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Forecast & Valuation 2021A 2022E 2023E 2024E

Revenue (RMB mn) 485 631 900 1,263

Growth (YoY %) 56% 30% 43% 40% _

Net profit (RMB mn) 162 193 280 398 Price Movement

Growth (YoY %) 82% 19% 45% 42% . s
EPS (RMB) 3.69 4.39 6.37 9.05 e lb

PIE (X) 30.36 2554 17.58 12.37 %

Investment Thesis gggzz

B Zhuzhou Huarui Precision Cutting Tools (ZHPCT) grows steadily in the trend of et

-53% -+
2021/08/30 2021/12/29 2022/04/29 2022/08/28

import substitution that partly arises from pandemic shock:

In 2022H1 (2022Q2), ZHPCT’s revenue rose by 25.9% (29.2%) YoY to Rmb289mn
(Rmb155mn); Net profit attributable to shareholders of the company before
non-recurring gains and losses rose by 16.8% (17.6%) YoY to Rmb84mn (Rmb45mn).
The steady growth earnings of ZHPCT mainly owe to: 1) Cutting tools import was

blocked under pandemic shock, speeding up the trend of import substitution. 2) ZHPCT Market Data

attaches equal importance to the development of distributing and direct selling channels.  Closing price (RMB) 112.00

3) ZHPCT continues to improve product performance and expand production capacity.

By the end of 2022H1, ZHPCT has had a large number of orders in hand with contract 52-week Range (RMB) - 84.58/207.50

liability at Rmb6mn (+ 51.8% YoY) and inventory at Rmb124mn (+61.8% YOY). P/B (X) 5.34
B |n 2022Q2, ZHPCT’s gross profit margin increased QoQ and cash flow from Floating Market Cap 2,768.63

operation was in good shape.

ZHPCT’s gross profit margin in 2022H1 and in 2022Q2 was 48.89% (-1.9pct Yoy) ~ (RMBmn)

and 49.19% (+0.66pct QoQ) respectively. The increase of gross profit margin QoQ in .

2022Q2 is mainly because of the falling raw material prices. ZHPCT’s net profit margin Basic Data

in 2022H1 was down by 2.5pct YoY to 29.67% due to the falling gross profit marginand  gvps (RMB) 20.96

rising R&D expense to revenue ratio. ZHPCT’s expense to revenue ratio in 2022H1 was o

14.4% (+1.3pct YoY). Selling and distribution/general and administrative/R&D/financial ~ Liabilities/Assets (%) 38.81

expenses in 2022H1 was 2.9%/5.3%1/6.3%/-0.04% (-0.04pct/-0.4pct/+1.9pct/-0.2pct  Total Issued Shares (mn) 44,01

YoY) respectively. ZHPCT’s cash flow from operation in 2022H1 was up by 17% YoY to Shares Outstanding (mn) 24.72

Rmb94mn due to increasing commaodity sales.
B ZHPCT continues to increase R&D investments and promote the construction of

. . . Related reports
capacity expansion projects.

ZHPCT’s R&D expense rose by 80% YoY to Rmb18.18mn in 2022H1 mainly due
to the increase in staff, salary and material cost. ZHPCT focuses on the R&D of basic
processes, making breakthroughs in the preparation of ultrafine nano cemented carbide,
the cutting of difficult-to-machine material in aviation and coating materials for PVD &
CVD, etc.

ZHPCT's IPO fundraising project was delayed until December 2022 due to the

pandemic shock, and will help the company to achieve new high-end production capacity
of 30 million pieces in 2023. The unit price of new high-end production capacity is very
likely 50% higher than that of the original. ZHPCT's convertible bond fundraising
project raised Rmb400mn for the production project of precise NC cutter and efficient
drilling tool, and working capital replenishment. The two fundraising projects are
expected to release production capacity in 2023, and to achieve annual production of
0.5mn precise NC cutters and 1.4mn high-efficiency drilling tools with a total annual
revenue of Rmb408mn and a net profit of Rmb115mn.
Earnings Forecast & Rating: We maintain the Outperform rating, considering the
impact of pandemic shock. We expect ZHPCT’s net profit to be Rmb193mn (down
7%)/Rmb280mn (down 7%)/Rmb398mn (down 4%) in 2022/2023/2024 respectively,
with corresponding P/E at 26x/18x/12x respectively.

B Risks: Less-than-expected downstream demand, fluctuation in raw material prices.
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