.

The company’s official WeChat account reported that employees on key positions had no rest during
the Spring Festival holiday and production staff worked 24-hour shifts to produce infrared fever
screener. “Contactless temperature measurement”, “real-time temperature measurement of
large-scale population” and “automatic fever screening” constitute the primary reasons for building
the first defensive line in preventing and controlling Novel Coronavirus Pneumonia (NCP).

Until now, the company has installed thousands of products in crowded public areas, such as
hospitals, stations and airports in Beijing, Shanghai, Guangdong, Fujian, Zhejiang, Jiangsu, Sichuan,
Yunnan and Anhui. And the company has initiated task of producing 15,000 imagers with a daily
capacity of 1000 during the holiday.

The infrared focal plane detector chip is the core component of an infrared quick temperature screener.

Wuhan Guide Infrared, as one of China’s few enterprises possessing R&D and production ability of
infrared focal plane detector chip, relies on independent and controllable production of core
components, so that its mass production will not be limited in case of terminal demand explosion.
According to the official WeChat account, the company’s quick fever screening system uses its
self-produced infrared detectors with proprietary intellectual property rights.

Since December 19th, 2019, the company announced that it had received 4 contacts of military
products with a total of CNY 611 mn, accounting for 56% of operating revenue of 2018.

We believe that on the backdrop of completing tasks of the thirteenth Five-Year Plan on time and
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with increasing procurement demand for non-main battle equipment, the company will realize
sustainable development of new products in new fields and is expect to become one of the
companies with most elasticity in non-main battle equipment sector in 2020. Urgent demand in
military and civil markets will more strongly secure the company’s 2020earnings performance.

Earnings forecast and investment recommendation

We estimate net profit attributable to shareholders to be CNY 212/549/660 mn for year 19/20/21,
implying a P/E ratio of 137x/53x/44x (based on the closing price of Jan 23rd, 2020) and maintain
“Outperform” rating for the company.

Potential risks: real demand for military products and earnings growth may fail expectation; civil
market may grow slowly.

This English translation of the original Chinese version < ZL 8} iifi Br IR K FE B Z(E/ FH LT ENE
i 7 R 25 issued by Industrial Securities on February 2, 2020 is for information purpose only. In
case of a discrepancy, the Chinese original will prevail.
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Appendix

Balance Sheet Mn/CNY Income Statement Mn/CNY
FY 2018A 2019E 2020€ 2021E FY 2018A 2019E 2020€ 2021E
Current Assets 2682 2831 4475 5385 Operating Income 1084 1571 2703 3243
Cash and Cash Equivalent 894 1105 2011 2369 Operating Expense 627 801 1216 1446
Trading Financial Assets 0 0 0 0 Business Tax and Surcharges 11 11 11 11
Account Receivables 737 779 1231 1556 Selling Expense 75 79 132 152
Other Receivables 15 20 35 41 Administration Expense 155 440 724 869
Inventory 748 589 670 797 Financial Expense 19 24 44 72
Non-current Asset 1721 1820 1795 1814 Asset Impairment -32 -0 -9 -6
Available-for-sale Financial Assets 20 27 24 25 Change in Fair Value 0 0 0 0
Long-term Equity Investment 0 0 0 0 Investment Income 8 0 0 0
Investment Real Estate 24 24 24 24 Operating Profit 144 217 583 698
Fixed Assets 709 690 656 615 Non-business Income 2 10 5 5
Construction in Progress 54 27 14 7 Non-business Expense 2 4 3 3
Oiland Gas Assets 0 0 0 0 Total Profit 144 223 585 700
Intangible Assets 442 504 565 628 Income Tax 12 11 36 40
Total Assets 4403 4651 6270 7199 Net Profit 132 212 549 660
Current Liabilities 960 1087 2145 2504 Minority Interest Income 0 0 0 0
Short-term Loans 560 584 1419 1650 Net Profit Attributable to Parent Company 132 212 549 660
Notes Payable 21 31 45 55 EPS(CNY) 0.14 0.23 0.59 0.70
Account Payable 212 292 432 519

Others 167 180 248 280 Key Financial Ratios

Non-current Liabilities 74 1 44 35 FY 2018A 2019€ 2020€ 2021E
Long-term Loans 0 0 0 0 Growth

Others 74 1 44 35 Increase Rate of Business Revenue 6.6% 45.0% 72.0% 20.0%
Total Liabilities 1033 1088 2189 2539 Increase Rate of Business Profit 121.4% 50.6% 168.6% 19.8%
Share Capital 624 936 936 936 Net Profit Growth Rate 126.0% 60.6% 158.9% 20.2%
Capital Reserve 2067 1755 1755 1755

Undistributed Profit 567 800 1303 1862 Profitability

Minority Interest 0 0 0 0 Gross Margin Rate 42.1% 49.0% 55.0% 55.4%
Total Shareholders’ Equity 3370 3563 4081 4660 Net Profit Margin 12.2% 13.5% 20.3% 20.3%
Total Liabilities and Equity 4403 4651 6270 7199 ROE 3.9% 6.0% 13.5% 14.2%
Cash Flow Statement Mn/CNY Solvency

FY 2018A 2019E 2020E 2021E Asset-liability Ratio 23.5% 23.4% 34.9% 35.3%
Net Profit 132 212 549 660 Current Ratio 2.79 2.60 2.09 2.15
Depreciation and Amortization 95 68 70 70 Quick Ratio 1.94 2.01 1.75 1.80
Property Depreciation Preparation -32 0 103 32

Amortization of Intangible Assets 23 22 22 22 Operation Capacity

Loss from Fair Value Change 0 0 0 0 Asset Turnover Ratio 25.4% 34.7% 49.5% 48.2%
Financial Expense 24 24 44 72 AR Turnover Ratio 110.9% 171.8% 222.5% 192.6%
Investment Loss -8 0 0 0

Minority Interest Income 0 0 0 0 Stock Info(CNY)

Change in Working Capitals 85 173 -615 -501 EPS 0.14 0.23 0.59 0.70
Cash Flows from Operating Activities 291 399 201 373 OCFPS 0.31 0.43 0.21 0.40
Cash Flows from Investment Activities -27 -166 -56 -94 NAVPS 3.60 3.81 4.36 4.98
Cash Flows from Financing Activities 165 -22 761 79

Net Change in Cash 429 211 906 358 Valuation Ratio

Beginning Balance of Cash 464 894 1105 2011 PE 220.3 137.2 53.0 44.1
Ending Balance of Cash 892 1105 2011 2369 PB 8.6 8.2 7.1 6.2
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Introduction of Share Investment Rating

Industry Investment Rating

When measuring the difference between the markup of the industry index and that of the market’s benchmarks (Shanghai Composite Index/Shenzhen Component Index)
within twelve months after the release of the report, we define the terms as follows:

> Overweight: Industry performs better than that of the whole market;

> Neutral: Industry performs about the same as that of the whole market;

> Underweight: Industry performs worse than that of the whole market

Company Investment Rating

When measuring the difference between the markup of the company stock price and that of the market’s benchmarks (Shanghai Composite Index/Shenzhen Component
Index) within twelve months after the release of this report, we define the terms as follows:

> Buy: With a markup more than 15% better than that of the market;

> Outperform: With a markup 5% to 15% better than that of the market;

> Neutral: ~ With a markup less than 5% better or worse than that of the market;

> Underperform: ~ With a markup more than 5% worse than that of the market.

Information Disclosure

The Industrial Securities Co., Ltd. fulfills its duty of disclosure within its sphere of knowledge. The clients may visit the column of Insider Trading Prevention and Control at
www.xyzg.com.cn for the arrangement of the quiet period and the affiliates” shareholdings.

Important statement

The information contained in this report is derived from public information. We do not warrant the accuracy and completeness of such information, nor do we guarantee that
the information and recommendations contained will never change. We have tried our best to be objective and fair about the content of this report. The opinions,
conclusions and recommendations in the article do not constitute any bid or offer price for the target securities. Our company and the author are not responsible for any
investment decision made by the investor.

Analyst Certification

We are conferred the Professional Quality of Securities Investment Consultant Industry by the Securities Association of China and have registered as the Securities Analysts.
We hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only legitimate information is used in this
report. We hereby certify that the views expressed in this report accurately reflect our personal views about any or all of the subject securities or issuers referred to herein.
We have never been, are not, and will not be compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclaimer

Industrial Securities Co., Ltd. (hereinafter referred to as the ‘Company’) is a qualified securities investment consulting institute approved by the China Securities Regulatory
Commission.

The report is to be used solely by the clients of the Company. The Company will not treat unauthorized receivers of this report as its clients. The clients understand that the
text message reminder and telephone recommendation are no more than a brief communication of research opinions, which are subject to the complete report released on
the Company’s website (http://www.xyzqg.com.cn). The clients may ask for follow-up explanations if they so wish.

Based on different assumptions or standards and with different analytical approaches, the Company’s salespersons, traders and other professionals may express views,
written or oral, towards market trend and securities trading which are inconsistent with opinions and recommendations contained herein. The views in this report are subject
to change, and the

Company has no obligation to update its information with all receivers of the report.

The Company’s asset management department, proprietary business department and other investment-related departments may make independent investment decisions
based on investment that are inconsistent with opinions and recommendations contained herein.

The report is based on public information; however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The materials contained
herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the sale or purchase of any securities. The clients should make investment
decisions independently and solely at their own risks.

Under the legal framework, the Company may take positions in and trade stocks of the companies referred to herein, which may receive investment banking services from the
Company. The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions
solely on the report.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this report
where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report and reserves all rights related to this report. Unless otherwise indicated in writing, all the copyrights of all the materials
herein belong to the Company. In the absence of any prior authorization by the Company in writing, no part of this report shall be copied, photocopied, replicated or
redistributed to any other person in any form by any means, or be used in any other ways which will infringe upon the copyrights of the Company. No one shall have the right

to redistribute the report at any circumstances without the prior consent of the Company.
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