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Thesis in key charts

B3 1: We believe Nari Tech is likely to outperform power grid peers going forward driven by China domestic UHV and smart
grid built-out
Share price history for power equipment stocks and drivers
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BRKIR: 7718, IEA, ERAK XX Z, Data compiled by Goldman Sachs Global Investment Research
B ik 2: We expect 2025E China power grid investment by B % 3: We believe grid investment will shift from cyclical
State Grid to record a new high of Rmb690bn, +13% yoy growth to a multi-year structural trend driven by the intake of
slightly above its target of Rmb650bn renewables, with emphasis on UHYV first, then shifting to

China’ s power grid investment by State Grid smart grids
China’ s power grid investment breakdown by growth drivers
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B3 4: We expect Nari Tech’ s dominant market share in
key products to remain stable in the coming years
Market share forecast for Nari Tech’ s key products

{1} A G a———
Revenue segments DL _ |Key products 2018-23 avg market share
revenue mix w 2024-30E avg market share

Gnid Digitalization 23% MES systems high|
|
Power generation 22% Integrated control . low]
Giid a0t . Hardwara 53%)
nd automation - ]
dispatch %
Software T0%|
—
e 5 SVC/STATCOM 56%
il —
Grid Automation - UHV converter valve 49%)
flexible transmission 9% —
& relay protection Relay protection 349%
) )  E—
Grid Automation -
Distribution & 14% Smart meter - 5%->6%
Consumption
Industnal Intemnet 6% PLC, SCADA, 3%,
energy mgmi ]

B3k 5: We expect the fastest-growing segments to be grid
digitalization, flexible transmission & relay protection
benefitting from UHV investments and grid automation
products, driven by smart grid investments

Nari Tech’ s revenue segment growth expectations and margin
profile

R 2024E 2024-30E revenue 2024-30E avg
> segments revenue mix CAGR GPM (%)

Grid Digitalization 23% | RES 26%
Power generation 22% B - 23%
Grid automation - dispatch 9% Bl = 41%
Grid automation -

substation 4% I 32%
Grid Automation - flexible

transmission & relay 9% I 39%
protection

Grid Automation - . .
Distribution & Consumption 1 I 2 e
Industrial Intemet 6% N s 30%

BRIRIR: State Grid, Data compiled by Goldman Sachs Global Investment
Research

RERR: A TRE, BRERLATRH

B3 6: Nari Tech excels in scale and scope towards
structurally-growing smart grid & digitalization, compared to
other A-share peers

Revenue breakdown by drivers in 2023 for Nari Tech and
representative A-share peers

2023 revenue breakdown (Rmb mn)

u UHY Smart grid & digitalization Others
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B3 7: Nari Tech is trading at 20X 12-m forward P/E, vs. its
own historical average of 22.1X and we expect valuation
expansion from here to be driven by 1) 2025E strong grid
capex; 2) sustainable long-run growth outlook; 3) slight Al
benefit potentially

12-m forward P/E for Nari Tech and domestic peers

—— Nari Tech — VG — A+ 15td — AV - 18t
60
1)2025E strong fiscal
support
45 2) Shifting to structural

growth towards 2030E

3)Al provides further
upside
30 4 "

BRISRIR: 718, 2 F %R, Data compiled by Goldman Sachs Global
Investment Research
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B3k 8: We forecast Nari Tech’ s revenue/net profit to deliver 10%/11% CAGR during 2024-30E

Nari Tech’ s tear sheet

Nari Tech revenue forecast

Power Grid Automation

2029E

2030E

2024-30E CAGR

Revenue Rmb mn 22,065 24,293 24,993 25,635 26,455 28077 32,343 34,892 38,000 41,828 46,005 10%
yoy L] 10% 3% 3% 3% 10% 12% 8% 9% 10% 10%
Among: Relay protection and flexible transmission 5,014 6,142 6377 5127 5127 6,409 8,075 8,640 9,072 9,526 10,002
Among: Dispatch 4413 4,859 4,999 5127 5332 5572 5,906 6,320 6,889 7536 8,245
Ameng: Transfermation/substation 6,619 7,288 7,498 7,691 7,998 8,358 8,860 9,480 10,333 11,304 12,367
Among: Distribution and consumgtion 5,018 6,004 6119 7,691 7,998 8,638 9,502 10,452 11,706 13,462 15,481
China power grid investment Rmb bn 470 495 501 528 610 690 755 776 807 871 948 8%
yoy % -6% 5% 1% 9% 16% 13% 9% 3% 4% 8% 9%
Power Grid Digitalization
Revenue Rmb mn 5,501 7611 9146 11,134 12,804 14597 16,494 18,474 20,690 23173 26,649 13%
yoy L] 17% 20% 22% 15% 14% 13% 12% 12% 12% 15%
Power Generation
Revenue Rmb mn 5373 5202 7,007 9,638 12,336 14,295 15,689 16,909 18,229 19,658 21204 a%
yoy -2% 32% 38% 28% 16% 10% 8% 8% 8% 8%
Among: ESS 701 2891 4,048 4,857 5,440 5930 6,464 7,045 7.679
Among: Wind and solar 3,304 2,891 4.048 4.857 5,440 3.930 6.464 7.045 7,679
Among: Other power generation 2,803 3,855 4241 4,580 4,809 5049 5,302 5,567 5845
China power generation investment Rmb bn 524 553 721 968 1,221 1,439 1,505 1,654 1,894 2,061 2,276 1%
yoy % 5% 30% 34% 26% 18% 5% 10% 14% 3% 10%
Industrial Internet
Revenue Rmb mn 2,668 2939 3245 3,169 3327 3494 3,668 3,852 4,044 4247 4,459 5%
yoy % 19% 10% 10% -2% 5% 5% 5% 5% 5% 5% 5%
Others.
Revenue Rmb mn 1,896 2276 2438 1998 1,798 1,798 1,798 1798 1,798 1,798 1,798 0%

YOy

-10%

Financial summary

Total revenue Rmb mn 38,502 4241 46,829 51,573 56,721 63,160 75924 10%
yoy % 19% 10% 10% 10% 10% 11% 11% 8% 5% 10% 10%

Gross margin £ 2% 2% 2T 2% 28% 28% 28% 28% 28% 28% 28%

Operating margin % 15% 15% 15% 14% 15% 16% 16% 16% 16% 16% 16%

Net margin % 13% 13% 14% 14% 14% 15% 15% 15% 15% 15% 15%

EPS Rmb 0.61 0 0.80 0.89 1.00 1.16 1.29 1.41 1.55 171 1.89 11%
yoy % 12% 16% 14% 11% 12% 15% 12% 5% 10% 10% 11%

ROE % 15% 16% 16% 16% 16% 18% 18% 18% 18% 18% 18%

FERER: DRHE SBREPRARRY

B3 9: Nari Tech is a structural beneficiary from the incremental grid investment needs (smart grid/grid IT/UHV contribute
32%/32%/10% of incremental top line growth from 2023 to 2030E)
Nari Tech topline growth attribution, 2023-30E
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Where we are different (1): Renewables intake as a structural
tailwind to benefit secondary equipment the most

The market may underestimate the longer-term sustainability of grid investment growth
in our view, which is often perceived as cyclically driven by policies and project
(especially UHV) construction cycle. As we discussed in our report, China Grid Tech:
Grid transformation: From cyclical to structural, we believe China’ s grid network is on

the verge of a transformative shift and expect growing renewables in-take in particular
and slight contribution from data center & Al power consumption will likely drive nearly
60% of incremental investments over 2024-2030E, with total grid investment increasing
at a robust 8% CAGR and smart grid rising from 13.7% of total grid spending to 16% in
2030E, which will focus on advanced systems to regulate, dispatch, and process
real-time data for efficient power allocation.

China’ s power grids are indeed much newer than those of the EU/US, however
renewables just reached 15% of total energy generation in China, and we forecast this
to grow to 35% in 2030E. Germany’ s experience is instructive: In 2011-2023,
Germany’ s renewable energy share surged from 11% to 39% of total generation,
accompanied by a fourfold increase in grid T&D (transmission & distribution) investment
(made by companies like TenneT and E.ON). While interruptions from volatility and
intermittency have been minimal in China, potential grid shocks cannot be ignored.
Additionally, we believe fast-growing Al training & inference capex investment that follow
the trend in US, as well as proliferating smart devices for growing charging needs in
China, will potentially provide further upside. We expect data centers’ contribution to
total power consumption will rise from 1.6% in 2023 to 5% in 2030E with Al taking up
around 12% of it.

B3 10: We believe a significantly higher proportion of grid B3 11: We expect 60% of incremental grid investment over
investment going foward will serve to incorporate renewable 2024-30E will be driven by renewable energy intake
energy Breakdown of factors contributing to incremental power grid
China power grid investment breakdown by growth drivers investment over 2024-30E
China power grid investment breakdown by growth drivers . bz‘i’;‘gﬁgﬁ:\gﬁim gm"' Re”eﬁ‘;':jgg?gg{.;“m
Renewable energy intake-related - smart grid & others (Rmb bn, LHS) (1 moo n (_ﬂ"i‘lﬂl 4 8% gn,;) 950
Renewable energy intake-related - UHV (Rmb bn, LHS) 'BDD 5%, 1% 3% ﬁ —
==Data center & Al application consumption-related (Rmb bn, LHS) 200 350, 4% Zaﬁ -

=
=
=

China power grid investment (Rmb bn)

mmm Traditional power consumption-related (Rmb bn, LHS) 40%35 700

& 3 FF o
4 E R N A
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China power grid investment refers to investment made by the State Grid FRISKIE: State Grid, B2 RIB AR

BRISKIR: State Grid, Data compiled by Goldman Sachs Global Investment

Research
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B3 12: China’ s grid reliability (in terms of average outage
hours) is quite advanced but still lags behind developed
countries such as the US and Germany

China/US/Germany average power outage hours and China
power reliability, 2012-2023

mUS avg power outage (hrs, LHS)
+China power reliability (%,RHS)

China avg power outage (hrs, LHS)
m Germany avg power outage (hrs, LHS)
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16
1 + 99.950%
* &
12 + 90.900%
&
10 P
. * 99.850%
&
3 * 90.800%
4
) I I I_ l 99.750%
0 99.700%
N L T . S B A

B3k 13: China is going through a drastic change in power
generation mix, with solar and wind expected to grow from
11% in 2023 to 35% in 2030E

China power generation mix change, 2008-2030E

China power generation mix (TWh)

Thermal mMuclear mHydroelectric Wind Solar
China's 2023 level == 11% wind + solar

14,000 ]
12,000
10,000
TR RRY
§,000 il il it
4,000 ...ll.ll
2,000

0 L

R R A

BRIRIR: EIA, E'&Z, VDE, Clean Energy Wire

BRRIE: 715, SRSRRATNRA

B3 14: Germany’ s solar and wind mix was at 11% in
2011, same as China’ s 2023 level, and rapidly increased to
39% in 2023, with no power consumption growth

Germany electricity generation mix, 2000-2023

Germany electricity generation mix (TWh)
mCoal wmOil mMatural gas = Nuclear =Others Hydroelectric  ~ Wind Solar

China's 2023 level == 11% wind +solar
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B3 15: Germany’ s grid capex nearly quadrupled over
2012-2023, driven not by consumption growth, but largely
from the mix increase of solar and wind as well as grid
upgrade

Germany’ s grid capex (mainly Tennet and E.ON) from 2012 to
2023

mmm TenneT transmission grid capexin Germany (EUR bn, LHS)
mmm E_ON distribution grid capex in Germany (EUR bn, LHS)
Renewable energy mix of electricity generation in Germany (%, RHS)
G

10
Annual grid capex 4x, as solar and wind mix of .
8 electricity generation 3x from 2012 to 2023 50%
40%
]
0%
4
20%
0 0%
S P I L I L

Ll A W

BHIRIR: Clean Energy Wire, Data compiled by Goldman Sachs Global
Investment Research
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The biggest driver for power grid investment growth now is the relevant intelligent
infrastructure to ensure the smooth integration of renewable energy and reliability of
power system:

Smart Power Generation

Renewable energy like wind and solar is volatile and intermittent, requiring advanced
grid adjustment systems. Coal power is the primary tool for flexibility, managing peaks
and troughs in renewable output. Nari Tech offers renewable energy generation control
solutions that integrate advanced systems like AGC, AVC, and FFR to ensure frequency
stability, voltage regulation, and reliable power quality.

Smart Dispatch

Real-time control has replaced traditional scheduling to integrate renewables effectively.
Accurate forecasting of renewables output, supported by advanced dispatch systems,
enhances grid reliability. Nari Tech’ s flagship product has been Open-2000 since
establishment, and has a dominant position (70-80% market share) in all five levels of
dispatch system:national, regional, provincial, local, and county. The new dispatch
system rolled out in 2020 has 20% higher content value than the previous iteration.

Smart Substations

Substations address challenges like reverse power flow, overloading, and instability from
distributed renewables. Solutions include reactive power devices, voltage regulation
tools, and equipment upgrades for grid reliability. Nari Tech offers relay protection and
SVC (Static Var Compensator)/STATCOM (Static Synchronous Compensator) in the
smart substations.

Smart Distribution

Modern distribution networks are shifting to active, bidirectional systems. Nari Tech
offers intelligent devices like DTUs, TTUs, FTUs, and RTUs to enable fault detection,
load forecasting, and seamless integration of renewable and EV loads into the grid.

Smart Power Consumption

Users actively participate in energy markets by producing, consuming, and storing
energy. Nari Tech offers smart meters and integrated communication systems to
facilitate informed decision-making and demand-side management, strengthening grid
efficiency.

UHV Transmission

To address the mismatch between resource-rich areas and demand centers, UHV
transmission transfers large-scale clean energy efficiently. Nari Tech offers the key
component, converter valve, in Direct Current UHV lines.
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B3 16: We believe UHV is the fastest-growing segment in 2025-26E, while investments shift towards the digital infrastructure
in 2027-30E
Key changes to the grid and the reasons behind the change

i 1 Smart power generation | -------------------------- ! :' - 2 Smartdispatch | -------------------------- i
- ! ! Traditional dispatch smart dispatch 5
! ‘,C,,: Chiase JUOME posk doy pommss doman e mepely Automated Generation Control | | pa o '
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i 01234567 B SWMR2IUENTHNNNITIT bews I [ H
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China power grid investment breakdown by growth drivers
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China power grid investment refers to investment made by the State Grid
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BRIRIR: State Grid, N RHIE, BERLSRBRAHRED
We also expect distribution network investments to grow faster than transmission over
2024-30E, with distribution investment contribution to increase from 56% of total in
2024E to 59% in 2030E. This shift is driven by: the need to modernize local grids to
handle distributed energy resources (DERSs), such as rooftop solar and energy storage
systems; expansion of microgrids and enhancements to accommodate the increased
use of electric vehicles and other decentralized loads; efforts to improve power reliability

2025518204 9
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and reduce outage rates, aligning with the need for higher-quality electricity supply.

Bk 17: We expect distribution investment to increase as a %
of total State Grid investment from 56% in 2024E to 59% in
2030E, rising from 48% in 2011

State Grid investment breakdown by T&D

State Grid investment breakdown by T&D (Rmb bn)
mTransmission Distribution

BRIKIR: State Grid, SRS KR AR
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Where we are different (2): 2025E grid investment to stay strong
but we are slightly above State Grid" s target

We expect China’ s power grid investment, specifically those made by the State Grid,
to reach a new high of Rmb690bn in 2025E with continued fiscal support and slightly
above its announced annual target of Rmb650bn as grid investment is often served as a
counter-cyclical economic policy tool, e.g., in 2008-09 and 2015-16. There will be
continued tailwind from equipment upgrade, as “Implementation Plan for Large-Scale
Equipment Upgrades in Key Energy Areas” aims to increase the scale of energy
equipment investment by 25%+ to 2027, compared to 2023 (c.5% growth per annum).
Among the total investment of Rmb690bn, we estimate 44% goes towards transmission
investment (16% UHV and 27% HV) and 66% to distribution.

B3 18: We expect 2025E China power grid investment by B3 19: ...with counter-cyclical policy support
State Grid to record a new high of Rmb690bn, +13% yoy... China’ s power grid investment growth vs. GDP growth
China’ s power grid investment forecasts

mmm China power gnd investment by State Grid (Rmb bn, LHS)
yoy (%, RHS)

1,000
900
800
700
600
500
400

a5

Wb

'1, ﬂa i

sl

300

200

100 |
0

wo

I

mmmm China power grid investment (Rmb bn, LHS)
China power grid investment yoy (%, RHS)
GDP yoy (%, RHS)
1,000 40%

50% 900 ]
M 10,
1l a0m 800 - 30%
30% 700 /\ 20%
. I H 20% 600 J
5 [ | o
! 10% 0 . ' N ‘ Ul 10%
400 . [
0% ' 0%
300 :
-10% .
£
209 -10%
20% 100 I
-30% R
0 -20%
3’“”“4"%@.@’ LR ™ @ D P P F & &
DR U MO R R & &

WRIKIR: State Grid, 718, BREKBEMRS
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China power grid investment refers to investment made by the State Grid
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B3 20: Where will China power grid investment go towards in 2025E?
Breakdown of China’ s power grid investment by the State Grid

Total investmentin 2025E: Rmb690bn

TRANSMISSION (>220KV) : c. Rmb300bn/c.44%
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by Goldman Sachs Global Investment Research

In terms of the fastest-growing segment in 2025E, we believe it will be UHV transmission
investments. We expect UHV investment to grow 43%/13% yoy in 2025E/26E as project
approval pace accelerates. Compared to four UHV lines starting construction in 2024,
we expect at least six lines starting construction in 2025E-26E. The fast-growing
upstream renewable energy installation requires advanced planning of UHV projects
(the process from environmental assessment, approval, budgeting, design, to
construction typically takes 3-5 years), to prevent the curtailment issue of wind and
solar. At the 2025 National Energy Work Conference (Dec 15, 2024, link), China
announced plans to prioritize the approval and construction of several key UHV projects
in 2025, including corridors from Western Inner Mongolia to Beijing-Tianjin-Hebei,
Southeastern Tibet to the Greater Bay Area, Gansu’ s Badain Jaran Desert to Sichuan,
and Southern Xinjiang to Sichuan-Chongging. We expect six new projects starting
construction in 2025E-26E, driving the investments to a record high.
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B3 21: We expect UHV investment growth to peak in
2025E/26E (with six projects starting construction each year)
China UHV investments and No. of projects starting/under
construction, 2006-2030E

=== China UHV investments (Rmb bn, LHS)
|0, Of projects starting construction (RHS) 14
140 Mo. of projects under construction (RHS)
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B3 22: Among the 15-16 UHYV lines needed for solar and
wind bases under 14th FYP, three lines are under
construction, and seven lines are pending approval; 18-19
lines are required for 15th FYP

Three batches of solar and wind bases and corresponding
demand for UHV lines

Solar and wind bases

External transmission (GW) Local use (GW)

300

250 :
Corresponding to
200 15-16 UHV lines

Corresponding to
18-19 UHV lines

150 ; -
5in operation

100 3 under 18-19 pending
® construction = approval
50 7-8 pending
0 approval
Finishedin = 14th FYP 15th FYP
2023
1st batch 2nd batch 3rd batch

BRIRIR: State Grid, BB EIRR AWM R

BHRIRIR: State Grid, Data compiled by Goldman Sachs Global Investment
Research

We believe UHV investments will stay elevated beyond 2025E, supported by strong
demand to transmit the renewable energy from mega bases despite investment yoy
growth slowing down. An UHV line with transmission power of 4-8GW on average can
transmit 10-11GW of renewable energy and 3-4GW of supporting energy. The second
batch of projects planned in 14th FYP (150GW of external transmission) will require
15-16 UHV lines, relying on five lines already in the installed base, and ten additional

new lines (seven lines pending approval). The second batch of projects planned in 15th

FYP (165GW of external transmission) will accordingly require 18-19 UHV lines. 15th
FYP projects, combined with the third batch (40GW of external transmission), provide

strong demand support to continued UHV construction. Additionally, the State Grid has

also announced reserve projects of five AC line and nine DC lines, which we believe will
sustain the UHV construction pace beyond 2025E.

2025518204
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B3k 23: There is an ample pipeline of UHV projects awaiting approval

List of announced/planned projects of UHV lines for 14th Five-Year Plan and State Grid reserve projects.

P tCN Project Approval |Construction|Operation |Transmission|Investment/Length |Power
Diec type time start start power (GW) |(Rmb mn) |(km) (kV)

14th Five-Year Plan: 3 AC lines and 8 DC lines

Zhangbei - Shengli
Chengdu - Chongging
Jinshang - Hubei
Longdong - Shandong
Ningxia - Hunan

Hami - Chongging
Morth Shaanxi - Anhui
Gansu - Zhejiang

Datong - Huailai - Tianjin North South
Mongolia West - Beijing/Tianjin/Hebei
Tibet Southeast - Guangdong/HK/Macao

Shaanxi - Henan
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State Grid Reserve Projects: 5 AC lines and 9 DC lines

Badan Jilin - Sichuan
Xinjiang South - Chuanyu
Qinghai outbound
Huabei Dalate - Mengxi
Ulaanbuh - Jingjinji
Kubugi - Shanghai
Datong-Bayannur
Datong-Baotou
Mongolia - Jiangsu
Songliao - Northern Area
Panxi-Tianfu South
Tenggeli - Jiangxi
Yanwei

Jiuguan - Eastern Area
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DC Waiting for approval
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BRIKIR: EXREERRE, State Grid, Data compiled by Goldman Sachs Global Investment Research

On top of UHV growth, Nari Tech will also benefit from the penetration of VSC-HVDC,

where we forecast relay protection and flexible transmission revenue segment to deliver
25%/26% yoy growth in 2025E/26E. About 4-7 months after the start of project
construction, State Grid hosts primary and secondary equipment tendering. If Nari Tech
wins the tender, it usually takes them about a year to deliver the product in order to book
revenue. We think the momentum of strong revenue recognition may sustain into
2026-27E. Nari Tech offers converter valves for UHV projects, whose significance
among UHV equipment increases from 22% in DC lines to 29% in VSC-HVDC lines.
With increased penetration of VSC-DC, the content value for converter valves per GW
grows 2.2X on average compared to a normal DC line, and Nari Tech holds a dominant
market position (¢.49%) in both DC and VSC-DC lines.

B3k 24: Typically, secondary equipment tendering lags primary equipment tendering by 3-6 months.
Typical timeline for a UHV project, from approval to tendering to operations

¢.4 months c.imo  ¢.3-6moths . 2 months c. 6 months

— 2 ~— A ~

[ *—@ L 4 L 4 L ]
: Secondary Secondary Operatian
Approval Construction ~ Frimary Secondary 5 quipment equipment start
time start equipment equipment g ndaring product batch
tendering tendering result shipment
announcement
\ J
~y
c.2 years

BRIKIR: State Grid, Data compiled by Goldman Sachs Global Investment Research
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B3 25: On average, 25-29% of UHV investments go to equipment, where Nari Tech specializes in converter valve, with 20%
of total equipment value in DC, which increases to 39% in VSC-DC lines
DC/VSC-DC/AC line equipment cost breakdown
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A key enabler of a smarter, more flexible and more reliable grid

2025518204

Nari Tech is a key enabler of a smarter, more flexible and more reliable grid, as the
company especially benefits from the structurally growing areas of grid investment, UHV
and smart grid investments. Its products range from power generation control solutions,
dispatch software, components in substations, distribution and power usage intelligent
devices, to downstream control for factories. By product nature, 40% of the company’ s
revenue is software-driven. Ranking by the expected revenue CAGR in 2024E-30E, we
expect:

Grid digitalization revenue (23% of firmwide in 2024E) to deliver 13% CAGR,
supported by growing IT spending by grid companies (this segment mainly provides
products such as asset management software, ERP software to State Grid/Southern
Grid).

Grid automation: flexible transmission & relay protection revenue (9% of firmwide in
2024E) to deliver 12% CAGR, mainly driven by converter valve tendering from the
Direct Current UHV lines, as well as relay protection products to ensure grid
reliability. We expect this segment to deliver strong growth in 2025E/26E at
25%/26% yoy due to full UHV construction and tendering pipelines.

Grid automation: distribution & consumption revenue (14% of firmwide in 2024E) to
deliver 12% CAGR, due to the complex electricity information flow and the
increasing use of smart meters.

Power generation revenue (22% of firmwide in 2024E) to deliver 9% CAGR, driven
mainly by power generation investment growth and also a low market share of the
company and thus high growth potential.

Grid automation: dispatch revenue (9% of firmwide in 2024E) to deliver 8% CAGR,
as complex electricity flows from renewable energy integration drive product
upgrades, at a relatively slower growth as product upgrades since 2020 have come
near the end.

Grid automation: substation revenue (14% of firmwide in 2024E) to deliver 8%
CAGR, supported by added content (SVC/STATCOM) to substation, as well as
smart substation penetration.

Industrial internet revenue (6% of firmwide in 2024E) to deliver 5% CAGR, driven by
industrial application growth.
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B3k 26: We initiate Nari Tech as it is a key enabler of a smarter and more reliable grid, especially benefitting from the
structurally growing areas such as UHV and smart grid investments
Overview of Nari Tech’ s products in relation to the power grid

POWER GRID
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Nari Tech is a comprehensive power equipment supplier with a broad product portfolio

spanning across power generation solutions, dispatch system, transmission and
distribution equipment. Unlike global peers like Siemens (mainly distribution equipment),
Siemens Energy (mainly transmission equipment), GE Vernova (mainly generation
solutions) and other domestic competitors that specialize in select segments, Nari Tech
integrates hardware and software solutions across the supply chain. This unique
positioning enables Nari Tech to address the full spectrum of China’ s power grid
modernization needs, giving it a competitive edge in both scope and relevance.
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B3k 27: Nari Tech has a comprehensive product offering among grid equipment supply chain, covering both high-voltage
transmission equipment and low-voltage distribution equipment, with emphasis on secondary equipment

Siemens GE Nari XJ

Siemens ABB Schneider Eaton ) XD Pinggao Sifang Sieyuan TBEA
Energy Vernova Tech Electric 99 9 Y
SIEGN.DE ENR1n.DE GEV ABBN.S SCHN.PA ETN 600406.55  600895.55  000400.5Z 603556.55 601126.55 601567.55 002028.5Z
Electricty 1otz solution v v v v v v v v
generation
Grid software D'SPAChing v v v v v v
system
Transformers,
High-voltage circuit breakers v v o v o v v
transmission Converter valve v v v v v v v v
equpiment Relay protection v v ' v v v

Medium/Low Transformer,

; v ' Vv Vv v v Vv Vv
voltage switchgears
d|st_r|bu‘t|on Control_ and v v v v v v v 7
equipment protection
Consumption Smart meter ' v v ' v v v v

BRERIR: A T#3E, Data compiled by Goldman Sachs Global Investment Research
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Likely to maintain leadership in various software/hardware

technologies

Nari Tech is a leader in many product categories: In 2024, Nari Tech had a 70% market
share in digitalization software, ranking No.1; it also held a 53% market share in
digitalization hardware, ranking No.1; it held a 47% market share for UHV converter
valves, ranking as No.1. Within substation tendering, it held a 56%/34%/8% market
share in SVC&STATCOM/protective relay/network system integrator, ranking
No.1/No.1/No.4. For smart meters, Nari Tech held a 5% market share, ranking No.1 in a

very scattered market.

Market share also remained relatively stable over the past few years, reflecting a
consistent competitive landscape and highlighting Nari Tech’ s leading advantages. We
attribute this stability to the company’ s strong R&D capabilities, superior product
performance, and robust backing of its largest shareholder, which has solidified its

position in the industry.

B3 28: Nari Tech’ s market share for various products has been stable

Competition landscape for Nari Tech’ s products in history
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BHIRIR: State Grid, Data compiled by Goldman Sachs Global Investment Research
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B3 29: Nari Tech is dominant in digitalization (dispatch hardware/software), SVC/STATCOM, protective relay, and converter

valve

Tendering overview and competition landscape of Nari Tech’ s products

Smart meter
4
/ 2023 tender CR5=12%
/ Tendering Market
/ Rank Company Type (Rmb mn) share (%)
1 NARI Tech SOE 776 3%
/ 2 Xj Electric SOE 503 2%
,ﬂ 3 Sunrise Private 500 2%
/ 4 Wahlap Private 494 2%
f 5 Sanxing Medical Private 489 2%
/
/
/’ 2023 tender CR5=83%
Tendering Market
. / Rank Company Type (Rmbmn) share (%)
Total tendering { 1 NARI Tech SOE 390 52%
value in 2023: / 2 SGIT SOE 104 14%
Rmb436bn / 3 Dongfang SOE 74 10%
! 4 Sifang Private 48 6%
! 5 Nanrui Group SOE 12 2%
= /
Tendering Market
Rank Company Type (Rmbmn) share (%}
1 NARI Tech SOE 156 46%
2 CEPRI SOE 32 9%
3 Wuhan Dameng Private 18 5%
Distribution 4 Beijing Ningsi Private 13 4%
5 Hunan Qilin Private 5 1%
/ Transmission
/ 2023 tender CRE=100%
Tendering Market
f Rank Company Type (Rmbmn) share (%)
1 CEPRI SOE 26 43%
/ 2 NARI Tech SOE 25 42%
3 Sieyuan Private 6 10%
Southern Grid transmission / 4 Sifang Private 3 5%
P - 5 Xj Electric SOE 0 0%
2023 tender CR5=82%
Transmission- Rank Company Type (Rmbmn) share (%)
/ 1 NARI Tech SOE 1,690 35%
2 Changyuan Private 677 14%
3 Sifang Private 860 14%
4 Nanrui Group SOE 557 12%
5 Xj Electric SOE 369 8%

Transmission-
UHV Material

Equipment \‘ UHV

2023 tender

CR5=93%
Tendering Market

Rank Company Type (Rmbmn) share (%)

1 SGIT SOE 800 29%
2 SGIT Group SOE 645 24%
3 Nanrui Group SOE 543 20%
4 NARI Tech SOE 349 13%
5 SDG SOE 211 8%

Converter valve
2023 tender CR5=100%
Tendering Market

Rank Company Type (Rmbmn) share (%)

1 NARI Tech SOE 2,464 50%
2 XD SOE 970 20%
3 Xj Electric SOE 959 19%
4 Private 576 12%

2024 tender CR5=17%
Tendering Market

Rank Company Type (Rmb mn) share (%)

1 NARI Tech SOE 783 5%
2 Wahlap Private 607 4%
3 Dongfang Wisdom Private 542 3%
4 Sanxing Medical Private 539 3%
5 Xj Blectric SOE 482 3%

CR5=91%
Tendering Market

2024 1-2nd tender

Rank Company Type (Rmbmn) share (%)

1 NARI Tech SCE 351 53%
2 Dongfang SOE 80 12%
3 Xj Electric SOE 68 10%
4 Sifang Private 61 9%

Nanrui Grou SOE 44 7%

I

CR5=90%
Tendering Market

2024 1-3rd tender

Rank Company Type (Rmbmn) share (%)
1 NARI Tech SOE 318 T70%
2 CEFRI SOE 51 1%
3 Beijing Ningsi Private 22 5%
4 Wuhan Dameng  Private 17 4%
5 Hunan Qilin Private 0 0%
|
2024 tender CR5=03%
Tendering Market
Rank Company Type (Rmbmn) share(%)
1 NARI Tech SOE 354 56%
2 CEPRI SOE 195 3%
3 Sieyuan Private 35 6%
4 Xj Electric SOE 2 0%
Sifani Private 0 0%

I

CR5=78%
Tendering Market

2024 tender

Rank Company Type (Rmbmn) share (%)

1 NARI Tech SOE 1,303 34%
2 Sifang Private 545 14%
3 Nanrui Group SOE 424 1%
4 Changyuan Private 411 1%
5 Xj Electric SOE 313 8%
. |
2024 tender CR5=94%

Tendering Market

Rank Company Type (Rmbmn) share (%)

1 SGIT SOE 1,572 45%
2 Nanrui Group SOE 889 25%
3 SGIT Group SOE 450 13%
4 NARI Tech SCE 283 8%
5 SDG SOE 99 3%

2024 tender CR5=100%
Tendering Market
Rank Company Type (Rmbmn) share(%)
1 NARI Tech SOE 2,778 47%
2 Xj Electric SOE 1,264 22%
3 XD SOE 1,243 21%
4 Hitachi Energy Private 590 10%

BRIRIR: State Grid, Data compiled by Goldman Sachs Global Investment Research
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Nari Tech’ s ultimate controlling shareholder is the State Grid Electric Power Research
Institute (SGEPRI, or originally established as the Nanjing Automation Research

Institute).

Nari Tech’ s parent company, Nari Group, was fully funded and established by SGEPRI
in 1993. In 2001, Nari Group initiated the creation of Nari Tech, incorporating mature
business units from within the group, including the Grid Division (with flagship products
like the OPEN2000 dispatching system), the System Control Division (known for its
substation automation systems), and the Industrial Control Division (which developed
distributed control systems for thermal power plants). Nari Tech was listed on the

A-share market in 2003.

o
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B3 30: With State Grid being its biggest shareholder, Nari Tech has natural advantages to maintaining its market share
leadership
Nari Tech’ s shareholder structure

SASAC = Actual controller

| o

State Grid

State Grid Electric Power
Research Institute

P Fom————-——--—- Y
7 4 HK Securities
! NanruiGroup | Guorong Shen Clearing

L 51.48% g S42% lZ-*: l'-i‘: lZE:‘: l:i'."?:

Nari Tech (600406.53)

China Securities Finance Corp Others

L
Nari Tech Mari Tech Anhui Mari Jiyuan Anhui Nanrsi Beijing Kedong Nanrui intelligent Beijing Guodianfutong Eeijing Manrui Other 25
Manjing powar grid technology Zhongtian electronic control diistribution Technology digital technology subsidiaries

Control electronics

Nari Tech proposed to transfer Nanrui Group’ s share to State Grid Electric Power Research Institute on Dec 23, 2024, but the transfer is not finalized yet.

BRIRIR: A TR, Data compiled by Goldman Sachs Global Investment Research
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Potential catalysts

China grid investment policy stance typically key catalyst

For upcoming catalysts, we need to closely watch the State Grid’ s work plans (whether
to further raise capex plan by mid-July 2025 as they did in 2024), the Two Sessions in
March 2025 for energy policy direction, and the release of the 15th Five-Year
Energy/Grid Plan in 2026, which will shape the future of grid investments and renewable
energy policy. We expect further valuation upside to come from Al capex growth news
which may lead to the expansion of Al-related power demand.

Key catalysts in the past mainly revolve around significant policies targeting the grid
segment:

m 2015 Mar: Deepening the Reform of Electric Power System (Document No. 9) was
issued to establish an open and transparent electricity market system.

® 2018 Jul: Three-Year Action Plan for Blue Sky Defense was introduced,
emphasizing the need for UHV networks to reduce air pollution and transition to
clean energy sources.

m 2019 Mar: NEA released policies on electricity IoT, highlighting smart grids, data
sharing, and energy efficiency.

m 2020 May: New infrastructure initiatives listed UHV transmission as one of the key
focus areas.

m 2020 Sep: China’ s pledge to achieve carbon neutrality by 2060 brought further
support for renewable energy and grid modernization.

m 2021 Jun: NDRC announced that starting from January 2022, new onshore wind and
solar projects would transition to grid-parity pricing instead of subsidies.

m 2022 Dec: NDRC and NEA jointly released a roadmap to accelerate the
development of a unified electricity market across China.

The two red-shaded boxes in the chart below represent phases of share price decline.
The first decline coincided with a broader market sell-off aligned with the CSI300 index
downturn, while the second can be attributed to renewable energy subsidy phase-out
and concerns about the transition to grid-parity pricing.

2025%F1H20H 22
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B3 31: Key catalysts include 1) any step up of grid investment during Two Sessions in March 2025 or by mid-2025 as State
Grid did in 2024; 2) release of the 15th Five Year Energy/Grid plan in 2026
Share price performance review and key catalysts ahead
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B3 32: Nari Tech has been the leading large cap stock in each historical China domestic power grid upcycle, and we believe
it" s likely to outperform ahead driven by domestic UHV and smart grid built-out
Share price history for power equipment stocks and drivers
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Further upside may be driven by Al demand

We expect global data center demand to grow 165% by 2030E compared to 2023, with
its contribution rising from 1%-2% to 3%-4% of global power consumption. This is mainly
due to Al queries consuming up to 10X more power than traditional queries (report link).
Our GS team estimates that US data center demand will more than triple by 2030E,
driven by hyperscalers’ capex growth (report link).

Recently, there have been significant progress in China Al and large model space, and
we expect Al to take up a more significant portion of total electricity consumption. With
Doubao’ s (Bytedance’ s large model) MAU (monthly active users) rising to 60mn as
of Nov 2024 according to AICPB, securing the No.2 spot globally and daily tokens
reaching 40 trn (announced on the 2024 Volcano Engine Force Conference on Dec 18,
2024), Bytedance is set to embark on intensive Al capex investment in China (news).
Bytedance’ s leading large model may prompt other customer service platforms (CSPs)
to also expand their capex significantly.

The positive progress in model development and end applications could mark a start to
an Al capex and application era in China, further boosting power demand. We expect
data centers’ contribution to total power consumption will rise from 1.6% in 2023 to 5%
in 2030E with Al taking up around 12% on average within data centers.

However, technological advances may increase Al model training efficiency. For
example, DeepSeek-V3, developed by Chinese company Huanfang Quantitative, was
launched on Dec 24, 2024 and is based on its self-developed Mixture of Experts (MoE)
model architecture. The model increased its generation speed significantly vs. its V2.5,
from 20 TPS (transactions per second) to 60 TPS, featuring 671bn parameters and was
trained in approximately two months at a cost of US$5.58mn, utilizing far fewer
computing resources than models developed by larger tech companies. The model only
used 2.8mn hours of GPU compute (one tenth of that used by Llama 3).

Overall, despite the intermittent advances in Al model training efficiency and thus
savings in power consumption, we still believe Al applications are in the early stage in
China, poised for compute and inference growth, with rising power demand from AGI
applications, as well as more energy-consuming terminal charging devices (such as
humanoid robots, etc.) yet to come.
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B3k 33: We expect China’ s data center power demand to rise from 1.6% of total in 2023 to 5% in 2030E, with Al taking up

around 12% of data center power demand

Data center demand for global, US and China

Global data center power demand grows 165% by
2030 vs. 2023, rising from 1-2% to 3-4% of global
power consumption by 2030, per GS estimates

Global data center electricity consumption, TWh; includes Al
and excludes cryptocurrency
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Source. Masanet et al. (2020), Cisce, IEA, Goldman Sachs Global
Investment Research

Al serversand ChatGPT gueries could be up to 10x more energy
intensive than traditional servers and traditional Google searches
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US: Power demand from data centers will more than triple in 2030E
vs 2020, rising to 8% of total power demand from 3% currently (with
Al taking up 20% of data center power demand), lifting total power
consumption from ~0% CAGRto 2.4%
Data center electricity consumption, TWh (LHS) and 3-year rolling average power
efficiency gains yoy, % (RHS)
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China: We expectdata center power demand to rise from
1.6% oftotal demandin 2023 to 5% in 2030E, with Al
demand taking up around 12% of total data center demand

Data center electricity demand (GWh)
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partially boosted by Gen-Al related Capex
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Haver, S&P Global, Taiwan Energy Administration, Ministry of Economic Affairs
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B % 34: Since Chatgpt-4’ s release in March 2023, US power equipment stocks have rallied in response to expanding

electricity demand
US power equipment share price performance with Al-related power surge
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Solid financial performance vs. peers

Income statement

Revenue: We forecast Nari Tech’ s revenue/net profit to deliver 10%/11% CAGR in
2024-30E, driven by leading segments such as power grid digitalization/power grid
automation delivering 13%/10%. Among power grid automation segments, we believe
relay protection and flexible transmission (UHV)/distribution and consumption segments
will outperform the segment average at 12%/12% CAGR, with relay protection and
flexible transmission maintaining high growth of 25%/26% in 2025E/26E.

Margin: We forecast Nari Tech’ s gross profit margin (GPM) to stay stable at 28%,
maintaining its out-performance versus most domestic and overseas peers, reflecting a
stable competitive landscape for high-voltage equipment and digitalization products.
Similarly, we expect Nari Tech’ s EBIT margin to improve from 14.9% in 2024 to 16.2%
in 2030E, supported by the company’ s effort to lower SG&A expenses. For ROE, we
project Nari Tech to improve from 16.5% in 2024 to 18.3% in 2030E, further
demonstrating its solid financial performance compared to the majority of its domestic
and international peers.

B3 35: We forecast Nari Tech’ s revenue/net profit to deliver 10%/11% CAGR in 2024-30E

Nari Tech revenue forecast 2022 202 202 202 20281 2030E  2024-30E CAGR
Power Grid Automation

Revenue Rmb mn 22,065 24,203 24,993 25635 26,455 28,977 32343 34,892 38,000 41,828 46,095 10%
oy % 10% 3% 3% 3% 10% 12% 8% 9% 10% 10%
Among: Relay protection and flexible transmission 6014 6,142 6,377 5127 5,127 6,409 8,075 8,640 9,072 9526 10,002
Among: Dispatch 4413 4,859 4,999 5127 5332 5572 5,906 6,320 6,889 7536 8,245
Among: Transformation/substation 6,612 7,288 7,498 7,691 7,908 8,358 8,360 9,480 10,333 11,304 12,367
Among: Distribution and consumption 5018 6,004 6,119 7,691 7.998 8,638 9,502 10452 11,706 13,482 15,481

China power grid investment Rmb bn 470 495 501 528 610 590 755 76 807 871 948 8%
yoy % 6% 5% 1% 5% 16% 13% 9% 3% 4% 8% 9%

Power Grid Digitalization

Revenue Rmb mn 6,501 7,511 9,146 11,134 12,804 14,507 16,494 18474 20,590 23173 26,549 13%
oy % 17% 20% 22% 15% 14% 13% 12% 12% 12% 15%
Power Generation
Revenue Rmb mn 5373 5,202 7,007 9,638 12,336 14,205 15,689 16,909 18,229 19,658 21,204 9%
oy % -2% 32% 36% 26% 16% 10% 8% 8% 8% 8%
Among: ESS 701 2891 4,048 4,857 5440 5930 6,464 7,045 7,679
Among: Wind and solar 3504 2891 4,048 4,857 5440 5930 6464 7.045 7.679
Among: Cther power generation 2803 3855 4241 4,580 4,809 5049 5302 5567 5845
China power generation investment Rmb bn 524 553 721 968 1221 1,439 1,505 1,654 1,894 2,061 2,276 1%
yoy % 5% 30% 24% 26% 18% 5% 10% 14% 9% 10%

Industrial Internet

Revenue Rmb mn 2,668 2,939 3,245 3,169 3327 3494 3,668 3852 4044 4247 4459 5%
yoy % 19% 10% 10% 2% 5% 5% 5% 5% 5% 5% 5%
Others
Revenue Rmb mn 1,896 2,276 2,438 1998 1,798 1,798 1,798 1,798 1798 1798 1798 0%
oy % 25% 20% 7% -15% -10% 0% 0% 0% 0% 0% 0%
Financial summary Unit
Total revenue Rmb mn 38,502 42411 46,829 51,573 56,721 63,160 69,993 75,924 82,762 90,704 100,205 10%
yoy % 19% 10% 10% 10% 10% 1% 1% 8% 9% 10% 10%
Gross margin % 7% 7% 7% % 28% 28% 28% 28% 28% 28% 28%
Operating margin % 15% 15% 15% 14% 15% 16% 16% 16% 16% 16% 16%
Net margin % 13% 13% 14% 14% 14% 15% 15% 15% 15% 15% 15%
EPS Rmb 061 071 0.80 0.89 1.00 116 129 141 155 171 1.89 1%
yoy % 12% 16% 14% 11% 12% 15% 12% 9% 10% 10% 11%
ROE % 15% 16% 16% 16% 16% 18% 18% 18% 18% 18% 18%

FERER: DRHE SBRERRARRY
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B3k 36: Nari Tech has solid financial performance, with leading GPM/OPM/ROE as well as high R&D intensity compared to

peers

Nari Tech’ s financial performance vs. peers

Product offerings
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Balance sheet

We forecast cash conversion days for Nari Tech to stabilize at 271 days over 2024-30E,
with receivables/accounts payables/inventory days stable at 187/95/11 days
respectively. Though the cash collection turnover days is long, we don’ t view this as a
financial risk, due to reliable counterparties (State Grid/South Grid as SOEs) and a low
historical incidence of bad debt.

Cash flow statement

Capex: We forecast Nari Tech’ s capex spending to be Rmb1.7bn in 2025E, mainly
spent towards production line upgrade, infrastructure and a continued spending for IGBT
module production (they plan to expand the IGBT production capacity from 0.2mn units
to 0.3mn units).

Dividends: Nari Tech’ s dividend payout in 2023 was 60% (an increase versus 40% in
previous years) and we forecast its dividend payout to stabilize at 50% in 2025-30E.
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B3 37: Financial summary of Nari Tech

Income statement (Rmb mn) 2024E  2025E  2026E  2037E  2028E  2029E 2030 | Balance sheet (Rmb mn) 2023  2024E 2025 2026E  2027E  2028F 2029E 2030E
Total revenue 51573 56721 63160 69,993 75924 82762 90704 100205  Cash & equivalents 16614 14707 15589 17453 20442 23642 26852 29,959
Cost of goods sold (37.754)  (40.953) (45475)  (50,395) (64.665)  (59.588)  (65.307) (72.148)  Accounts receivable 26485 29128 32435 35944 36990 42501 46579 51459
SG&A (3352)  (3.800)  (3.916)  (4340)  (4T07)  (5.131)  (5.624)  (6213)  Inventory 9795 10625 11798 13074 14182 15459 16943 18718
R&D @m2)" @120 (3411) @710 (3.948)" 4.221)" (4.626)" (5.110)  Other cument assats 14320 15208 15208 15208 15208 15208 15208 15208
Other operating profit/(expense) (326) (397) @42) 420) (486) (414) (484) (501)  Total current assets 67214 69668 75030 81679 88,823 96811 105583 116343
EBITDA 9073 10351 11990 13403 14646 16149 17701 19,530  Net PP&E 10401 10,179 10,001 9,961 9,881 9,769 9,636 9,502
Depreciation & amortization To(e44)”  (1.900)"  (2074)  (2274)  (2499)" (2742)"  (3.007)7 (3.297)  Netintangibles 2,002 2,025 2,034 2.0H 2,014 1,984 1,940 1,883
EBIT 7430 8451 9916 11129 12148 13407 14694 16233 Total investments 241" 284 " 284 7 254 7 280" 254" 284 " 254
Interest income 535 415 368 390 436 511 591 671 Otherlong-term assats 6230 8,379 8,379 8,379 8,379 8.379 8,379 8,379
Interest expense (38) ) (6) 5) (6) (6) (6) (6)  Total assets 86,087 90505 95698 102303 109350  117.196 125791 135,361
Incomed(loss) from uncons. subs. ) U] - - - - - -

Others " 682 " 653" 742" 823 " 892 " 973" 1086 " 1178 Accounts payable 1,156 1,254 1392 1,543 1674 1,824 1,999 2,209
Pretax profits 8.600 9516 11020 12335 13471 14885 16345  18.076  Short-term loans - - - - - - - -
Income tax (950) (959)  (1141)  (1.294)  (1.428)  (1.600)  (1.758)  (1,945)  Other curent liabilties 33984 34481 34297 34,843 /I3 36896 36507 T3
Minorities (466) (516) (598) (669) (730) (807) (886) (980)  Total current liabilties 35140 35735 35690 36386 36986 37720 38507 39441
Long-term debt 27 17 117 17 17 17 17 17
Met income pre-preferred dividends 7,184 8,040 9281 10373 11,312 12478 13701 15151  Other long-term liabilities 542 542 542 595 656 721 794 873
Preferred dividends - - - - - - - - Total long-term liabilities 569 659 659 3 773 838 911 990
Net income (pre-exceptionals) 7,184 8,040 9281 10373 11,312 12478 13701 15151  Total liabilities 35709 36394 36,349 37099  IT7E9 38559 39417 404H
Post-tax exceptionals - - - - - - - -
Mt income 7,184 8,040 9281 10373 11,312 12478 13701 15,151  Preferred shares - - - - - - - -
Total common equity 47191 50407 55048 60234 65890 72129 78980 86,555
EPS (basic. pre-except) (Rmb) 0.89 1.00 118 129 14 1.5 1.7 189 Minority interest 3.188 3704 4,302 4.970 5,701 6.508 7.395 8378
EPS (basic. post-except) (Rmb) 0.89 1.00 118 129 14 185 17 189 Total liabilities & equity 86.087 90505 95698 102303  109.350  117.196 125791 135361
EPS (diluted, post-except) (Rmb) 0.89 1.00 116 129 14 155 17 189 BVPS 6.27 6.74 739 812 8.91 979 1075 11.82
DPS (Rmb) 0.54 0.60 0.58 0.65 070 078 085 0.94
Dividend payout ratio (%) 60.24 60.00 50.00 50.00 50.00 50.00 50.00 50.00
Cash flow statement (Rmb mn) 2023 2024E  2025E  2026E  20247E  2028E  2029E 2030 |JREtoS 2023 2024E 2025 2026E  2027E  2028E  2029E  2030E
Net income pre-preferred dividends 7,184 8,040 9281 10373 11,312 12478 13701 15151  ROE (%) 16.0 16.5 1756 18.0 17.9 18.1 18.1 18.3
D&A add-back " 64" 18007 2074 " 22747 2498 " 2727 30077 3297  ROA(%) 88 91 10.0 10.5 10.7 11.0 113 116
Minorities interests add-back 466 516 598 669 730 807 886 980  Cash conversion days 2508 2592 2573 2577 260.4 2698 259.1 2581
Met (inc)/dec working capital 1,856 (3.375)  (4381)  (4638)  (4.023)  (4638)  (5387)  (6.445) Inventory days 874 91.0 90.0 901 91.0 908 905 90.2
Other operating cash flow 295 (901) - 54 60 66 72 79 Receivables days 1745 178.9 177.9 178.3 180.1 179.7 179.2 178.6
Cash flow from aperations 11,444 6,180 7,611 8735 10577 1145 12279 13,063  Payable days 112 0.7 106 10.6 10.7 10.7 10.7 10.6
Net debt/equity (%) (32.9) (27.0) (26.1) (26.6) (28.4) (29.9) (31.0) (31.4)
Capital expenditures (1951)  (1.501)  (1706)  (2030)  (2.202)  (2.400)  (2.630)  (2,906) Interest cover - EBIT (X) 1943 na na na na na na na
Acquisitions (3.802)  (2.149) - - - - - -
Divestitures - - - - - - - - Growth & margins (%) 2023 2024E 2025E 2026E 2027TE 2028E 2029E 2030E
Others ) (200) (200) (200) (200) (200) (200) (200)  Sales growth 1041 10.0 114 10.8 8.5 9.0 9.6 10.5
Cash flow from investments (5758)  (3.850)  (1905)  (2230)  (2.402)  (2600)  (2.830)  (3.106) EBITDA growth 77 141 158 118 93 103 96 103
EBIT growth 51 13 173 122 92 104 96 105
Dividends paid (common & pref) (2848)  (4327)  (4824)  (4641)  (5.186)  (5.656)  (6.239)  (6,851)  Netincome growth 114 13 154 118 9.1 103 9.8 106
Inc/(dec) in debt (788) 90 - - - - - - EPSgrowth 115 13 154 118 9.1 103 9.8 108
Common stock issuance (repurchas - - - - - - - - Gross margin 2638 278 280 28.0 28.0 28.0 28.0 280
Other financing cash flows (66) - - - - - - - EBITDA margin 17.6 18.2 19.0 19.1 19.3 19.5 19.5 19.5
Cash flow from financing (3704)  (4.237)  (4824)  (4641)  (5186)  (5.656)  (6.239)  (6.851)  EBIT margin 144 1438 157 15.9 16.0 16.2 16.2 16.2
Total cash flow 1,983 (1,907) 862 1,864 2,989 3,200 3210 3107 Net margin 1338 142 u7 148 149 15.1 15.1 151
FRRR: IR, BESRRATNRL
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Valuation

We use a 2025E P/E valuation methodology to derive our 12-month target price for Nari
Tech, in line with our China Industrial Tech coverage. Our target 25X 2025E P/E multiple
is based on a premium to its historical PEG average of 1.7X (against its 11% long-run
EPS CAGR), slightly above the regression lines for our China Industrial Tech coverage
and global GS-covered power equipment companies, and as we expect valuation
expansion to be driven by 1) strong 2025E grid investment; 2) multi-year structural grid
investment ahead driven by intake of renewable energy; 3) expanding Al power demand
potentially. We believe Nari Tech deserves a valuation premium mainly due to its stable
EPS growth and leading shareholder return within our coverage (in 2nd quartile for ROE
at 18.3% and 1st quartile for CROCI at 24.1%). Additionally, 40% of the company’ s
revenue falls in the category of software and thus we believe the valuation should
resemble those of the industrial software companies (Baosight, Supcon, Bochu, etc.).
Our 12-month target price is Rmb29.0, implying 26% upside.

Nari Tech is currently undervalued compared to its own historical track record as well as
domestic peers. Shares are trading at 20X 12-month forward P/E, vs. its own historical
average of 22.1X and domestic peers’ historical average of 28X, and vs overseas
peers’ historical average of 39X (or 17X excluding Siemens Energy and GE Vernova).
We think Nari Tech’ s valuation could expand based on: 1) strong 2025 State Grid
spending; 2) to a lesser extent, stronger Al data center demand to drive valuation
expansion. Nari Tech is trading at 16X 12-month forward EV/EBITDA, vs. its historical
avg of 18.7X and domestic peers’ average of 19.2X, vs overseas peers’ average of
12.6X.

We assign an M&A rank of 3 for Nari Tech, due to its large market cap, concentrated
shareholder structure, with shares indirectly held by the State Grid and SASAC as the
actual controller.

B3 38: Nari Tech vs. our China Industrial Tech coverage in B % 39: Nari Tech vs. our GS-covered overseas peers in
terms of 2025E target P/E multiple correlation with long-term terms of 2025E target P/E multiple correlation with long-term
EPS CAGR
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B3k 40: We forecast Nari Tech to have an average ROE of 18.3% in 2025E-30E, towards the top
of the 2nd quartile among our coverage

Average ROE (2025E-30E) under China Industrial Tech coverage
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B3 41: We forecast Nari Tech to have an average CROCI of 24.1% in 2025E-30E, in the 1st
quartile among our coverage

Average CROCI (2025E-30E) under China Industrial Tech coverage
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B3k 42: Nari Tech’ s ROE and CROCI vs. global peers

Average ROE (2025E-28E) vs glabal

Average CROCI (2025E-28E) vs global
peers

peers
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We used 2025-26E average ROE and CROCI for GE Vernova
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B3k 43: Nari Tech is trading at 20X 12-m forward P/E, vs. its
own historical average of 22.1X and domestic peers’
historical average of 28X
12-m forward P/E for Nari Tech and domestic peers

——Mari Tech

B % 44: Nari Tech is trading at 20X 12-m forward P/E vs.
overseas peers’ average of 39X or 17X excluding Siemens
Energy and GE Vernova

12-m forward P/E for Nari Tech and overseas peers
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B 1k 45: Nari Tech is trading at 16X 12-m forward
EV/EBITDA vs. its historical average of 18.7X and domestic

B % 46: Nari Tech is trading at 16X 12-m forward
EV/EBITDA vs. overseas peers historical average of 12.6X

peers’ average of 19.2X. 12-m forward EV/EBITDA for Nari Tech and overseas peers
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B3R 47: Nari Tech’ s valuation vs. domestic and global peers

Last
12m-
= o i it CAGR __ Sveem _
Foy (downSidE) - o

(PCY) |2024-26E| 2023 2024E 2025E 2026E 2023 2024E 2025E 2026E 2023 2024E 2025E 2026E 2023 2024 2025E 2026E
Domestic peers
NARI Technology Co., Ltd 600406SS CNY 2297 200 6%  Buy 255 14% 255 229« 197x  177x  36x  36x  33x 30« 178 17x 152x 132 16%  14% 15%  15%
Sieyuan Electric Co_Ltd 00202857 CNY 7430 na na NC 80 15%  36.8x  280c 225 186x  62x  47x | 40x  34x  267x  221x  180c  150x  16%  17%  18%  18%
China XD Electric Co. Ltd 60117988 CNY 727 na na NC 51 21% 421x 298  204x  160x 18  17x  16x 15 156x 129« 95 78 4% 6% 8% 9%
Xj Electric Co. Ltd 000400SZ CNY 2635 na na NC 37 18%  26.4x 219« 165 130x  26x  23x  21x 18  150c  114x 92  73x  10%  11%  13%  14%
Huaming Power Equipment Co.,Ltd 00227052 CNY  17.00 na na NC 21 13%  270x  239¢  201x  168¢  46x  44x 30 35 213 187x 159« 135  16%  19%  21%  22%
Ningbo Sanxing Medical Electric Co. , Ltd 601567.5S CONY 2898 na na NC 56 15%  215x 175 139 113« 43x 33« 28  23x  177x 125 102« 85«  19%  19% 21%  22%
Henan Pinggao Electric Co. Ltd 600312SS  CNY 1812 na na NC 34 4% 301x  204x  161x  136x  26x  22x  20x 18  146x 108 90x 79 8%  11% 13%  13%
TBEA Co. Ltd 600089.SS CNY 1225 na na NC 85 20%  51x  110x  81x  66¢ 09 09 08 08& 37x 60 50 50  18% 9%  11%  12%
Zhejiang Chint Electrics Co. Ltd 60187755 CNY 2144 na na NC 64 1%  124x 104c  90x 78 13  1ix  10x 08  81x 72 64x 58  10%  10% 1% 1%
Hexing Electrical Co.,Ltd 60355685 CNY  36.80 na na NC 25 14% 182x  150x  124x  103x  30x 25  22x 19 151x 115  9ix  77x  16%  16%  18%  19%
State Grid Co,td 600131.SS CNY 1824 na na NC 30 10% | 264x 234 204x 185k 38 31x 28 24x  182x 158« 140c  13.4x_ 14%  13%  14%  14%
Median 14%  264x  21.9x  165x  136x  30x  25x  22x  19x 156x 125x  95x  7.9x  16% 13% 14%  14%
Global peers
Eaton Corp ETN USD 34628 408 18%  Buy 1375 7% 380« 322x  289x  250x  73x  72x  64x 55 178 258« 226x  201x  20% 2%  23%  23%
Siemens Energy ENRInDE EUR 5188 60 16%  Buy 461 nm_ nm nm 796x 198 46x  43x  47x 40 nm._ 112 164 91x  34% 2% 6%  22%
GE Vernova GEV UsD 40141 446 1%  Buy 1100 36%  nm_ 107.0x 69.0x 420« 132x 106x 105« 105k nm 495 307x  207x 9% 1%  15%  25%
Siemens AG SIEGNDE EUR 20085 200 0% Buy 1623 2% 173 164x  176x  153x 31 28  26x 25 89 97x 90  87x  15%  15%  17%  14%
ABB Lid ABBNS  CHF 5070 53 5%  Neutral 1193 3%  217x 195 197x  176x 70k 63x  56x 50k  120x 168« 154x 138x 3%  32%  29%  29%
Schneider Electric SCHNPA EUR 25895 214 7% sel 1486 5%  335¢ 308  284x  254x 40 48 45 41x  121x 182« 162 149x 17% 17%  18%  18%
Median 8% 5%  27.6x  308x 28.6x  226x  6.0x  56x  51x  46x  124x 17.5x  16.3x  144x  16% 16% 17%  22%

Pricing is as of Jan 17, 2025 close. NC stands for not covered.

BERR: 75, 2RHE, SREPIREHR

Key risks

2025518204

1) Weaker-than-expected fiscal support and weaker-than-expected State Grid
investment in 2025E: We currently expect power grid investment by the State Grid to
stay elevated in 2025E at Rmb690bn, slightly higher than its announced capex plan of
Rmb650bn on Jan 15, 2025. We expect possibly further raised capex or their actual
investment exceeding their announced target, due to renewable energy waiting for grid
capacity. If they do not raise capex target by mid-2025E like they did in 2024, or they do
not exceed their announced capex plan, grid investment will come below our
expectations. We also expect strong fiscal stimulus support, such as the power
equipment large-scale upgrade plan. Also if the financial situation of State Grid
deteriorates, resulting in budget cuts, grid investment may come below our expectations,
directly impacting all Nari Tech’ s product lines’ revenues.

2) UHV project approval pace might fall behind its announced work plan, i.e., under six
projects start construction in 2025: UHV project approvals and construction require
extensive coordination across multiple provinces, involving agreements on land use,
routing, cost-sharing, which can be time-consuming and complex. Additionally, thorough
environmental assessments and potential delays in obtaining necessary permits could
further slow progress, increasing the risk of falling behind our projected construction
starts of six lines in 2025E. Fewer-than-expected UHV projects construction starts will
result in below-expectations revenue recognition for Nari Tech’ s converter valve
products.
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Investment thesis, PTRM

Investment Thesis

Nari Tech is a leading power equipment player in China, holding dominant positions in
UHV converter valves, grid digitalization, dispatch software, automation solutions, and
secondary equipment such as SVC/STATCOM systems and relay protection at
34%-70% market share. We are positive on Nari Tech as a structural beneficiary of the
incremental investment towards China’ s power grid modernization needs, ensuring a
smarter, more flexible and more reliable grid, particularly as the challenges of integrating
intermittent and volatile renewable energy sources grow. We believe Nari Tech can
deliver solid 10%/11% revenue/net profit CAGR over 2024-30E, outperforming China’ s
grid investment of 8% CAGR as the company especially benefits from the
structurally-growing areas of grid investment, ultra-high-voltage (UHV) and smart grid.
We expect the company to maintain its leadership in its product portfolio due to its
dominant position in a stable market landscape and relationship with the State Grid. Key
catalysts include State Grid’ s work plans, the Two Sessions in March 2025 for energy
policy direction, and the release of the 15th Five-Year Energy/Grid Plan in 2026, and
Al-related capex growth news. Nari Tech is currently undervalued compared to its own
historical track record as well as domestic peers. However, we expect the company’ s
strong financial profile (GPM/OPM at 28%/16% and a leading ROE of 18% expected in
2024-30E) and its software-heavy revenue mix (40% of total 2024E revenue) to support
a valuation premium for Nari Tech among its China industrial tech peers, and hence we
are Buy-rated on Nari Tech.

Price Target Risks & Methodology

Our 12-month target price of Rmb29.0 is based on 25X 2025E P/E. Key risks include: 1)
Lower-than-expected fiscal support and the State Grid announcement for 2025 budget,
2) UHV project approval pace falling behind its announced work plan.

600406.55 12m Price Target: Rmb29.0 Price: Rmb22.97 Upside: 26.3%
Buy GS Forecast
12123 12/24E 12/25E 1/26E
Market cap: Rmb186.7bn / 525 5bn  Revenue (Rmb mn) 51,5733 56,721.0 63,159.8 69,992.7
Enterprise value: Rmb176.4bn / $24.1bn egiTpA (Rmb mn) 9.073.2 10,3514 119897 134025
3m ADTV :Rmb762.8mn/ $104.1mn EPS {(Rmb) 0.89 1.00 1.16 1.29
China

China Industrial Tech & Machinery

ME&A Rank: 3
Leases incl. in net debt & EV?: No

6/24 9/24 12/24E
EPS (Rmb) 0.26 0.22 0.24

Source; Company data, Goldman Sachs Research estimates, FactSet. Price as of 17 Jan 2025 close.
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